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he state of the French labour market may seem
surprising. Despite sectoral
disparities, it has stood up well to the health crisis.

and geographical

The situation today is not very different from before the
crisis, with the coexistence of recruitment problems and a
high unemployment rate.

This Note shows that the persistence of high levels of
unemployment is not due mainly to the problem of a
mismatch between labour supply and demand, in terms
of either geography or skills. While professional training
should facilitate the reallocation of workers across
occupations, one should not expect significant effects on
aggregate unemployment. Training should primarily target
workers that are less skilled and further from employment,
but an increase in the number of trainees does not look

necessary.

A more promising avenue to solve systemic unemployment
would consist in supporting recruitment. Employers often
lack information about applicants to their job vacancies.
Developing support targeted at employers could improve
the efficiency of the labour market by reducing amount
of time jobs remain unfilled and by accelerating the
exit from unemployment. In practice, this would mean

developing recruitment support services for business.
These services should be targeted primarily at small
and medium enterprises that have fewer resources to
devote to recruitment. Service providers could be put in
competition with each other, on a market organised by
the public employment service. The public employment
service could also subsidise certified tests to assess the
skills of candidates and help bring suitable candidates to
the attention of employers.

This Note also looks at the results of the employment
First,
guaranteed loan may have increased corporate debt, but

policies pursued during the pandemic. state-
this increase does not seem to be a cause for concern.
Second, short-time work seems to have effectively
protected its beneficiaries but it is necessary to be careful
about deadweight effects and the concentration of the
scheme on inefficient companies. For these reasons,
short-time work could be incorporated in the future into
the recent bonus-malus system, which should also be
extended to all sectors and companies. As regards policies
aiming to reduce employment charges, they do have an
effect on employment in times of crisis but they need to be
targeted on specific groups with low wage levels and for a
limited period of time.

This Note is published under the sole responsibility of its authors
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2 The French Labour Market in the Aftermath of the Pandemic

Labour market matching and efficiency
during the health crisis

Following the lifting of the health restrictions in spring 2021,
the issue of recruitment difficulties has come back to the
fore. These are not new difficulties: a recent study by DARES'
indicated that, even controlling for changes in unemployment,
the proportion of companies reporting recruitment difficulties
had risen over the last ten years. The point is therefore to
understand the origin of these difficulties and to see whether
they have increased or changed in nature with the health
crisis. There are several reasons why recruiting can be
difficult:
- A mismatch between labour supply and demand, either
in terms of skills or geographical location;
- Inadequate job quality, making it difficult to fill certain
positions;
- A lack of effort in the job search;
- Ineffective recruitment methods.

Employment, unemployment, and inactivity during
the crisis

Before addressing these questions, it is worth considering
the trajectory the French labour market has taken since
March 2020. The unprecedented nature of the health crisis
dealt an unparalleled shock to the French labour market:
establishments faced administrative closures, jobseekers all
faced new constraints, companies and employees were hit by
a series of lockdowns, with persistent difficulties in supply.

In general, and compared to other countries, the fluctuations
in France’s labour market during the pandemic were relatively
moderate.? At the height of the crisis, in the 2" quarter of
2020, for example, the share of employed persons in the
population aged 15-65 fell by only one point compared to the
previous year, to 65%.

The share of people who are inactive, unemployed or in
what is called in France the “unemployment halo”® returned
at the end of 2020 to values close to those of 2019. In the
3 quarter of 2021, the share of those in the labour force
was one point higher than in 2019, which is a quantitatively
important positive turnaround. The number of hours worked
by individuals was slightly lower than before the crisis, which
can be explained by short-time working, which affected
almost 3% of 15-64 year-olds during 2021.

Most of the indicators therefore point to a very favourable
situation for the French labour market from the summer of
2021. This generally optimistic observation does, however,
obscure a certain heterogeneity of situations between the
different segments of the labour market. This can be seen
by studying changes in company wage bills according to
the sector of activity or the region.* To assess the impact of
the crisis, we calculate the difference between the growth
rate of the wage bill after the crisis (2019-2021) and before
the crisis (2017-2019), for each sector of activity, for the
2" quarter of each year. This yields a rather mixed picture
(Figure 1): some sectors have grown more since the crisis
than before it, as in the case of Human health (+ 10 points),
IT products (+ 9 points), Medical and social services
(+ 3 points) and Electricity and gas (+ 3 points). Two sectors
show a sharp decline: Hotels and Restaurants (- 48 points)
and Arts and Entertainment (- 31 points).

1. Difference in growth rates of the wage bill by sector

Hotels and Restaurants
Arts, Entertainment
Admin. Services
Textile

Transport Equipment
Telecoms
Metallurgy

Other Scientific
Other Services
Transport

Legal, Accounting
Commerce
Machines

Electrical Equipment
Water, Waste
Rubber, Plastic

IT

Wood

Food

Construction

Public Admin.
Science R&D

Other manuf.
Education

Real Estate
Finance, insurance
Publishing, Audiov.
Pharmaceuticals
Chimical Ind.
Electricity, Gas
Médico-Welfare

IT Products

Human Health

T T T
=05 -0.3 -0.1 0.1
Reading: In the Hotels and Restaurants sector, the difference in the

growth rate of the wage bill between 2017-2019 and 2019-2021 (in the
2" quarter) was - 0.48.

Sources: INSEE, detailed quarterly Epure files and authors’ calculations.

The authors would like to thank Claudine Desrieux, Scientific Adviser at the CAE, for monitoring this work and Baptiste Roux, Research Officer at the CAE, as
well as Camille Biernat and Gabriele Dabbaghian, interns at the CAE, for their assistance in the production of this Note. They would also like to thank INSEE,
P6le emploi, ACOSS and CASD for providing access to the data necessary for the analysis.

' Grobon S., I. Ramajo and D. Roucher (202 1): “Quelle relation entre difficultés de recrutement et taux de chémage ?”, DARES Publications, October.

2 Figure 1.5 of the OECD (2021) report: OECD Employment Outlook 202 1: Navigating the COVID-19 Crisis and Recovery shows that most OECD countries
have had a higher peak in unemployment than France, and that in the second quarter of 2021 their unemployment rate remained higher than before the crisis.

®The French statistics agency’s definition of the “unemployment halo” is: “Not employed person seeking work but not available for work, or not seeking work
but wanting to work and available for work, or wanting to work but not seeking work and not available for work”.

*The Stat’ur Conjoncture publication of September 2021 presents the evolution of the wage bill by sector and by region, cf. URSSAF (202 1): “La masse salariale
et les effectifs salariés du secteur privé au deuxieme trimestre 2021”, Stat’'ur Conjoncture, no. 329, September. What we show here is a difference in growth
rates between before and after the crisis. The idea is to isolate the impact of the crisis on the growth of the wage bill by subtracting structural variations.
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Calculating the same indicator according to the company’s
employment zone leads to two main findings (Figure 2). First,
there is a great disparity of situations at a very local level,
including within regions, and second, a dichotomy exists
between most of metropolitan France and the south-western
half of the country, which seems to have been relatively
spared by the crisis.®

2. Detrended growth in the wage bill
between 2019 and 2021, by employment area
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Reading: Difference in growth rate between 2017-2019 and 2019-2021
(2" quarters each time) in aggregate wage bill by employment area.

Sources: INSEE, detailed quarterly Epure files and authors’ calculations.

Finding 1. The French labour market seems to
have recovered from the violent shock inflicted
by the health crisis. However, this observation
at the national level masks significant sectoral
and territorial differences.

The evolution of tension on the labour market

The tension on the labour market and the number of job
vacancies® change in almost identical ways, as the number of
unemployed changed very little over the period. The number
of job vacancies, which was already slightly falling in the
15t quarter of 2020, dropped rapidly, and by the 2™ quarter
of 2020, the number of jobs (and the tension) was half the
average level of 2019. From this low point, job vacancies and
tightness rose to exceed the 2019 level by the 2™ quarter of
2021. Trades with different levels of tightness (as measured
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before the crisis in 2019) have also evolved in a very similar
way during the crisis, with no change in the ranking of tight
trades in the period (Figure 3). After declining sharply during
the crisis, tension seemed to return in the 3 quarter of 2021
to a level close to or slightly above that of 2019.

3. Job vacancies and tension between 2018 and 2021
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Reading: The number of job vacancies and the tension (the ratio of
job vacancies to job seekers) are normalized to 100 in 2019. Each
occupation is categorized by its level of tightness in 2019.

Source: Quarterly labour market statistics (STMT), Péle emploi.

Has this return to normal tension on the labour market
also been observed for wages? To answer this question, we
used the salaries indicated in the job offers collected by the
French unemployment agency Péle emploi (Figure 4). These
salaries are an indicator of the difficulties that employers
face in hiring, which could force them to offer more attractive
salaries.

> The report to the Prime Minister by Barrot J-N. (202 1): Accélérer le rebond économique des territoires also illustrates the contrasting effects of the crisis

at the territorial level.

® Labour market tension is the ratio between the number of job vacancies and the number of unemployed. The number of unemployed (categories A, B, C)
and the number of job vacancies collected come from the quarterly labour market statistics produced by Péle emploi. In this analysis, we use an extraction
at the level of the Répertoire opérationnel des métiers et des emplois (ROME) and by quarter. For example, in 2019, Food and Beverage Services had high

tension, Domestic Services medium and Building cleaning services low.
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4 The French Labour Market in the Aftermath of the Pandemic

4. Changes in real wages posted in job offers
between 2019 and 2021
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Reading: We separate job vacancies into two groups based on a positive
or negative change in tension between 2019 and 2021 in the vacancy
of the profession. For each group, we regress the lower bound of the
posted wage in each vacancy, deflated by the consumer price index,
on the following indicators: week-year, day of the week, location of the
vacanacy, public holiday, sector (NAF 38 positions), employment zone,
and occupation (ROME{. The curves correspond to the coefficients of
the week-year indicators. The highlighted areas correspond to curfews
(blue) and lockdowns (grey).

Source: DoJob vacancy data, Péle emploi.

When we do not control for the trade or the sector of the
offers collected, we find that wages rise during lockdowns
and then fall. This phenomenon is more pronounced for
trades with declining demand than for others. There are two
possible explanations for this phenomenon. First, posted
wages rise within each market as lockdowns make it more
difficult for employers to travel and hire, so they must offer
higher wages. Second, the trades and sectors that recruit
during lockdowns are different and tend to be those that
pay higher wages. When controlling for the trade, sector and
employment area of the job offers surveyed, the fluctuations
in the posted wage are much smaller, suggesting that the
average increase in wages during lockdowns is mainly due to
a compositional effect.

Between the end of the first lockdown (in May 2020) and
September 2021, real wages posted by employers rose less
rapidly than before the health crisis, with a more pronounced
downward trend for trades where the tightness eased over
the period. In contrast, the average wages posted rose
relatively strongly at the end of the period. Half of this recent
sharp increase is due to the fact that more of the higher-
paid trades and sectors were recruiting, and the other half by
an increase in wages across trades, sectors and geographic
areas (linked at least in part to the rise in the minimum wage
in October 2021). It should also be noted that this recent
increase in wages was not specific to trades experiencing
greater tightness.

Changes in contract durations
during the health crisis

To understand how different segments of the labour market
may have been affected by the health crisis, we also looked
at changes in the ratio of hires to vacancies. This ratio is an
indicator of recruitment difficulties: when the same number
of offers generates more hires, it is relatively easy for an
employer to hire. We distinguish several contract durations,
as this is an important dimension of job quality.

In general, hiring on short-term contracts fell sharply during
the crisis.” Taking all sectors together, hiring on long-term
contracts has tended to be facilitated during the crisis
(Figure 5), while there have been several periods where
it became difficult to hire on short-term contracts (ratio
below 100): this was true particularly in the springs of 2020
and 2021. These periods correspond to the end of lockdowns,
where there were still strong restrictions,® which seems to
have discouraged employees and job seekers from accepting
short-term contracts. The gap between contract types seemed
to be closing, but still present, at the end of our observations.
A confirmation of this trend would indicate that part of
the workforce has moved out of the most unstable jobs. In
this regard, it should be noted that, in general, the share of
permanent (CDI) and longer fixed-term (CDD) contracts in
hires has increased overall, rising from 32.5% to 37% of hires
between the 3™ quarter of 2019 and the 3™ quarter of 2021.

The changing mismatch between labour supply
and demand

To complete our understanding of hiring difficulties, we can
ask whether the match between labour supply and demand
has deteriorated. This could explain the hiring difficulties
expressed by employers. More generally, can the structurally
high level of unemployment in France be explained by a
demand for labour that is concentrated in markets with an
inadequate supply? To answer this question, we calculated for

” The decline in the Hotels and Restaurants sector was spectacular, with up to 90% fewer CDI contracts in Q4 2020.

® After the first lockdown in 2020, restaurants had to wait until 2 June to restart activity, with zonal restrictions and an 11pm curfew. The reopening took
place on 19 May for the year 2021. For restaurants and hotels alike, dining activities, excluding hotel guests, were then limited to terraces. The curfew was
set at 9pm and then moved to 11pm on 9 June. Restrictions were finally lifted in full at the end of June.
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5. Ratio of hires to vacancies
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Reading: Base 100 in Q2 2019. In Q3, the ratio of job hires to offers
was 12% lower than in Q2 for contracts of less than one month.

Sources: ACOSS (DPAE for hires) and Péle emploi (job offers).

each quarter between 2011 and 2021 a mismatch indicator,
noted M, which allowed us to quantify the mismatch between
labour supply and demand:

a l-a

w3 )

L

where V. is the number of job vacancies in market i, U,
is the number of job seekers in market i, V is the total
number of job vacancies and U is the total number of job
seekers.? Following the literature, we take o, = 0.5. M can be
interpreted as the share of hires that fail to be realized due
to a mismatch between the situation (geographical, sectoral
or occupational) of the vacancies and the job seekers. The
mismatch is greatest when some markets have vacancies
but no job seekers, while others have job seekers but no
vacancies. The mismatch is minimal when the tightness
(defined as the ratio of job vacancies to job seekers) is the
same in all markets. This indicator measures the maximum
that a public policy could achieve by shifting unemployed
people from markets where vacancies are scarce to those
where they are relatively abundant.

We calculate this indicator per quarter, for three different
definitions of labour markets: the employment area, the
occupation, and the intersection between occupation and
employment area. Our results show that the geographic
dimension is very secondary at the aggregate level (Figure 6):
if we were able to move job seekers between employment
areas in such a way that all employment areas had the same
level of tension, we would only increase the total number
of jobs by 2%. As for the problems of mismatch between
occupations, eliminating these would result in 6-7% more jobs
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being filled. This is more than for the geographical dimension,
but still a modest contributor to the aggregate unemployment
rate. When these two sources are combined, a larger figure
of around 15% is obtained, which is an upper bound on the
possible contribution of the labour mismatch to aggregate
unemployment. In other words, if policies were successful in
equalizing the tension in all markets (for example, between
cashiers in the Cahors employment area and boilermakers
in the Nemours employment area), the unemployment rate
would fall, at most, from 8.1% to 6.9%.

6. Lack of match between labour supply and demand
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Reading:InQ12011, 14% more jobs could have been filled by correcting

for the relative mismatch in employment area and occupation between
job seekers and job vacancies.

Source: Quarterly labour market statistics, Péle emploi.

Finding 2. The crisis has not increased the
labour mismatch. The situation has been stable
for 10 years.

Thus, to make a major dent in the aggregate unemployment
rate, the effects of public policies intended to match labour
supply and demand should not be overestimated, even if
policy tools may be useful in helping the jobseekers furthest
from the labour market. Professional training for jobseekers,
which is the preferred tool to enable jobseekers to reorient
themselves towards occupations where the demand for labour
is relatively high, is useful to help the populations furthest
from employment and the least qualified. However, such
interventions should not be expected to make a quantitatively
significant impact on aggregate unemployment.

Recommendation 1. To increase its impact
on employment, concentrate professional
training on the less qualified and those furthest
from employment, rather than increasing the
number of trainees.

? The indicator we use is a simplified version of the one used by Sahin S., J. Song, G. Topa and G. Violante (2014): “Mismatch Unemployment”, American
Economic Review, vol. 104, no. 11, pp. 3529-3564, to measure the contribution of the labour supply-demand mismatch in the United States between 2005

and 2012.
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6 The French Labour Market in the Aftermath of the Pandemic

One of the most effective measures to improve integration
into the labour market is the apprenticeship, which is strongly
supported by the government. The number of apprenticeship
contracts will exceed 710,000 in 2021, an increase of 90%
compared to 2019.° However, those with three or more years
of higher education (+ 188%) have benefited more from this
increase than those with fewer qualifications (+ 17% at CAP
level). Given, in the absence of an apprenticeship, the most
qualified have much higher employment rates than the least
qualified, recent targeting choices can be expected to limit
the contribution of apprenticeships to solving the aggregate
unemployment problem.

What role for placement agencies?

The fact that the unemployment rate is still high in France,
even when the economy is doing well, could be due to a labour
market where matches are particularly slow. The slow pace
could be due to a mismatch between the jobs offered and the
jobs actually sought, but, as our mismatch indicators show,
aggregate unemployment is affected only slightly by this
factor. The coexistence of high and persistent unemployment
and unmet labour needs may be due to insufficient
prospecting efforts and inefficient search strategies on the
part of job seekers, or insufficient advertising efforts and
inefficient recruitment methods on the part of employers.
In terms of public policy, part of the answer to this problem
lies in unemployment insurance and the public employment
service. The recent reform of unemployment insurance
-in line with past recommendations by the CAE-'" includes
several elements aimed at intensifying jobseekers’ search
efforts,'? even if it was generally intended to limit the use
of short-term contracts. In addition, extra support has
been put in place to re-mobilize the long-term unemployed
through training and an early reconnection with a counsellor.
Nevertheless, even this support and the intensified efforts to
find work for jobseekers are not enough.

Indeed, when there are a large number of jobseekers, the
gains to be expected from intensifying the search efforts
are small, because this increases congestion on the labour
market. In terms of support, jobseekers who benefit from
support find employment more easily, to the detriment of the
unemployed who lack support (Crépon et al,, 2013)."* In a
situation that is getting tighter, due for example to reducing
the generosity of unemployment benefits, congestion effects

limit the acceleration of exits from unemployment, especially
in the short term (Lalive et al., 2015),' since firms do not
respond immediately by posting more job offers. This also
means that if the decision criterion is unemployment exit
rates, it is more efficient to intensify job searches in market
segments where jobs are numerous relative to the number of
unemployed. Recent experiments carried out by Pdle emploi
in coordination with researchers have shown that for more
autonomous groups, fairly light and inexpensive actions can
yield good results.' Thus, in a context where the recent
reform of unemployment insurance has already given some
jobseekers greater incentives to leave unemployment, the
priority does not seem to be strengthening support for all
jobseeker profiles, even if there are still questions about the
governance of the scheme.

A more fruitful avenue seems to be the development of
interventions targeted at employers. In recent years, Péle
emploi has developed its recruitment support services for
companies, and a recent evaluation based on French data'’
testifies to their effectiveness. Among the range of services
offered, assistance with the selection and verification of
candidates’ profiles has proved particularly useful. This
shows that companies face problems of information about
both how well candidates master the skills needed and how
suitable they are for the proposed job or work environment.
Overcoming these difficulties would improve the efficiency of
the labour market by cutting job vacancy times. This would
accelerate the exit from unemployment and encourage
the creation of new jobs. The services that intermediaries
provide to companies are aimed at improving the information
that companies have about job applicants and job seekers.
Two questions arise if they are to be better supported. First,
why don’t companies invest more in solving these problems?
It may be that they do not internalize the social benefits of
such an investment (the fact that it relieves congestion in
the labour market) or that they consider the fixed costs a
disincentive, especially if the company is small with limited
finances. Not all companies have an HR department or people
with the skills to screen candidates effectively. This suggests
that the additional public effort should be concentrated
primarily on small and medium-sized enterprises, for which
these fixed costs pose the biggest obstacle.

Second, if support for companies is to be bolstered, who
should be responsible for doing this? One possibility is to rely

' DARES (2022): Les chiffres de I'apprentissage en 2021, Ministére du Travail, de 'Emploi et I'Insertion, February.

'""Cahuc P. and C. Prost (2015): “Improving the Unemployment Insurance System in Order to Contain Employment Instability”, Note du CAE, no. 24, September.

"2 For example, the decrease in benefits for the highest benefits, the change in the eligibility criterion from 4 to 6 months or the change in the calculation of
benefits, which mainly affects workers alternating between unemployment and employment.

'3 Crépon B., E. Duflo, M. Gurgand, R. Rathelot and P. Zamora (2013): “Do Labor Market Policies have Displacement Effects? Evidence from a Clustered
Randomized Experiment”, The Quarterly Journal of Economics, vol. 128, no. 2, pp. 531-580.

'* Lalive R., C. Landais and J. Zweimiiller (2015): “Market Externalities of Large Unemployment Insurance Extension Programs”, American Economic Review,

vol. 105, no. 12, pp. 3564-96.

'* Dromundo S. and M. Gurgand (2021): Digital Job Search Assistance: Evidence from the French Program “Activ’Emploi”, Mimeo.
16 Cahuc P., S. Carcillo and C. Landais (2021): “Rethinking Unemployment Insurance: Rules and Governance”, Note du CAE, no. 61, January.

7 Algan Y., B. Crépon and D. Glover (2020): “Are Active Labor Market Policies Directed at Firms Effective? Evidence from a Randomized Evaluation with Local
Employment Agencies”, Working Paper. The study shows that supported firms post more job offers (+ 20%) and hire more permanent employees (+ 10%).

Les notes du conseil d’analyse économique, no 71



on the skills developed by Péle emploi. This could be done on
the one hand by strengthening the human resources at its
disposal or on the other by outsourcing part of this service to
private service providers. Temporary employment agencies
or certain online recruitment players have developed the
resources needed to increase the volume of these services,
which they often already offer. These two methods are not
exclusive, and the law allows the public employment service
to conclude service contracts with private companies.

The public employment service could therefore organize a
market for business support, putting several service providers
-including possibly Péle emploi itself- in competition with
each other. Performance indicators could be displayed in
order to help businesses to orient themselves. Ultimately,
this would enable the public employment service to offer
companies a wide range of effective services better adapted to
their situation. Particular attention should be paid to ensuring
that the development of these services does not benefit only
temporary workers, which could make the most precarious
segments of the labour market even more unstable.

Recommendation 2. Develop recruitment
support services for companies. Organize
competition between service providers
selected by the public employment service,
with companies choosing a provider based on
publicly-available performance indicators and
their own needs. Concentrate resources on
helping small and medium-sized enterprises in
their recruitment process.

Many employers use tests to assess applicants for their
job vacancies. These tests are particularly useful when
the information available is imperfect, especially when
candidates have no degree or certified qualifications and little
experience. Academic research shows that these tests lead to
longer-term recruitment, while limiting some discrimination
in the recruitment process.'® Nevertheless, this method
has two limitations. First, it is socially inefficient for several
companies to evaluate the same candidate. Second, these
tests can be expensive to implement for companies that
are not used to recruiting. It might therefore be useful for
the public employment service to centralize this effort by
taking charge of and systematizing these tests. The results
could be certified by Pdle emploi or a private partner and
then, conditional on the jobseeker acceptance, presented to
employers when the jobseeker applies for a position. It will
be important to evaluate the effectiveness of these services.
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Recommendation 3. Allow jobseekers to take
certified skills tests, the results of which would
be available to employers.

What lessons can be learned from
the public policies implemented
during the health crisis?

As we have seen, looking at the labour market during the
pandemic means looking at the structural problems it faces
in normal times. In a similar way, we can analyse some of
the public policies enacted during this period, in order to
understand their benefits and limitations and to draw some
more general lessons.

How has the end of state-guaranteed loans
impacted employment?

In September 2021, outstanding loans to businesses
reached around 1,000 billion euros, an increase of 15% since
September 2019, with particularly strong rises for Hotels
and Restaurants (+ 40%) and SMEs (+ 25%). A significant
part of this increase corresponds to loans guaranteed by
the state, which amounted to 143 billion in October 2021.
For a large proportion of companies, this increase in debt
has been accompanied by an increase in cash flow, so that
net debt has risen only modestly. The CAE' has shown that
the net financial position of VSEs-SMEs had improved on
average, but that the share of companies with a weak or very
weak net financial position had increased in certain sectors
(construction and manufacturing) and regions (Greater Paris
region), and more so for SMEs than for VSEs.

The situations that deteriorated are therefore concentrated
and potentially cover a limited part of the labour market. For
the companies concerned, one can nevertheless wonder
about the risks in terms of employment. A company that has
taken on more debt could indeed be more fragile in the face of
future shocks. To answer this question, we draw on data from
company accounts between 2009 and 2019 and measure
whether an increase in the debt ratio at a given date predicts
a slowdown in growth or even a decrease in employment
and wages in the future. Note that our estimates take into
account the fact that each company has its own employment
and wage trend over the period. Our results should therefore
be understood as a deviation from this trend.

Our results, summarized in Biernat and Fontaine (2022),%°
show that the overall impact was quantitatively limited,

'® Hoffman M., L.B. Kahn and D. Li (2018): “Discretion in Hiring”, Quarterly Journal of Economics, vol. 133, no. 2, pp. 765-800.
19 Epaulard A., E. Fize, T. Le Calvé, P. Martin, H. Paris, K. Parra-Ramirez and D. Sraer (2021): “La situation financiére des PME/TPE en ao(t 2021 au vu de

leurs comptes bancaires”, Focus du CAE, no. 065-202 1, September.

20 Bjernat C. and F. Fontaine (2022): “Les effets des variations du taux d’endettement sur les salaires et 'emploi”, Focus du CAE, no. 081-2022, March.
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8 The French Labour Market in the Aftermath of the Pandemic

weaker than what Giroud and Mueller (202 1) found on US data
with a similar methodology. While in the first year following
the increase in debt the company’s employment trend was
not affected, a negative effect was felt after the second year.
The effect was small, since an increase in the debt ratio of
100 percentage points would lead to a deviation of only
- 0.4 percentage points in the company’s employment growth.
The impact of an increase in debt is therefore statistically
significant but quantitatively negligible for many companies
that experience only a limited increase in debt. The impact on
wages is negative from the first year but again quantitatively
very small and tends to disappear in subsequent years.

The fact that increases in debt are only weakly predictive of
declines in employment and wages suggests that the increase
in debt during the crisis should not be the primary cause for
concern. However, as reassuring as these results are, the
methodology adopted excludes the possibility of a company
going bankrupt. If we compare cumulative insolvencies over
12 months in October 2021 and in October 2019, the number
has fallen by 48% (62% in the Hotels and Restaurants sector),
and there is no sign that they are picking up again. If insolvencies
were to return to a level like that seen in the past, a surge in
unemployment would be expected. A recent note from France
Stratégie®" gives an idea of the volume of jobs involved. In 2019,
business failures concerned around 100,000 employees. The
fall in insolvencies during the health crisis reduced this number
to around 65,000 in 2020 and 31,000 for the first nine months
of 202 1. Assuming that future insolvencies make up the shortfall
in insolvencies in 2020 and 2021, an additional 90,000 or so
employees could be affected compared to normal. It should be
noted, however, that in practice some of the employees affected
by insolvencies will change jobs without becoming unemployed
or will retire. Furthermore, some insolvencies do not lead to
the closure of the business. Finally, this figure should be set
against the one million permanent hires recorded on average
each quarter in France in 2019.22 Any additional insolvencies
that might materialize will therefore not fundamentally alter the
balance of flows in the French labour market, even if they could
sometimes constitute a major shock at local level.

Short-time work and unemployment insurance

Short-time work seeks to limit redundancies due to
fluctuations in activity, whether at company, sector or
aggregate level. Using this scheme, companies can reduce
the number of hours worked while receiving a subsidy to
pay for the hours lost. The reduction in employment is thus
limited, as is the reduction in income for employees. Short-
time work concerned up to 8,300,000 employees at the
height of the crisis and still covered 400,000 employees
in October 2021, mainly in the Hotels and Restaurants,
Transport and Storage sectors. The fiscal cost of short-
time work is significant: approximately 35 billion euros
since the beginning of the crisis,?® one-third of which was
paid by UNEDIC and the rest by the state, but this can be
justified for several reasons. First, the system can help
avoid very costly redundancies in social terms. This is
particularly the case if these job losses are accompanied
by significant losses of human capital: the possibilities of
rehiring employees would then be permanently degraded,
and labour productivity at the end of the crisis would be
weakened. This is also the case in the presence of credit
constraints preventing companies from taking on debt
to smooth out unanticipated variations in activity. In this
situation, even if short-time work generates a strong fiscal
externality, this may be weaker than what would be induced
by the avoided redundancies.

The use of this measure in times of crisis is not new,?* but its
use during the pandemic was unprecedented quantitatively.
Academic work? shows that it is an instrument that makes
it possible to preserve employment in the short term,?¢ but it
is potentially subject to moral hazard and windfall effects on
the employer’s side that can slow down reallocations towards
the most productive companies. In what follows, we examine
two little-studied aspects of short-time work: has the system
been concentrated especially on the most vulnerable
employees, according to their occupation or sector? Was
its use concentrated on companies that were least efficient
before the crisis?

21 Boekwa Bonkosi E., Epaulard A. and F. Gache (2021): “Défaillances d’entreprises : ou en est-on ?”, Point de vue France Stratégie, December.
22 Cf. Data from declarations prior to hiring (DPAE), ACOSS-URSSAF National Fund.
23 See DARES, https://dares.travail-emploi.gouv.fr/donnees/le-chomage-partiel.

?*The use of short-time work, whose origin dates back to an industry-wide trade agreement (ANI) of February 1968, expanded during the 2008 crisis. It has
undergone a number of reforms, in particular in 2013 when the short-time work and long-term short-time work schemes were merged. It was modified again

in March 2020 to adapt to the scale and particularities of the health crisis.

25 Hijzen A. and S. Martin (2013): “The Role of Short-Time Work Schemes during the Global Financial Crisis and Early Recovery: A Cross-Country Analysis”,
IZA Journal of Labor Policy, vol. 2, no. 5; Cahuc P., F. Kramarz and S. Nevoux (2021): “The Heterogeneous Impact of Short-Time Work: From Saved Jobs to
Windfall Effects”, /ZA DP, no. 14381 or Giupponi G. and C. Landais (2020): “Subsidizing Labor Hoarding in Recessions: The Employment and Welfare Effects

of Short Time Work”, CEPR Discussion Paper, no. 13310.

% |ts effectiveness in terms of protecting jobs is also underlined by France Stratégie and Inspection Générale des Finances (202 1): Rapport final du Comité
de suivi et d’évaluation des mesures de soutien financier aux entreprises confrontées a I’épidémie de Covid-19, July.
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First, we compare employees who benefited from short-
time work in the 2nd quarter of 2020 with those who did
not benefit from it but who worked in the same occupations
and the same sectors: we study the fate of these two groups
during the following six months (Figure 7).?” It is striking
to note that short-time work beneficiaries do not have a
significantly higher probability of keeping or leaving their job
or of being unemployed in the months following their short-
time work episode than those who did not benefit from this
measure. One might have feared that employees in short-
time work were more vulnerable than others, on the one hand
because, for the same job and sector, they are employed by
companies that have chosen to resort to short-time work
and are therefore more vulnerable to the crisis, and on the
other hand because, having not worked during this period,
they have become less qualified. This does not seem to be
the case.

7. Future of employees in short-time work

100% -

I I
80%
60% A
40%
20% A
0% -
StwW NStW
B Unemployed Different activity

Same activity, different company ™ Same company

Reading: On average over the year 2021, 54% of employees in Short-
time Work (StW) in Q2 2020 were still working in the same company.
NStW: employees Not in Short-time Work in Q2 2020.

Sources: INSEE (2021): Employment Survey and CAE calculations.

Then, in order to understand the redistribution effects of
the scheme between companies and in particular the way it
was used in relation to pre-crisis efficiency, we used various
administrative sources that provide information both on
companies’ use of the scheme and on their characteristics
before the crisis (indebtedness, value added per capita,
stability of their workforce).?® We estimated a model that
allows us to model both the use of the scheme (the extensive
margin) and the number of employees effectively put on
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short-time work (the intensive margin).?’ In addition to
the characteristics of the establishments and companies
concerned, we controlled for differences between sectors
and regions, as well as for changes in the scheme during
the crisis. Our results show contrasting effects, depending
on whether we consider all sectors or those subject to
administrative restrictions on activities (so-called “S1”
sectors) (see Figure 8).

8. Impacts of value added, debt and labour turnover
on the partial activity rate

0.2+ - 5.0
0.1 - 2.5
0.07-- —mm—————— - - - - 0.0
- 0.1 --2.5
- 0.2+ --5.0
W Non ST sectors (left scale)
W S1 sectors (right scale)
-0.3 -7.5
Value added Debt Labour
turnover

Reading: A 1% increase in the value added per head of an establishment
is associated with a 0.23 percentage point decrease in the partial
activity rate in the non-S1 sectors. The changes considered are
respectively 1% for value added per head, 1 percentage point for the
debt ratio, and 1% for the labour turnover rate..

Sources: ACEMO-Covid, DADS-Postes and FARE, CAE calculation.

For establishments outside “S1”, the share of employees
in short-time work decreases with their efficiency, which
is measured by the average value added per capita of the
companies to which they belonged between 2018 and 2019.
In addition, the higher the rate of short-time work, the higher
the rate of labour turnover in the establishment in the two
years preceding the crisis. Finally, the share of employees on
short-time work increases with the debt ratio, but the effect
is quantitatively negligible. These results, and in particular
those on value added, do not call into question the scheme’s
effectiveness in terms of safeguarding jobs during the crisis,
but rather the inter- and intra-sectoral reallocations that it
could induce, since transfers seem concentrated among the
less efficient companies and establishments with high labour
turnover. These findings are in line with those of Cahuc et al.
(2021) and Giupponi and Landais (2020).%° While short-time

%7 It is important to underline the added difficulty in carrying this out due to the break in the series linked to the redesign of the employment (Emploi) survey.
For more details see INSEE (2021): “L'enquéte Emploi se rénove en 202 1: des raisons de sa refonte aux impacts sur la mesure de I'emploi et du chémage”,
INSEE Analyses, no. 65, June. For this reason, our interpretation focuses on relative changes in the two groups rather than on the evolution of the curves in

absolute terms.

28 \We draw on both the monthly Flash ACEMO-Covid survey, which makes it possible to study the use of short-time work at establishment level between April
2020 and September 2021, and retrospective data from the DADS Postes (for the calculation of the labour turnover rate) and from FARE for information on

company accounts (value added, debt).

%% See details in Fontaine F. and B. Roux (2022): “Activité partielle et situation pré-crise des entreprises”, Focus du CAE, no. 082-2022, March.

% Giupponi and Landais (2020) and Cahuc et al. (2021), op. cit.
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work makes it possible to safeguard jobs, the scheme carries
a risk of limiting the effectiveness of reallocations between
companies. It should be borne in mind that this risk naturally
tends to increase as the shock persists.

These results must nevertheless be compared with the
results for establishments in the “S1” sectors that were
affected by very restrictive protocols and administrative
closures. For these, the results are reversed. Short-time work
was concentrated among the most efficient employers, the
least indebted and those with the most stable workforce. This
shows that for sectors where there are few opportunities of
adjustments, it is a relevant tool even in terms of efficiency.
Indeed, the health crisis is unique in that some establishments
have suffered administrative restrictions on their activity,
which is not the case in a normal economic crisis when there
is scope for internal reorganizations and adjustments to cope
with demand or supply shocks.

Given its effectiveness to protect employment, and although
its scale has been exceptional during this crisis, short-
time work is likely to be used in the future. Careful thought
must therefore be given to the design of the scheme. The
adjustment variables have up to now been the replacement
rate for the workers when they are not working and the
rate at which the state compensate the employers which
maintain employment. The rate of reimbursement was
100%3! until May 2020, then 85% (100% for sectors subject
to restrictions on activity, known as “S1”) until December
2020, and then 36% (70% for “S17”). It has been kept at these
rates, with only 60% of gross pay being maintained for non-
S1 sectors. In practice, it is always difficult to strike the right
balance between incentive and insurance, and the residual
cost is a frustrating way of encouraging employers to limit
the use of short-time work. One alternative would be to
integrate the share of expenses for short-time work that is
the responsibility of UNEDIC into a bonus-malus system: the
future contributions of companies would be affected by how
intensely they have used the scheme.

This would not remove the need to define the residual
costs or the level of compensation, but it would ease
the constraints and improves the scheme’s efficiency by
ensuring that moral hazard is integrated more effectively. In
principle, it also allows for a smoother exit from the scheme
and avoids excessive steps. Moreover, since the calculations
of any reward or penalty are generally based on multi-year
averages, the carry-over, albeit limited, of the cost of short-
time work is smoothed over several years. Finally, it is
possible to consider inter- and intra-sectoral differences. In
a bonus-malus system where the point that separates bonus
and malus is defined within each sector, it is not so much the
use of the scheme that is taken into account but rather its

The French Labour Market in the Aftermath of the Pandemic

use compared to companies in the same sector. In a situation
like Covid, it is of course pertinent to exclude sectors where
administrative closures may take place. UNEDIC forecasts
that spending on short-time work will reach almost 12 billion
euros between 2020 and 2022, not counting an additional
shortfall of 3 billion because short-time work is not subject
to contributions.3? This extremely high additional expenditure
will have to be compensated in the long term. Since a bonus-
malus mechanism does not exist, and unless one bets on a
very sharp fall in unemployment in the coming years, this
can only be made up by a cut in benefits, an increase in
contributions or an exceptional contribution by the state to
the unemployment insurance budget. Integrating short-time
work into the bonus-malus system would make it possible, in
future crises, to better distribute the effort and reduce the
scheme’s cost to the community.

However, for it to be possible to integrate short-time work
into a bonus-malus system, it must be based, not on the job
separation rate as is the case in France, but on the balance
between the contributions paid and the costs generated
by each company to unemployment insurance. This would
improve the existing system, since the link between the
separation rate and unemployment insurance expenditure
is imperfect: a company can have a high separation rate
but low expenditure if its employees exit unemployment
quickly. Moreover, this also implies integrating all companies
and sectors, whereas the system is currently restricted
to companies with more than 11 employees and to only
7 sectors. Beyond short-time work, generalizing this is
justified by the fact that even if some sectors have a better
expenditure-contribution balance than others, intra-sectoral
heterogeneity remains important whatever the sector
(Fontaine and Vidalenc, 2020).32

Recommendation 4. Include short-time work
into a new bonus-malus system that takes
direct account of unemployment insurance
expenditure and is extended to all sectors
and companies.

Support for the hiring of young people

The programme to support hiring young people (AEJ) was
introduced as part of the “1 young person, 1 solution” plan to
deal with the consequences of the health crisis on the labour
market. It concerns young people under age 26 who were
newly hired between August 2020 and May 2021, excluding
renewals of existing employees. It provides a maximum
of 4,000 euros, paid at a rate of 1,000 euros every three
months, if the employee concerned is still in employment.

®1 During short-time work, the employer pays the employee 70% of their gross pay (84% of net pay) up to 4.5 times the SMIC.

*2UNEDIC (2021): “Situation financiére de I'assurance chémage”, Eclairages, October.

%3 Fontaine F. and B. Vidalenc (2020): “Faut-il moduler les cotisations des employeurs a I’assurance-chémage ?”, Note /PP, no. 57.
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The aid is granted only if the employment contract is a long-
term contract (CDI), a temporary fixed-term contract (CDI)
or a fixed-term contract of at least three months (CDD),
and if the employee is not in short-time work. It cannot be
combined with other existing schemes. At its inception,
the AEJ was reserved for hires between 1 August 2020 and
31 March 2021 whose salary was less than two times the
minimum wage (SMIC). It was then extended between 1
April and 31 May 2021 for hires whose salary was less than
1.6 SMIC. This aid had been preceded on 1 July 2020 by aid
for the recruitment of young people on work-linked training
schemes: 5,000 euros for an apprentice or a contract for
professional qualification (contrat de professionalization)
under the age of 18, and 8,000 euros for an adult.

To assess the impact of the AEJ, we used aggregate data
from the pre-employment declarations collected by ACOSS.
This data consists of the number of contracts signed per
month between January 2017 and September 2021, crossing
different criteria: the type of contract (8 categories), age
(8 categories) and sector (20 categories). We excluded from
the main analysis fixed-term contracts of less than one month,
which are very numerous and very short, and which are not
covered by the scheme, as well as fixed-term contracts of
more than 10 months, which are likely to correspond to
work-study contracts. We used a triple-difference method
to assess the impact of the AE). The idea is to compare the
evolution of the number of contracts signed according to the
type of contract (short-term contracts are not eligible for the
AEJ) and the age of the people hired (those aged 26 and over
are not eligible).

Our results indicate that the number of hires on non-CDI
long-term contracts increased by 7% as a result of the AEJ
during the period of its implementation. If we include long-
term CDI contracts, the impact on all contracts is very similar,
at around 6%. The impact for the Arts and the Hotels and
Restaurants sectors was similar to that for the other sectors.
After May 2021, when the policy was no longer in effect,
there was a small and insignificant positive effect. This can be
interpreted as inertia in company hiring practices, and there
is no indication that companies would have compensated for
the end of the scheme by hiring far fewer young people after
May 202 1. When comparing the effect of the AEJ to that of a
comparable intervention, such as the “Zero Charges” scheme
designed to address the impact of the 2009 crisis, the effect
of the AEJ was less than half as great.?* This difference may
be due to the fact that only companies with fewer than
10 employees were eligible for “Zero Charges”, whereas this
restriction did not apply to AEJ. Charge reduction schemes
may also be less effective in a context where the demand for
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labour and the possibilities of reorganizing work are limited
by health restrictions, which have temporarily frozen part of
the production system.

In total, an effect of 7% means that in order to create seven
jobs that would not have existed in the absence of the scheme,
the AEJ subsidizes 100 jobs that would have been created
even in its absence. The existence of deadweight effects is
inevitable for this type of scheme and does not disqualify the
AEJ: the cost of the job created is assessed relatively and
must be compared to other measures. However, the extent
of the AEJ’s deadweight effects in the context of this crisis
underlines the fact that such aid should be concentrated on
specific groups and remain temporary.

Recommendation 5. Concentrate
employment subsidies in times of crisis on
specific groups, at low wage levels and for a
limited period.

In summary, the state of the labour market is now close to what
it was before the crisis, despite sectoral and geographical
disparities. The public policies to support the labour market
that were implemented during the crisis have therefore had
beneficial effects, although adjustments are needed to limit
their deadweight effects and ensure their effectiveness. With
the return of pressure on the labour market to its 2019 level,
recruitment difficulties coexist with a relatively high level
of unemployment, even if it is declining. These recruitment
difficulties do not appear to stem from a mismatch between
supply and demand in terms of skills or the location of
labour. Several structural labour market reforms have been
adopted in recent years (reform of the Labour Code in 2016
and again in 2017, reform of unemployment insurance):
their impact should be evaluated with necessary hindsight.
It now seems appropriate to look at support arrangements,
in particular to respond to the needs of small companies in
recruiting. These companies need better information about
the skills of candidates and the suitability of their profile for
the post offered. This Note therefore advocates the idea of
augmenting support for companies during the recruitment
process, which could be done by organizing a market of
service providers under the aegis of the public employment
service. The introduction of certified tests by Péle emploi or
private service providers could also make more information
available to companies about job seekers. Improvements
like this in recruitment methods currently appear to us to
be a promising way of alleviating recruitment difficulties and
helping to reduce the aggregate unemployment rate. @

% For an estimate of the impact of the Zero Charges programme, see, Cahuc P., S. Carcillo and T. Le Barbanchon (2019): “The Effectiveness of Hiring
Credits”, Review ofEconomic Studies, vol. 86, no. 2, pp. 593-626. For the calculation comparing the impact of the AEJ with that of Zéro Charges, see Martin P.
and R. Rathelot (202 1): “Evaluation de 'aide a 'embauche des jeunes a partir des déclarations préalables a 'embauche”, Focus du CAE, no. 060-202 1, May.
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