
2015:  An  eighth  year  of
rising unemployment in France
Department of Analysis and Forecasting (France Team)

Since June 2015, the number of job seekers at the end of the
month  (the  number  of  “DEFM”,  in  French)  in  Category  A
registered with Pôle Emploi has swung from month to month,
rising and falling. This high volatility, which reflects a
sluggish labour market in which there is insufficient job
creation to make a long-term reduction in unemployment, is
directly related to the sluggish growth in the French economy
overall.  So  after  a  relatively  favourable  November  2015
(15,000 DEFM fewer in category A), December once again saw an
increase in the number of unemployed (+15,800), offsetting the
previous month’s fall. In addition, for the first time since
May 2015, all age groups experienced an increase in the number
of category A DEFM in December.

Ultimately, the number of jobseekers registered in category A
with  the  Pôle  Emploi  job  center  increased  for  the  eighth
consecutive year in metropolitan France. With the return of
higher growth, this increase has nevertheless been less than
in previous years: +90,000 in 2015, versus +200,000 on average
between 2011 and 2014. The increase has massively affected job
seekers aged 50 and over (+69,000 in 2015), while the numbers
under age 25 were down (22,000 fewer in 2015).
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The implementation of successive pension reforms (2003, 2010),
coupled with the elimination of exemptions on job-seeking by
seniors, has led to a longer duration of economic activity and
to putting off the age of retirement. In a context of weak
growth, the rise in the employment rate for seniors has been
insufficient to absorb the increase in the workforce for that
age group, with a consequent increase in unemployment of those
over age 50.

The decreasing number of unemployed young people is due to two
main factors. First, the employment policies enacted since
2013 have targeted youth in particular through the Jobs of the
future  (emplois  d’avenir)  programme.  Second,  the  low  job
creation in the market sector is mainly taking the form of
temporary jobs (fixed-term CDD contracts, temping), a type of
employment  in  which  young  people  are  heavily  represented
(34.2% of young people in employment are on CDD contracts or
temping versus 8.4% for other age groups). This development
can be compared to the observed increase in categories B and C
(+170,000 in 2015 against 97,000 on average between 2011 and
2014). Thus, while some return to work has been observed, this
has not resulted in exits from unemployment as measured by the
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job center, and has not led to halting the continuing rise in
the number of long-term unemployed (+9.5% in a year).

The  year  2015  therefore  did  not  see  a  reversal  in  the
unemployment curve. Recall that it takes a GDP growth rate of
over  1.4%  to  create  enough  jobs  to  begin  to  roll  back
unemployment, and only an extended return to growth over that
threshold would be sufficient to lead to a sustained drop in
the  number  of  category  A  jobseekers  enrolled  in  the  job
center.

 

Intergenerational  inequality
in four large EU countries:
Does one model fit all?
Francesco Vona

The extent to which social mobility differ across countries is
subject of much debate in political and academic circles. The
two poles of the relatively egalitarian Scandinavian countries
and the relatively unequal Anglo-Saxon ones have been taken as
key  examples  to  corroborate  a  simple  human  capital-based
explanation of cross-country differences in social mobility.
In  fact,  stark  differences  in  educational  systems  (e.g.
private  vs.  public  financing)  and  returns  to  skills  well
account for the gap in social mobility between Scandinavian
and Anglo-Saxon countries. However, in a recent paper using
comparable  individual  data  for  these  four  countries  (i.e.
EUSILC), I show that this explanation does not suffice in
accounting for differences in social mobility across the four
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largest EU economies: Germany, France, Italy and Spain.[1]  

To gauge insight on the validity of the human capital story,
we observe that worker’s skills on which earnings depend are
the result of two inputs: family background (including genetic
transmission of intelligence if any) and individual abilities
independent on family background. Our working hypothesis is
that these two inputs are complements and thus that coming
from a good family pays especially for talented individuals
who not only don’t face any spatial and financial constraint
to  access  best  schools  but  are  also  exposed  to  a  more
stimulating cultural environment (Cunha and Heckman, 2007). We
test this hypothesis using regression techniques that allow to
estimate  returns  to  family  background  conditional  on
individual abilities (Firpo et al., 2009). The figure below
shows the effect of family background in correspondence of
each decile of the son’s earnings distribution, with a higher
decile  corresponding  to  higher  individual  abilities.  The
parental background coefficient should be interpreted as the
percentage  increase  in  earnings  following  a  one-decile
increase in the relative social position of the parents.[2]

At  a  first  glance,  our  results  lend  to  support  to  the
hypothesis of a widespread background-ability complementarity.
Returns to family background are higher at the top of the
distribution not only in Germany and France, where parental
influence on education is particularly important because of,
respectively,  the  early  tracking  and  the  grandes  écoles
system, but also in the two Mediterranean countries, where
usually non-meritocratic mechanisms are stronger.[3] However,
one model does not fully fit all. First, the curve of returns
to background is significantly steeper in the two central
European countries than in the two Mediterranean countries,
consistent  with  the  idea  that  in  Mediterranean  countries
family background affects children career prospects through
social networks and nepotism.[4] Second, the effects of family
background are significantly larger in France compared to the



other three countries. While the extremely large effect in the
top decile is broadly consistent with the parental influence
on the probability of entering grandes écoles in France, large
returns in the 7th and 8th decile indicate an increasingly
polarized distribution of opportunities depending on family
origins.[5]

This  increasingly  high  social  immobility  correlated  with
children  abilities  questions  the  foundation  of  the  French
school system and cannot be accounted for by a simple private
vs.  public  school  argument.  A  possible  explanation  is
residential  segregation  and  thus  a  radical  rethinking  of
school admission policy based on neighborhood of residence is
needed. Targeted policies promoting the mixing of students
from different socio-economic background in the same school
appear in high need to allow the talented but disadvantaged
children to benefit from the positive peer effect from the
well-off ones. Recent policy experiments carried out in the US
show  that  these  policies  are  particularly  effective  in
increasing the career prospective of disadvantaged students
(see Chetty et al. 2015).



 

[1] See Raitano, M., Vittori, C., Vona, F., 2015, ‘The effect
of parental background along the sons’ earnings distribution:
does one model fit for all?’, OFCE working paper, n° 2015-18
and  Applied  Economic  Letters,  forthcoming.We  use  the
information provided by the 2011 EU-SILC wave that includes a
specific section with information on family characteristics
when the interviewed was around 14 years old.

[2] We build a comprehensive measure of family background
combining various family characteristics (mainly educational
and  occupational  attainments  of  the  parents)  to  obtain  a
distribution of parental social positions and associate each
child to a given social position ranked from one to ten for
convenience.

[3] Note that the parental background coefficient is always
statistically different from zero, apart from in the first
decile in Germany and Spain.
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[4] Raitano, M., Vona, F., (2015). “Measuring the link between
intergenerational occupational mobility and earnings: evidence
from  eight  European  countries”,  Journal  of  Economic
Inequality,  vol.  13(1),  83-102.

[5] Note that in the previous wave of the EU-SILC survey on
intergenerational  mobility,  France  displayed  lower
intergenerational inequality than Italy, Spain and the UK.

 

The American dream (finally)
proven?
By Maxime Parodi

In a recently published short article, Thomas Hirsch and Mark
Rank (2015) give us some astonishing figures about American
society  –  numbers  that,  taken  seriously,  would  lead  to  a
significantly more nuanced view of income inequality in the
United  States.  Indeed,  their  study  suggests  that  American
society is much more fluid than we think. While Americans
undoubtedly live in a very unequal society, most of them would
experience wealth at some point in their lifetimes. There is,
in reality, a high turnover between rich and poor, which would
explain why Americans are not very critical of inequality.

According to this study, during their working lives (age 25 to
60), 69.8% of Americans have enjoyed at least one year of
household income sufficient to be included among the richest
20%. And 53.1% of Americans have made it – for at least one
year – into the richest 10%. An even more exclusive 11.1% of
Americans have spent at least one year in the illustrious club
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of the wealthiest 1%.

But before accepting these outlandish figures, a more serious
look needs to be taken of the study by Hirschl and Rank. It
turns out that the numbers do not in fact offer a simple
description of American society, but are rather the result of
a  modelling  exercise.  Behind  these  figures  lie  certain
assumptions and methods that have been adopted, and which
deserve discussion.

In the latest Note de l’OFCE (no. 56 of 12 January 2015), I
show that the assumptions made are unrealistic and that the
method used does not support the presence of missing data in
the biography of the respondents. All in all, the results are
heavily  biased  in  favour  of  the  American  dream.  It  is
possible, however, to partially correct this bias, yielding
the results in the table below.

Basically, the Hirschl & Rank figures are cut in half! Thus,
31% of Americans will have a sufficient household income for
at least one year (between age 25 and 60) to be among the
richest  20%.  And  5%  of  Americans  will  have  a  sufficient
household income for one year to be in the richest 1%.

http://www.ofce.sciences-po.fr/pdf/notes/2016/note56.pdf
http://www.ofce.sciences-po.fr/pdf/notes/2016/note56.pdf
http://www.ofce.sciences-po.fr/blog/wp-content/uploads/2016/01/tab_1301MPang.jpg


Given the magnitude of this correction, it is clear that the
study by Hirschl and Rank distorts reality by suggesting that
social destinies in the United States are very chaotic – as if
the entire society were at the roulette table. Other articles
by Hirschl and Rank further fill out the picture. It is not in
fact the first time that these authors have come up with such
figures using this method. In 2001, they examined the other
end of the income distribution, evaluating the percentage of
Americans who have experienced an episode of poverty during
their lifetime (Hirschl and Rank, 2001). They again came up
with  striking  figures.  For  example,  54%  of  Americans
experienced an episode of poverty [1] before age 40. In 2005,
they again applied this method to recipients of food stamps
(food vouchers), and estimated that 50% of Americans will have
made use of food stamps at least once in their lives (before
age  65).  This  order  of  magnitude  is,  yet  again,  barely
credible. A less costly and more direct method would certainly
be revealing: it would suffice to ask Americans whether they
have  ever  received  food  stamps.  While  some  Americans  may
prefer to hide such an event, this bias of omission will never
be as large as that of the preceding survival analyses. Let’s
be  clear:  their  method  is  a  machine  for  producing  the
outlandish.

 

[1]  The poverty threshold adopted here is 1.5 times the value
of the basket of goods needed to meet basic needs.
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What strategy for internally
rebalancing the euro zone?
By Sébastien Villemot and Bruno Ducoudré

The euro zone has made significant efforts to reduce its trade
imbalances since the outbreak of the financial crisis. In
2009, only Germany, the Netherlands and Austria had a current
account surplus, while all the other countries, in particular
France,  Italy  and  Spain,  ran  current  account  deficits,
resulting in a deficit for the zone as a whole (-0.7% of GDP).
Five  years  later,  in  2014,  the  situation  had  changed
radically. The euro zone had a large current account surplus
–3.4% of GDP – with almost all the countries running a surplus
(figure).

It should nevertheless not be concluded that the euro zone has
corrected its trade imbalances, as there are still several
reasons for concern. Firstly, some of the current account
surplus is cyclical, particularly in southern Europe, due to
depressed domestic demand. Secondly, the magnitude of the euro
zone’s current account surplus comes with deflationary risks:
while for the moment the ECB’s expansionary monetary policy is
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helping to contain upward pressure on the euro, this pressure
will eventually materialize once the monetary cycle enters a
phase  of  normalization,  leading  to  imported  deflation  and
losses in competitiveness vis-à-vis the rest of the world.

More importantly, the reversal of the euro zone’s current
account position vis-à-vis the rest of the world does not mean
that the zone’s internal imbalances have been corrected. The
analysis that we made in the 2016 iAGS report shows that there
are  still  significant  imbalances,  although  they  have
diminished  since  the  start  of  the  crisis.

Based on a model to simulate changes in the current accounts
of the euro zone countries in terms of price competitiveness
differentials  [1],  we  calculated  the  nominal  adjustments
within  the  euro  zone  needed  to  achieve  balanced  current
accounts for all the countries. A balanced position is defined
here as stabilization of the net external position, at a level
compatible with EU procedures (i.e. greater than -35% of GDP),
and with the output gaps closed in all the countries.

The table below shows the results of these simulations and
helps  to  take  stock  of  the  adjustments  made  since  the
beginning  of  the  crisis  as  well  as  the  adjustments  still
needed  relative  to  Germany,  which  is  used  as  a  reference
point.

http://www.ofce.sciences-po.fr/blog/give-recovery-chance/
http://www.ofce.sciences-po.fr/blog/wp-content/uploads/2016/01/ENGTAB2_040116.jpg


There were still significant nominal misalignments in the euro
zone  in  2014.  Several  groupings  of  countries  can  be
identified. Austria and the Netherlands are on level footing
with Germany. In contrast, Greece must undergo a nearly 40%
depreciation  compared  to  Germany,  despite  its  previous
sacrifices; even if the Greek current account is close to
balanced today, this is due to the output gap that has widened
considerably  (-12.6%  in  2014  according  to  the  OECD)  and
artificially improved the external trade balance by shrinking
domestic demand. Between these two extremes lies a group of
countries,  including  France,  Spain,  Portugal,  Belgium  and
Finland, which need a depreciation of about 20% relative to
Germany. Italy meanwhile is in a somewhat better position,
with a relative depreciation of about 10% required, thanks to
its  current  account  surplus  (1.9%  of  GDP  in  2014)  and  a
relatively  favourable  net  international  investment  position
(-27.9% of GDP).

These  nominal  imbalances  cannot  be  solved  by  changes  in
exchange  rates,  since  the  countries  all  share  the  same
currency. The adjustment thus has to be made through relative
price  movements,  i.e.  by  differentials  in  inflation  rates
between  countries.  Thus,  inflation  in  Germany  (and  the
Netherlands and Austria) needs to stay higher for a while than
in the intermediate group, which itself needs to be higher
than  in  Greece.  And,  given  the  importance  of  wages  in
determining the price of value added, this outcome will be
achieved mainly by differential changes in nominal unit labour
costs.

There are several possible ways to achieve this goal. The one
that has been followed so far has been to make the reduction
of labour costs the norm, based on a non-cooperative race for
competitiveness. With Germany making extensive efforts to hold
down its prices and wages, other countries could adjust only
by cutting their own costs, whether through wage cuts (as in
Greece and Spain) or by lowering corporate tax (as in France).



While these strategies have indeed helped to reduce imbalances
in the zone since 2008, as our table shows, the adjustment is
still far from complete, and the economic cost has been high.
Lowering wages in the southern European countries undermined
demand, and therefore business, while deflationary pressures
were strengthened and are still threatening, despite the ECB’s
energetic policies.

Another approach would be to coordinate wage developments in
the euro zone countries in order to allow the ECB to meet its
inflation target of 2%, while making nominal readjustments.
Each country would set a target for changes in its unit labour
costs.  Countries  that  are  currently  undervalued  (Germany,
Netherlands, Austria) would set a target of over 2%, while
overvalued countries would set a target that was positive, but
below  2%.  Once  the  imbalances  were  absorbed,  which  would
require a number of years, the targets could be harmonized to
2%.

The relative adjustment of unit labour costs could also be
made through differential gains in productivity. This point
highlights the importance of investment stimulus policies in
the  euro  zone,  so  as  to  improve  the  productivity  and
competitiveness of countries that need to make significant
nominal adjustments. Using this approach to adjust unit labour
costs would release some of the downward pressure on wages and
domestic demand in the euro zone.

A policy like this would represent a profound change in the
economic  governance  of  the  euro  zone,  and  would  call  for
enhanced  cooperation.  This  is,  however,  the  price  for
maintaining  the  cohesion  of  the  monetary  union.

[1] Although non-price competitiveness also plays a role in
trade dynamics, we have ignored it due to lack of an adequate
quantitative measure.
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From the suburbs of London to
global conflagration: a brief
history of emissions
By Aurélien Saussay

A new interactive map of global CO2 emissions from 1750 to
2010  is  helpful  in  understanding  the  historical
responsibilities  of  the  world’s  different  regions  for  the
climate crisis.

The 21st Conference of Parties (COP 21) ended on 12 December
2015 with a historic agreement. As 195 countries come to an
accord on the need to limit global warming to 2 degrees by the
end of the century, it is a good time to review the history of
CO2  emissions  since  the  beginning  of  the  Industrial
Revolution. Right to the end of the negotiations, the question
of the historical responsibility of the different countries
has remained one of the main obstacles blocking the path to a
global climate agreement. The recently industrialized emerging
countries and the developing countries that are just beginning
their  economic  take-off  rightly  refuse  to  provide  efforts
comparable to those of the developed countries.

This feeling is confirmed by a new interactive map retracing
260 years of CO2 emissions from fossil fuel combustion and
cement production on the surface of the planet[1]. This map
can be used interactively to explore the emissions of each
country and their distribution in space over the last two
centuries, both in their entirety and per capita. It can also
be used to follow trends in global emissions and the gradual
consumption of the total carbon budget for holding global
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warming to below 2 degrees.

By combining historical data on emissions per country issued
by the CDIAC (from 1750-2010) with decadal data on population
density  produced  by  the  European  HYDE  project  (also
1750-2010), it is possible to estimate the distribution of
emissions over space and time around the planet’s surface – on
a grid with a resolution of 5’ of arc (5′ being equal to
1/12th of a degree, i.e. about 10 km by 10 km at the equator).

This interactive map shows the contribution of each of the

world’s regions since the mid-18th century – while at the same
time offering a gripping account of the gradual spread of the
industrial revolution over the last two centuries.

These  data  illustrate  several  key  points  that  help  to
understand  the  debate  about  differentiated  historical
responsibilities:

– Up to the mid-20th century, only Europe and the United
States  (and  to  a  lesser  extent  Japan)  contributed
significantly  to  global  emissions.
– It was only in the last 30 years that, led by China, the
rest of the world “turned on”.
– Driven by rapid economic growth in the emerging countries,
emissions have taken off in the last fifteen years.
–  When  weighted  by  distribution  of  the  world  population,
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emissions are highly concentrated spatially. This conclusion
is bolstered when using even finer data, notably the location
of power stations and the most energy-consuming manufacturing
plants (cement, aluminium, and paper, for example).

This brief history of CO2 emissions across the globe reminds
us of the West’s special responsibility in the fight against
global warming. The precocity of the Industrial Revolution in
the West allowed the economy to take-off much earlier than in
the rest of the world, but it also led to the emission of a
disproportionate share of the total emissions budget that we
are entitled to if we are not to exceed the target of two
degrees of warming.

This  differentiated  historical  responsibility,  which  was
recognized by the Paris Agreement, requires Western countries
to make a special effort in the fight against global warming.
This responsibility must thus be reflected in a greater effort
in terms of financial and technological transfers so as to
ensure  that  the  emergence  of  the  developing  countries
minimizes the use of fossil fuels, without hindering their
economic take-off.

 

[1] These emissions do not include emissions from changes in
land use (LUCLUF) or fertilizer use. Unfortunately, it is very
difficult to reconstruct these emissions for the period under
consideration.
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After the Paris Agreement –
Putting  an  end  to  climate
inconsistency
By Eloi Laurent

If  the  contents  of  the  32-page  Paris  Agreement  (and  the
related decisions) adopted on 12 December 2015 by COP 21 had
to be summarized in a single phrase, we could say that never
have the ambitions been so high but the constraints so low.
This  is  the  basic  trade-off  in  the  text,  and  this  was
undoubtedly the condition for its adoption by all the world’s
countries. The expectation had been that the aim in Paris was
to extend to the emerging markets, starting with China and
India, the binding commitments agreed in Kyoto eighteen years
ago by the developed countries. What took place was exactly
the opposite: under the leadership of the US government, which
dominated this round of negotiations from start to finish
right to the last minute (and where the EU was sorely absent),
every country is now effectively out of Annex 1 of the Kyoto
Protocol. They are released from any legal constraints on the
nature  of  their  commitments  in  the  fight  against  climate
change,  which  now  amount  to  voluntary  contributions  that
countries determine on their own and without reference to a
common goal.

In doing this, the Paris Agreement gives rise to a new global
variable, which we can accurately track over the coming years:
the factor of inconsistency, which compares objectives and
resources. At the end of COP 21, this ratio was in the range
of  1.35  to  2  (the  climate  objective  chosen,  specified  in
Article 2, lies between 1.5 and 2 degrees, whereas the sum of
national voluntary contributions declared to reach this would
lead to warming of 2.7 to 3 degrees). The question facing us
now is thus the following: how to deal with this climate
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inconsistency by bringing the resources deployed into line
with  the  ambitions  declared  (bringing  the  climate
inconsistency  factor  to  1)?

The answers to this question were actually set out during the
two weeks of COP 21, but they did not survive the negotiations
between states and therefore were not included in the final
text in an operational form. They are three in number: climate
justice, the carbon price and the mobilization of territories.

Climate  justice,  whose  decisive  importance  was  rightly
highlighted in particular in the opening speech of the French
President (“It is in the name of climate justice that I speak
to you today”) is actually contradicted in the text of the
Agreement: while the text mentions the term “justice” only a
single  time,  it  provides  that  the  parties  recognize  “the
importance for some of the concept of ‘climate justice’”. The
whole  point  of  climate  justice  is  precisely  that  its
importance is not confined to only a few nations but concerns
all the world’s countries. So there is still a huge amount to
be done in this field, particularly on the question of the
distribution of efforts at mitigation and adaptation.

The need to put a price on carbon (and thus give it social
value), which has been gaining in support, as was highlighted
from the opening of COP 21 under the aegis of Angela Merkel
and  the  new  Canadian  government,  still  appeared  in  the
penultimate version of the text. It disappeared from the final
version  (under  the  combined  pressure  of  Saudi  Arabia  and
Venezuela). Yet there is no doubt that it is by internalizing
the price of carbon that we will put the economy at the
service of the climate transition. But it seems at this point
that the world’s governments have decided to outsource this
internalization  function  to  the  private  sector.  It  is
necessary to quickly take this in hand, both internally and
globally.

Finally, the way the Agreement deals with the crucial role of



decentralized  territories,  both  to  compensate  for  the
shortcomings of the nation states and to be laboratories for a
low-carbon economy, is too brief and too vague. The summit
organized by the Mayor of Paris on December 4 nevertheless
showed clearly that towns, cities and regions have become full
participants in the fight against climate change, reviving the
spirit of the 1992 Rio Summit. It is essential to set up as
quickly as possible an organization for genuine cooperation
between the territories and the nation states, in France and
elsewhere, to breathe life into the Paris Agreement.

It can be seen clearly in the light of these three decisive
issues, that the most severe criticism that can be levelled at
an architectural agreement, which is a programme of intentions
rather  than  an  actual  plan  for  action,  is  not  to  be
progressive  and  dynamic  enough  and  not  to  anticipate
sufficiently its own shortcomings and its coming outdatedness
by opening the way for new principles, new instruments and new
players. Moreover, what are we to make of the fact that we
have to wait until 2020 for its implementation, while the
signs of climate change are visible all around us?

The easing of this time constraint may well come from the big
country that proved to be the most constructive before and
during COP 21: China. It was China that, five days before the
conclusion  of  the  Agreement,  was  the  source  of  the  best
climate news since the announcement of the slowing of Amazon
deforestation in the 2000s: global CO2 emissions, after almost
stabilizing in 2014, should decrease slightly in 2015. This
decrease is due to their reduction in China under the combined
impact of the economic slowdown (the decision to end hyper-
growth) and the de-carbonization of growth (related to lower
consumption of coal). This is in turn due to the increasingly
strong pressure being placed by the Chinese people on their
government, because they have understood that the economic
development  of  their  country  is  destroying  the  human
development of their children. It can thus be hoped that China



will contain global emissions over the five years between now
and 2020 and thereby make the Paris Agreement more acceptable…
on the condition of using this to put an end to climate
inconsistency.

 

Our house is on fire and we
are only watching Paris
By Paul Malliet

As the 21st Conference of the Parties, COP21, began last week,
all eyes were on Paris in the expectation of an ambitious
global  agreement  that  would  limit  the  increase  in  global
average temperature to 2°C and lead countries to begin swiftly
to decarbonize their economies. But there is another battle
taking place right now that is being ignored, even though it
could have catastrophic consequences.

The primary forests and peatlands of Indonesia, located mainly
on the islands of Sumatra and Kalimantan (and considered one
of the Earth’s three green lungs), have been ravaged by fire
for months as a result of an unexpectedly long dry season,
which was in turn fueled by an extremely large-scale El Niño
phenomenon[1], but also and above all by the continuation of
slash and burn practices, which, though illegal, are intended
to deforest the land needed to expand the cultivation of palm
oil.

This led to the release of 1.62 gigatons of CO2 into the
atmosphere in the space of a few weeks, tripling Indonesia’s
annual emissions and pushing the country up from the planet’s
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6th largest emitter to 4th, behind China, the US and India and
ahead of Russia[2].  By way of comparison, this represents
nearly 5% of global emissions for the year 2015.

Yet the issue of deforestation was central to Indonesia’s
contribution to the global effort to reduce greenhouse gas
emissions,  accounting  for  more  than  80%  of  the  effort
agreed[3] up to now. Moreover, under the UN REDD+ (Reduction
Emissions  from  Deforestation  and  Forest  Degradation)
mechanism, launched in 2008, Indonesia has benefitted from $1
billion of international funding since 2011 precisely in order
to fight against deforestation and to promote the management
of sustainable forests.

However, due to the lack of a rapid and substantial response
that would undoubtedly have contained the fires, this effort
has literally gone up in smoke in recent months. Three reasons
for this can be put forward at this stage. The first concerns
the material capacities that Indonesia has for responding to
disasters like this. For example, the authorities had only 14
aircraft, and relied mainly on the local population to fight
the spread of forest fires by building containment basins. The
second  element  concerns  regional  geopolitical  issues.
Indonesia has some diplomatic tension with its neighbors, and
the fires raged for a number of weeks before the government
agreed to accept international aid. Finally, the existence of
a culture of corruption at various levels of government has
led  to  years  of  deforestation,  further  weakening  the
ecosystems  facing  fire  hazards.

Nevertheless, it is utterly clear today that discussion about
the ways and means for dealing with climate disasters like
this are completely missing from the discussions going on in
the COP 21 process. It is more urgent than ever that the
international community is capable of providing a framework
that includes the capabilities for responding to these types
of  events,  which  unfortunately  are  likely  to  occur  with
increasing frequency, with consequences liable to profoundly
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affect regional relations. Strengthening funding for the fight
against deforestation is of course paramount, especially since
in this case the cost of avoiding a ton of CO2 is very low;
but it is mainly at the level of practices that substantial
progress can still be made, either by introducing greater
transparency in fund management or through greater integration
of local communities and NGOs in the implementation of new
practices.

In his opening speech at COP 21, Francois Hollande declared
that,  “what  is  at  stake  with  this  climate  conference  is
peace”. The conditions for peace are indeed likely to depend
increasingly on societies’ capacity to adapt to climate risks.
The disaster of World War II led the international community
to create a body of peacekeepers with a mandate for “the
maintenance  or  restoration  of  peace  and  international
security”.  How  many  ecological  disasters  will  be  required
before we see the appearance of green helmets?

 

[1] According to the World Meteorological Organization (WMO),
the 2015-2016 El Niño is listed as one of the three most
powerful recorded since data began to be collected in 1950,
and the coming decades are likely to see extreme events occur
with heightened frequency as a result of climate change.

[2]  World  Resources  Institute,  With  Latest  Fires  Crisis,
Indonesia Surpasses Russia as World’s Fourth-Largest Emitter,
29 October 2015.

[3] In 2009 Indonesia undertook to reduce its greenhouse gas
emissions  by  29%,  or  even  41%  (with  international  aid),
compared to a baseline scenario (Source: National Action Plan
for Greenhouse Gas Emissions Reduction (RAN-GRK)).
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The end of oil and coal
By Xavier Timbeau

The idea that we must put an end to the use of oil and coal is
not new. It has been pushed for a long time by NGOs like
350.org and its gofossilfree campaign. What is more striking
is  that  the  Democratic  primary  candidate  Senator  Bernie
Sanders  has  put  the  proposal  at  the  heart  of  the  US
presidential  election  debate.  Institutional  investors  and
large fund holders have also announced their intention to
limit or terminate their investments in coal (for example,
Allianz and ING) and oil (the Dutch pension fund ABP). The
urban  development  policies  of  some  large  cities  are  also
leaning in that direction. Asked about this option, the head
of  the  US  Environmental  Protection  Agency  (EPA),  Gina
McCarthy,  noted  (cautiously)  that  this  option  was  not
irrational.

Figure: Scenarios of CO2 emissions

  Source: Figure SMP 11, AR5, IPCC, p. 21.
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That said, Figure SPM 11 of the 5th IPCC report says much the
same thing. If global warming is to be kept to 2 degrees, our
carbon budget since 1870 amounts to 2900 ± 250 GtCO2e; we have
consumed around 1900 GtCO2e up to now. So staying below the
2°C  level  (relative  to  pre-industrial  times)  with  a
probability of 66% leaves about 1000 GtCO2e. Given an annual
flow of emissions of about 50 GtCO2e, a simple rule of three
give  us  40  years  of  linearly  decreasing  emissions.  The
inclusion  of  carbon  sinks,  climate  inertia  and  negative
radiative forcings on the climate extends the time horizon to
2090 ± 10 years, but it would be prudent to get down to zero
emissions earlier. For the record, there are still about 5000
± 1400 GtCO2 of recoverable reserves in coal alone, enough to
greatly exceed our current carbon budget. Note that stopping
the use of fossil fuels does not solve everything. A portion
of  current  greenhouse  gas  emissions  (of  CO2,  but  also  of
methane and other gases) is not linked to fossil fuels but to
farming, deforestation and industrial processes. In the case
of a nearly 100% system of renewable energy, the gas would be
necessary during consumption peaks. These non-fossil emissions
can be cut down, but not eliminated. It is possible to have
negative emissions, but the only “technology” available today
is reforestation, which can help lower emissions by only 2
GtCO2 annually. Carbon capture and storage is also a way to
conserve the use of fossil fuels provided that it works and
that it has enough storage capacity (once the storage capacity
is depleted, the problem remains).

The principle of “common but differentiated responsibility”
would lead the developed countries to apply constraints more
quickly (by say around 2050). Some see this prospect as the
explanation for the fall in oil prices. Since not all fossil
fuel reserves will be burned, the only ones worth anything are
those that will be exploited before 2050, meaning that this
price is lower than what would result from rising demand.
Saudi  Arabia  therefore  has  an  interest  in  increasing
production  rather  than  keeping  worthless  reserves.  Mark
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Carney, Governor of the Bank of England and Chairman of the
Financial Stability Board, has evoked “stranded reserves” in
the same way that a coal plant is a “stranded asset”, i.e. a
blocked asset that has to be depreciated prematurely.

The end of oil and coal is no longer just a fad of a handful
of green activists. This is also seen in the persistent and
nearly convergent calls of many economists about a carbon
price. A high and rising price of carbon would force economic
agents to disinvest in the capital that emits carbon or even
to prematurely depreciate existing facilities. When a high
carbon price is demanded (say between 50 and 100 € / tCO2,
with the price of carbon steadily increasing over time as the
carbon budget runs out), the point is that this sends a strong
price signal to economic agents, with the consequence of this
price being that emissions are reduced in an amount consistent
with  warming  of  less  than  2°C  compared  to  pre-industrial
times. So, from this viewpoint, saying that “the price of
carbon should be 50 € / tCO2 or more” is equivalent to saying
“everything must be done so that we stop using coal and oil
within the next half century”. The price of carbon thus gives
us valuable information about the cost of the transition. It
will be on the order of (a few) 1000 billion euros per year
(on the scale of the global economy). Proposing a price means
proposing the “polluter pays” principle (carbon emitters must
pay), even though it is not clear exactly whom the polluters
must pay. Hence the debate on the Green Fund and climate
justice that is at the centre of COP21.

It would be a shame to focus on the carbon price and make it
the  central  issue  of  COP21.  A  zero-carbon  economy  is  our
future, and we will have no excuses if we continue to burn
fossil fuels. As Oscar Wilde remarked: “Nowadays people know
the price of everything and the value of nothing.”

 

http://www.bankofengland.co.uk/publications/Pages/speeches/2015/844.aspx
http://carbon-price.com/international-climate-negotiations-symposium
http://carbon-price.com/international-climate-negotiations-symposium
http://carbon-price.com/international-climate-negotiations-symposium


European  Semester:  assessing
the  aggregate  fiscal  stance
is good, discussing about its
economic impact is better
by Raul Sampognaro

On November the 26th, the ECFIN launched the European Semester
and published the 2016 Annual Growth Survey and the Euro Area
policy  recommendation.  The  ECFIN  states  that  the  large
spillovers  from  fiscal  policy  decisions  and  the  current
constraints  on  the  single  monetary  policy  call  for
strengthened attention to the aggregate fiscal stance at the
euro  area  level.  The  recommended  aggregate  fiscal  stance
should take into account the cyclical position of the euro
area. Moreover, a broadly neutral aggregate fiscal stance for
the next years in the euro area appears appropriate to ECFIN
in  light  of  downside  risks  to  growth  and  the  persistent
economic slack.

Opening  the  debate  about  the  aggregate  fiscal  stance
constitutes  an  important  step  in  the  improvement  of  the
macroeconomic policy framework in the EA. In fact, the crisis
that Euro zone has been facing since 2012 can be explained to
a large extent by the fragilities in the monetary union. The
lack of economic policy coordination emerged as one of the
most important weaknesses. Before the crisis, the ECB was left
alone to deal with common shocks while the fiscal policy was
supposed to manage asymmetric shocks. Furthermore, the fiscal
policy was supposed to safeguard public debt sustainability.
This  double  objective  was  supposed  to  be  assured  by  the
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compliance with the Stability and Growth Pact (SGP) rules.
This framework failed during the crisis. First, the rules of
the SGP were focused only on public debt sustainability and
neglected  the  impact  of  fiscal  policy  on  macroeconomic
stabilization. Second, the decentralization of the procedures
resulted in a bad aggregate outcome. The asymmetry in the
rules implies ill-calibrated adjustments in deficit countries
while anything forces countries with fiscal space to implement
growth supportive policies.

In order to assess about the global orientation of fiscal
policy the weighted sum of changes in structural balances is
the traditional indicator used in the European Semester. This
figure evaluates the evolution of deficits in the long run,
once the cyclical effects are purged. This figure depends
crucially on the way structural deficits are calculated and
hence on the assumptions about the potential output used: even
under  common  budgetary  assumptions,  the  evolution  of
structural balance can evolve in different ways (see lines 2
and 3 of the table 1, which are computed using the same
assumptions in terms of fiscal policy). On the basis of this
indicator, the aggregate fiscal stance in the euro area is
neutral  or  slightly  expansionary  in  2015  and  2016.  This
assessment is shared by the 2016 independent Annual Growth
Survey (iAGS).  On the basis of the announcements of the
Member States in their Stability Programmes, the iAGS team
forecast that the fiscal consolidation will start again in
2017. This result differs with ECFIN forecasts, based on a no-
policy  change  scenario  that  only  takes  into  account  the
measures already implemented.
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If the change of the structural balance shows that fiscal
policy is broadly neutral in the euro area as a whole, the
assessment of its economic impact needs to be completed. In
the 2016 independent Annual Growth Report, we propose a new
way to compute the aggregate fiscal stance that takes into
account the most recent advances in the literature. According
to several authors the multipliers of public expenses – which
are decreasing in most of the bigger euro area economies– are
higher  than  those  associated  with  tax  changes  –which  are
decreasing and should have an expansionary impact. This is
particularly true when output gaps are negative. Hence, the
proposed indicator of the aggregate fiscal stance proposed is
based on a weight that takes into account the macroeconomic
impact of fiscal policy.

When  the  composition  and  the  localisation  of  the  fiscal
impulses  are  taken  into  account,  the  assessment  of  the
aggregate  fiscal  stance  is  modified.  According  to  our
calculation, fiscal policy will be slightly contractionary in
2016 (-0.1 point of GDP, table 2) in spite of the decrease in
the  aggregate  structural  balance.  This  paradox  can  be
explained by the localisation of the impulsion, which has low
impact in Germany and the composition of the expansion in
Italy  and  in  Spain  (based  on  large  tax  cuts  with  a  low
multiplier partially compensated by an effort in expenses with
a high multiplier).

The apparent paradox of a fiscal loosening with recessionary
effects raises the matter of the fiscal space –expansionary
policies should be larger in unconstrained countries– and the
flexibilities in the application of SGP –expansion should be
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done  in  countries  with  high  multipliers.  Analyzing  the
situation of each Member State vis-à-vis the SGP, it appears
that very few countries have fiscal space with respect to the
rules of the SGP. According to the ECFIN analysis of Draft
Budgetary Plans, only Germany would have some fiscal space but
the  efficiency  of  a  timid  German  based  stimulus  would  be
limited, at least from a GDP point of view. This raises new
questions and particularly about the creation of a common
fiscal capacity that would enable implementation of a counter-
cyclical budgetary policy, especially when there is no scope
for monetary policy like a situation of liquidity trap and
deflation. This is the rational of the Juncker Plan that aims
to increase investment in the euro zone. However, the plan
relies on unrealistic leverage assumptions and the selection
of investment projects, based on the profitability of the
project, may lead to a pro-cyclical bias. This plan may not be
sufficient to generate the demand shock needed to escape from
the  Zero  Lower  Bound,  suggesting  that  a  permanent  is
needed.Taking  into  account  the  very  high  levels  of
unemployment and underemployment, even the highest value of
the fiscal impulse (+0.1% GDP) is far too low to deliver
significant  stimulus.  A  coordinated  increase  of  public
investment with a focus on the Europe 2020 targets would be a
proper policy change for a more balanced economic policy. With
the implementation of the golden rule of public investment,
such a stimulus could be achieved in line with the European
fiscal rules.

What would be the risks of
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extending QE?
By Christophe Blot, Paul Hubert and Fabien Labondance

Following the last meeting of the ECB Governing Council on 22
October, Mario Draghi said that on Thursday, December 3rd, the
Bank would review the orientation of its monetary policy in
the light of economic and financial developments and the new
Eurosystem staff forecasts, which will be disclosed at that
time. The main issue facing the meeting is whether the ECB
will take new steps to support activity. It could for instance
announce  further  cuts  in  the  deposit  facility  rate  or  an
extension of quantitative easing (QE). Up to now the ECB has
been careful to show its determination to meet its primary
objective of price stability, even though in return it is
encountering criticism that these waves of monetary expansion
have had little effect on inflation but are fuelling asset
price bubbles.

With inflation at 0.1% in October, the ECB is far from meeting
its goal of achieving inflation rates below but close to 2%
over  the  medium  term.  While  the  low  level  of  euro  zone
inflation is due in part to lower oil prices, the fact remains
that, even when adjusted for energy and food components, so-
called  “headline  inflation”  has  not  exceeded  1%  since
September  2013,  reflecting  a  persistent  state  of  low
inflation.  Note  that  the  figure  for  October  is  the  last
observed  value  of  inflation  and  provides  only  imperfect
information about how it is changing in the medium term. The
central banks are thus particularly sensitive to changes in
inflation expectations. Market indicators however point to a
further decline in long-term inflation expectations, whereas
these  rose  in  January  after  the  announcement  of  QE  (see
graphic).  So  while  there  has  been  only  very  gradual
confirmation of a recovery in the euro zone, the fear of
deflation  has  not  abated,  which  should  push  the  ECB  to
strengthen its support. In a previous analysis, which was
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based on quantitative easing programmes undertaken by the US
Federal Reserve and the Bank of England, we emphasized the
positive effects that QE was expected to have in the euro
zone. The trends in euro exchange rates seen after the ECB’s
announcements  in  January  2015  and  at  the  October  meeting
suggest that there is an impact via exchange rate channels.

Beyond these channels is the question of how QE affects asset
prices. Several studies show that an expansionary monetary
policy based on asset purchases supports financing and results
in  higher  asset  prices.  However,  some  observers  are  also
concerned about the risks associated with these operations,
arguing that they feed asset price bubbles, that is to say,
increases  in  prices  that  are  not  justified  by  economic
fundamentals.  Nevertheless,  this  kind  of  analysis  relies
solely on the rise in share prices to support these arguments.
In a recently published study (Revue de l’OFCE, issue 144,
November 2015, in French), we focus on the effects of monetary
policy on three asset prices in the euro zone: the markets for
equities,  bonds  and  property.  Our  analysis  suggests  that
monetary policy decisions would have no impact on asset prices
that is not due to fundamentals. Thus, an interest rate cut
does  not  seem  to  fuel  bubbles,  just  as  a  tightening  of
monetary policy does not lead to a decline beyond what is
indicated by the usual determinants of asset prices. While the
channel of asset prices [1] does seem to be at work, monetary
policy has no additional effects on the component of asset
prices beyond what is due to economic fundamentals.
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[1]  This channel may be divided in two: Tobin’s Q channel and
the  channel  of  wealth  effects.  The  first  suggests  that  a
reduction in interest rates is likely to have a favourable
impact on share prices, since share prices correspond to the
present value of future dividends. An increase like this in
share prices lowers the cost of capital for businesses, and
supports their investments (like traditional capital, but via
a  different  mechanism,  as  higher  share  prices  make  share
issues more attractive). The second suggests that household
consumption may also benefit from lower interest rates: the
increase  in  the  prices  of  financial  or  property  assets
resulting  from  lower  interest  rates  increases  their  total
value and promotes consumption. In a model where households
seek to smooth consumption over the life cycle, they spend
more when their wealth rises.
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