Economics
Chart of the week BERENBERG

PARTNERSHIP SINCE 1590

- CHART OF THE WEEK --- CHART OF THE WEEK --- CHART OF THE

22 June 2018

France: on track to unlock its potential

French labour market: job vacancies rising
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3-month average of job vacancies excluding less than 6-month contracts, in thousands. Source: INSEE

e On track for a golden decade: More than a year after we made our call that France is heading for a golden decade
courtesy of the Macron reforms, the evidence still supports our view. Following up on the labour market reform
and corporate tax cut passed in H2 2017, President Emmanuel Macron has not slackened his efforts this year.

e Macron holds firm: One of his signature proposals was to overhaul the national railway company SNCF and open
the railway monopoly up to future competition, as required by EU law. Opposing the reform and Macron’s overall
agenda, labour unions initiated the biggest strikes since 1995. Unlike the government of 1995, Macron did not cave
in, broadly supported by the general public. Last week, both houses of the French parliament approved the reform.
With modest concessions such as taking over some of SNCF’s legacy debt, Macron has prevailed.

e Is the future starting to happen? Supply-side reforms to strengthen a country’s growth potential usually take time
to work. Interestingly, the French labour market already started to recover three years ago. Between 2010 and
summer 2015, employment grew by 116k per year. Since then, the pace of job creation has picked up to an average
350K yoy increase in the last four quarters. Unemployment has dropped from 10.5% in summer 2015 t0 9.2% in April
2018. Labour demand points to further gains: registered vacancies for jobs with a contract of more than six months
have risen to more than 160k, a level not seen over the last 20 years (see chart).

e Previous reforms are helping: The change started under President Frang¢ois Hollande. Some labour market
reforms spearheaded by the then economics minister, Emmanuel Macron, and the then labour minister, Myriam El
Khomri, pushed the country towards the top of the OECD’s reform league table for major advanced economies for
2015/2016. In combination with Macron’s labour reform in 2017, these measures inject the much needed flexibility
into the French labour market. The reforms open up professions, simplify dismissal procedures, streamline
negotiations at the company level and make it easier for firms to strike tailor-made deals with their own workers.

e Lucky France: While the labour market is improving, it is far too early to assess with any degree of certainty to
what extent this reflects the supply-side reforms beyond the mere cyclical upswing in demand. The chart provides
some very tentative evidence that the change goes beyond the normal cyclical swings. In any case, luck is with
Macron: the cyclical upturn helps to ease the pain of reforms and make the gains visible early.

e Rising vacancies can be a two-edged sword: While they signal strong labour demand, they can also point to skill
mismatches at high unemployment. France needs to get better at integrating the young, low-skilled and immigrant
population into the labour market. Macron plans to improve the professional training and education system. If he
succeeds, jobs growth could accelerate further, as it did in other major European countries after key reforms.
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Disclaimer

This document was compiled by the above mentioned authors of the economics department of Joh. Berenberg, Gossler &
Co. KG (hereinafter referred to as “the Bank”). The Bank has made any effort to carefully research and process all
information. The information has been obtained from sources which we believe to be reliable such as, for example,
Thomson Reuters, Bloomberg and the relevant specialised press. However, we do not assume liability for the correctness
and completeness of all information given. The provided information has not been checked by a third party, especially an
independent auditing firm. We explicitly point to the stated date of preparation. The information given can become
incorrect due to passage of time and/or as a result of legal, political, economic or other changes. We do not assume
responsibility to indicate such changes and/or to publish an updated document. The forecasts contained in this
document or other statements on rates of return, capital gains or other accession are the personal opinion of the author
and we do not assume liability for the realisation of these.

This document is only for information purposes. It does not constitute investment advice or recommendation to buy
financial instruments. It does not replace consulting regarding legal, tax or financial matters.

Remarks regarding foreign investors

The preparation of this document is subject to regulation by German law. The distribution of this document in other
jurisdictions may be restricted by law, and persons, into whose possession this document comes, should inform
themselves about, and observe, any such restrictions.

United Kingdom
This document is meant exclusively for institutional investors and market professionals, but not for private customers. It
is not for distribution to or the use of private investors or private customers.

United States of America

This document has been prepared exclusively by Joh. Berenberg, Gossler & Co. KG. Although Berenberg Capital Markets
LLC, an affiliate of the Bank and registered US broker-dealer, distributes this document to certain customers, Berenberg
Capital Markets LLC does not provide input into its contents, nor does this document constitute research of Berenberg
Capital Markets LLC. In addition, this document is meant exclusively for institutional investors and market professionals,
but not for private customers. It is not for distribution to or the use of private investors or private customers.

This document is classified as objective for the purposes of FINRA rules. Please contact Berenberg Capital Markets LLC (+1
646 949 9000), if you require additional information.

Copyright
The Bank reserves all the rights in this document. No part of the document or its content may be rewritten, copied,
photocopied or duplicated in any form by any means or redistributed without the Bank’s prior written consent.
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