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France: Encouraging employment in 4Q
4Q19 figures were encouraging for the French labour market as they
show that the downward trend in the number of unemployed
continued until November despite the economic slowdown. However,
it also shows the impact of the "yellow vest" crisis in December when
unemployment rebounded. The last PMI surveys show the rebound is
likely to be repeated in January

Encouraging 4Q for French employment despite grim December
The unemployed population was 3.4 million people in mainland France in the fourth quarter,
according to the latest figures published by DARES. They imply a further decline in the number of
unemployed, by 16,500 in the fourth quarter. In total, the year 2018 saw a drop of 44,300 for the
main unemployed category (A), or 1.3% over one year.

Despite the slight rise in the number of occasional unemployed (Chart 1), the population around
unemployment (DARES categories A to E) fell by 54,800 in 2018, for the first time in more than 10
years. Indeed, since the beginning of the crisis, this population has been increasing each year. The
recent drop can be seen as an effect of the acceleration in growth in 2017. At a time when growth
seems to be back to its trend level, we expect a further slight decline in the unemployed
population in 2019, which should allow the unemployment rate to continue decreasing.
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Positive fourth-quarter data, however, should not mask December's sluggish figures. The decline in
activity and confidence suddenly provoked by the "yellow vests" movement has indeed left its
mark since there has been a significant increase in the number of unemployed in categories A to C:
20,000 in one month, which has undoubtedly reduced the good overall result of 2018. If the
unemployment rate declines in the last quarter of 2018 to 8.7% in mainland France, it could
potentially rebound slightly in the first quarter.

2018: First decline in total unemployment since the beginning
of the financial crisis

Source: DARES

PMI Services sends worrying signals for employment in 1Q19
Indeed, the first signs of activity coming from the service sector have not been encouraging. At
47.5, the sector's PMI was at its lowest level since 2014. The indicator was still above 55.0 in
November. This correction can be seen as the impact of the current high level of consumer anxiety
in recent surveys and the "yellow vests" crisis. We believe that the weak PMI survey (details will be
published in early February) could be a harbinger of investment intentions in the sector. This could
also continue to impact employment growth in the months to come after the rise among some
categories of unemployed in December (Chart 2). Even if the effect is temporary, it should delay by
several months the fall in the unemployment rate, which could still be higher than 8.5% at the end
of this year.
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PMI indices point to a likely pause in 1Q19

Source: Thomson Reuters

Confidence looks better in manufacturing
In the manufacturing industry, confidence rebounded slightly in January, as confirmed by the
recent PMI, rising from 49.7 to 51.2. Only December will have been below the 50.0 threshold under
which industrial activity is assumed to be shrinking. Given the details of the survey published by
INSEE, which also showed that confidence in the industry is stabilising in January, it seems that
order books are no longer deteriorating and that recent output has been more significant than
expected. Inventories even fell in January. However, confidence in the economic outlook remains
at its lowest level in four years, showing that the "yellow vests" crisis continues to weigh on
confidence. Note however (Figure 3) that the decline in activity is not as straightforward as that of
morale.

At this stage, we still think that the French economy came to a standstill at the end of 2018. Given
the slowdown in eurozone growth, we also think that the rebound will be limited, which lowers
growth prospects for 2019 to 1.3%. In this context, the current round of national consultations by
the Government is the only chance we see for reforms to gather support: economic growth
momentum is not on President Macron’s side anymore.
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Recent output is not as low as confidence

Source: Thomson Reuters


