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France: The three charts we have to look at to understand the magnitude of

the problem

We suggest that all those who analyse France’s situation or who make economic policy proposals look at

three charts:
- the trend in the profitability of industry;

- the way domestic demand for industrial products is met;

- the trend in export market shares.

1. Falling profitability in French industry

Chart 1 shows the trend in the unit wage costs of French
manufacturing industry and the value added deflator in
the manufacturing industry.

Chart 1
France: Unit wage costs and value added
deflator in the manufacturing sector
(1998:1 = 100)
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Using the value added deflator makes it possible to take into
account the prices of intermediate consumption
(commodities): if commodity prices increase and this cannot
be reflected in producer prices, the value added deflator
declines.

We can see a sharp fall in the profitability of French
industry (in the price-to-cost ratio), especially from 2004.
French industrial companies cannot pass the rise in wage
costs and in commodity prices on to their prices; and they
have to lower their selling prices in euros when the euro
appreciates to be able to continue to sell. This shows the low
level of sophistication of industrial production in France,
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which prevents companies from increasing their selling
prices, hence the loss of profitability. The low level of
sophistication is confirmed by the very high level of
France’s price elasticity of exports in volume terms, i.e.
over 1.0, versus 0.6 in Italy, 0.4 in Germany, 0.3 in the United
States and Japan, and 0.1 in the United Kingdom.

2. Inability of the supply of industrial products to
meet domestic demand

The second key chart for an analysis of France’s situation is
Chart 2: the trend in industrial production, domestic
demand for manufactured products, and imports of
manufactured products.

From 1998 until today, production has fallen by 5%, domestic
demand in volume terms has increased by 60%, and imports
in volume terms by 100%.

Chart 2
France: Production, domestic demand and
imports in the manufacturing sector
(1998:1 = 100)
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This shows the total inability of French industry to meet
an increase in domestic demand - which is met only by
an increase in imports - and the total inertia of the supply of
industrial products.

It must obviously be seen in light of the point seen above: the
collapse in the profitability of industry. This explains the lack
of incentives to increase industrial production capacity and to
be able to meet demand.

3. Inability of the supply of industrial products to
also meet external demand

The last Chart, which points in the same direction, shows the
inability of French supply of industrial products to meet
external demand, with the huge export market share loss

(Chart 3).
Chart 3
Global trade and exports

(in volume terms, 1998:1 = 100)
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This shows the role played by the inertia of supply in the
continuous deterioration in foreign trade. This market share
loss would have been even greater if not for the fall in selling
prices seen above.

4. Messages for French economic policy

The above leads to the following messages for the
conduct of French economic policy:

Message 1: without an improvement in the profitability of
French industry, the supply of industrial products will
remain inert and French foreign trade in industrial
products will continue to deteriorate, with domestic
demand being met by imports and an inability of exports to
keep up with global demand. In the short term, the only way
to improve the profitability of industry is a tax reform that
reduces labour costs.

Message 2: as long as the supply conditions of industrial
products have not been improved and the profitability of
industry restored, it is useless and dangerous to
stimulate domestic demand for industrial products in
France. The increase in demand would only cause an
increase in imports and a deterioration in foreign trade.
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