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From the end of the second world War, the welfare state(l'Etat providence) was perceived
was one of the most important XXth century achievements and gained the most widespread
support. It was considered as favouring growth, employment, life conditions and social justice.

By contrast, for the last 25 years, the theme of the crisis facing the Welfare State has come
to the forefront of political debates. The Welfare State seems unable to face the challenges of
the evolution of modern economies, or to deal efficiently with its internal problems.

This is particularly true for the french Welfare state. The lack of economic growth, coupled
with high unemployment rates and a growing demographic imbalance between the active and
the inactive population have led to large social security deficits.

In the public debate, some argue that the Welfare state undermine the competitiveness of the
french economy while others emphasize the failure to protect the new poor and the inability
to respond adequately to new risks and needs.

From the beginning of the 1990’s, the successive French governments begun to reform the
Welfare state in spite of sometimes massive political protests from the citizens.

The reforms combine different measures of retrenchment and expenditures cuts, changes in
the method of financing the system, and measures aimed at protecting more adequately some
segments of the population. At the beginning of the new millennium, the outcomes of the
reforms were not very impressive and the new elected President of France (may 2007) Nicolas
Sarkozy promised major reforms of the welfare state. Will he be able to do so in spite of the
protest of trade unions is one of the main question of the years to come.

This paper does not strive to cover the whole evolution of the French welfare state and the
impact of globalization. Our purpose is more modest. Three points will demand our attention

1) Who are what are the specific structural characteristics and characteristics of the French

Welfare State model.
2) What are the pressures and challenges facing the French welfare state

3) What kind of reforms were implemented during the last 15 years
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4) In conclusion: what is the reform agenda presented by the new President Nicolas Sarkozy

elected in june 2007 and what are the political challenges he is meeting.

1. The Golden Age of the Welfare State in France.

The french welfare model is of the bismarckian type; entitlements are related to employment
status and conditional upon contribution records and most benefits are earning-related rather
than flat rate.

The social Security Plan of 1945 sought, by following the precepts of Beveridge, to create a
truly universal package of benefits (social security for everyone), uniform (identical benefit
regardless of income), unified (a single contribution covered all risks) and centralized. Aside from
universality almost all the other objectives were a failure because of lobbying by special interest
groups who wished either to maintain their advantages (workers and miners, railroad workers,
civil servants...) or because of those who refused the principle in itself (shop keepers, artisans,
farmers...). The French social security system built from 1945 to 1970 is a social insurance system
generalized to the whole population but divided into professional programs, the main one being
the “general program” for the workers of the private sector, the public sector workers program
and other specific programs (generous “régimes spéciaux” for the employees of the state-owned
rail company: SNCF and the energy state sector: EDF and GDF) each of them governed by
different rules. Management of the system is for the most part balanced (representatives of labor
unions, employers) but for major issues the States has the last word. Most benefits are

earnings-related and financed by employees and employers contributions.

Structure of financing: 1959-1985

1959 1974 1979 1981 1985

Employers 574 57,8 54,7 55,2 52,4

Employees 13,2 14,7 17,2 18,4 19,4
Non wages

i 3,9 43 47 5,1 48
contributions

Specific taxes 2,6 3.8 33 23 3,2

General budget 23,0 19,9 20,5 18,0 19,6

Source: Paris, DREES.

The Welfare State in France however,wasnotlimitedtosocialinsurance.Several kinds of specific
minima incomes have been implemented to complement the social insurance system such as
Old age assistance (Minimum vieillesse,1956), Disabled Adult Benefit, 1975, and Lone Parent
Benefit (1976). One must also take into account the many State allowances (family allowance,

rent subsidies...) and the existence of social services in aid of children.
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Nevertheless, social insurance was the core of the French Welfare state and, until the 1970,
assistance remained as a safety net for those would could not be integrated into the labour

market.

From the beginning, the attachment of the French people to Social Security was very strong.
This attachment was linked to the perception of social security as the major mechanism having
supported the improvement of living conditions of the French people.

Compared to other Countries, the French protection System may appear less complete, less
universal than others and more centered on the preservation of the statusquo than on incomer
distribution, but it opened an ewer a of stability and security for millions of workers. Social
Security made the uncertainly of tomorrow disappear.

Certainly workers did not escape what one might term relative poverty, but this situation is
mitigated by a series of protective rights : workers’ compensation (accidents), health insurance
(75% - 100%) coverage of medical and pharmaceutical costs), virtually free hospital care,
retirement at 65 years with the right to a pension equal to 50% - 80% of the salary over ten
best years of employment, employment contract of unlimited duration and the statutory
minimum wage ( "SMIC" ) which represents 60% of the median wage, a week of work legally

put at 40 hours ect .

In addition, the French Welfare State came about in a particular historical context with which
it has continued to identify itself. The French Welfare State was build during the post war
(1950-1975) of strong economic growth (+5%, GNP per year). This period was known not only
for a regular growth in purchasing power and increasing access for all the consumer
society(cars, TVs-:-) but also for a sort of guaranteed employment. Not only did unemployment
remain at a very low level (1,7% in 1968) but France suffered from a permanent labor shortage.

During a thirty year period France has therefore experienced economic modernization,
increase in purchasing power, are lative reduction of social in equalities and as low and
progressive reduction of poverty. In short the 1950-1975 period could be describe das the

golden age of the welfare state in France.

2. The End of the Golden Age: Pressures and Challenges facing the french Welfare State

In France, the economic crisis of the 70s was particularly brutal. Industrial growth, which
had been the locomotive of economic development, becomes negative starting in 1975 and
translates in to substantial loss of employment.

Economic policies of successive administrations from 1983 onward were characteristically
orthodox in their economies, not only with respect to economic cycles bur also from an
industrial standpoint. Control of inflation and monetary supply took undeniable precedence

over employment.
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The unemployment rate grew from 2% to 125% in 1994 (see table) with a peak in 19987
and a second peak in 1994 (3.400.000 unemployed people out of an active population of 25,5

million of workers).

The 1970’s and subsequent economic crises have had a significant social impact. Poverty and
social exclusion grew at a large rate and more and more people were depending on social
welfare. At the same time, it created difficulties to finance a large welfare state that was not
designed for a society in which a large and growing proportion of the population is almost
permanently out of work. The costs of unemployment benefits grew substantially and few

people were contributing to social security payrolls.

In addition, the foundations of the traditional Welfare State were themselves shaken by
structural changes.

France had to cope with an ever-increasing demographic imbalance which was putting up
the costs (old age pensions, health care expenditures). Health insurance was faced with a
chronic deficit . The system of retirement benefits bases on redistribution of income has fallen
victim to the increasing disproportion between active (working) and inactive (non-working)
members of the populations and gives rise to fear for the future of pensions.

This structural changes drove to a large increase of social expenditure.

year 1959 1964 1969 1974 1979 1984 1989 1993

% of GDP 14,6 17,1 18,2 19,4 24,0 26,7 26,2 293

Source: Paris, DREES

Many experts emphasized the negative effects of social transfers on economic
competitiveness.

By consequence, during the 80s and the 90s, confronted with socio-economic pressures
relating to issues such as rising poverty and unemployment problems, rising health and old
age expenditures, and public deficits, France has to make significant efforts to modify their

social policy and curb budgets deficits.

3. Reforming the French Welfare State.

Competitiveness become the first priority on the agenda of the French governments. But
raising the competitiveness of the French economy implied social costs with risks for the social
peace. Diverse measures were introduced during the 80s that combined an economic and a

social objective.
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One of the first strategy pursues by governements was the use of early retirement schemes.
Early retirement policies became the means to facilitate industrial restructuring (Kohli,
Guillemard, Rein,1993).

Another initiative was to expand active labor market policies, notably training programs,
public internships, and subsidies to hard-to-place youths and the long-term unemployed.
Government intervention was deemed necessary to palliate the deficiencies of a liberalized
labor market that was failing short to produce jobs in sufficient numbers to prevent the spread
of unemployment and social exclusion. The most important active programs have been the
TUC(Travaux d'UtilitC Publique- Works of Public Utility-) targeted exclusively toward unskilled
young people.

Another well known measure is the French RMI (Insertion Minimum Income). The RMI is
targeted at poor people over 26 years old. It provides a guaranteed minimum income. Central
government fixes the minimum levels of provision and the minimum conditions of eligibility.
The local state (departments) funds 20% of the costs of the services in kind associated with the
RMI. The RMI is defined as a right to a minimum income and a right to beneficiate of
insertion measures, but also a duty for the excluded to accept to participate to active measures
(Paugam, 1993).

Other measures to share the jobs between people such as fixing the retirement age at 60
(1983), or limiting the number of working hours per week at 35 (1998) had also limited or

negative effects.

Another part of the reforms aimed to reform social security for limiting budget deficits. But
most of the measures interpreted as retrenchment policies were very unpopular.

One of the most important attempts to reform the French Welfare System is without any
doubt the Juppé Plan of 1995. It was a declaration of intent covering all areas of social
security. It provided an agenda for the implementation of a number of measures. It was
mainly devoted to find a solution to social security deficits and to respond to new needs
without negative effects on employment. The plan was viewed by French and international
commentators as a major restructuring of the social security system. But it failed in front of
large social protests.

For political reasons, most of the measures of the 80s were parametric measures (most of the
time : increass in contributions paid by employees). It twas eassier to raise contributions than
to cut social benefits.

Nevertheless under the European Maastricht treaty (1992), French governments took the duty

to control public deficit as well as to control the inflation rate.

Measures adopted in this context included measures such as raising user charges in health
care, and by reducing pensions and unemployment benefits, as well as measures aimed at

increasing revenues, such as increases in compulsory contributions.



erAtel=X[ete] FE 50574 2007 MAlstathe]

The unemployment insurance system was reformed in 1992. The reform meant the
replacement of all the different unemployment insurance benefits by the Allocation Unique
Dégressive(AUD). The new unemployment insurance benefit is payable only for a limited
period of time, depending on contribution record. The amount of the benefit decreases with
time and entitlement expires after 30 months. Afterwards, un employed people must rely on
tax-financed means-tested benefits.

In 1993, the Balladur government reformed the main basic pension scheme, covering private
sector employees. The indexation of benefits was based on prices. The qualifying period for a
full pension was extended from 37.5 to 40 years, and the period over which the reference
salary is calculated from the best 10 years to the best 25. These reforms are being introduced
gradually over a ten-year transition period.

After the initial failure in 1995 due to massive protest movements, a new reform of the
public pension system was introduced in 2001. It was aimed first at aligning the situation of
the public sector to the private one. The government announced that the public sector’s
employees would have to contribute during 40 years like the private sector’s employees for a
full pension. Second, it aimed at expanding the length of contribution to get the right to a full
pension for all.

In the health sector, govern ements decided to force the medical professions, the Health
Insurance Funds and the State to elaborate ‘convention médicale’(medical care agreement) to
control the evolution of expenditure.

During summer 2004 a new law on health insurance (“Douste Blazy reform”) was voted by
the Parliament in a context of a huge deficit of the health insurance system (10,6 billions euros
in 2003, 11,6 billions in 2004; 8,3 billions in 2005).

More structural reforms were also introduced, the main one was changes in the financing of

the social security system

Until 1996, 80 per cent of social protection was financed through employment related
contributions. In order to generalise this movement of lowering down labour cost by reducing
the level of social contributions paid by the employers, governments have progressively
replaced some contribution by taxation. A new tax has been created in December 1990: the
Contribution Social e Généralisée(CSG) originally aimed at replacing the social contribution
financing non-contributory benefits. Unlike insurance contributions, it is levied on all types of
personal in comes: wages(even the lowest ones), but also capital revenues and welfare benefits.
Unlike income tax in France, CSG is strictly proportional and ear-marked for non-contributory
welfare programmes. At the beginning of the 2000s CSG now provides 25% of all social of all

social protection resources and represents 35% of the health care system’s resources.
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Assessing the reforms:

A global evaluation of the effects of the reforms before the presidential elections of 2007

showed limited results:

1) The politics of structural reforms and retrenchment show limited effects: the deficit of the
social security system is still very high (a large deficit of 12 millions Euros of the health
sector is expected for 2007; a deficit of 7 millions Euros for the old age system).

Déficit de la sécurité sociale (régime général)

Source : Paris, Comptes de la sécurité sociale

2) The politics of social welfare are neither a success:

Many workers benefited from the early retirement programs but they did not create jobs for

the young people and raised the costs of old age programs.

The efficiency of active programs can be questionned. The level of unemployment among

young people stay high as well as the number of long unemployed people.

The result of the evaluation of the RMI is also mitigated. The number of RMistes has grown

not only as the result of economic crisis, but as the result of new measures (1992) edicting

tightening conditions to received unemployment benefits.

Table : Allocataires du RMI
1989 1992 1995 1998 2001 2004 2007*
Allocataires
JuRMI 396 000 654 600 925 200 1 087 800 1 051 700 1 215 300 1 194 600
u.

* toutes les années décembre, sauf 2007 : juin.

Source : Observatoire des inégalités, France
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The level of unemployed among the young people is still very high. At the same time

inequalities increase. The gap between rich and poor is much greater than ten years ago.

With a population of 60 millions inhabitants in France, more than 3million sare unemployed,

more than Imillion sare beneficiaries of the Minimum in come be nefitandaround 3,5million

sarebenefitingofsomekindofwelfarebenefit.

Table : Evolution du nombre d'allocataires de minima sociaux
Allocataires Allocataires
2002 2003 2004

Allocation d'insertion (AI) 43'500 47200 47'400
Allocation veuvage 13'000 12'200 11200
Allocation supplémentaire d'invalidité 105'400 111200 111'500
Allocation de parent isolé (API)* 164'100 170'100 175'600
Allocation aux adultes handicapés (AAH) 726'600 741200 760'100
Allocation supplémentaire vieillesse (FSV) 590'600 557'600 547'500
Revenu minimum d'insertion (RMI) 950700 998'600 1'083'900
Allocation de solidarité spécifique (ASS) 372'000 349200 346'000
Allocation équivalent retraite - remplacement
(AER) 2'800 27'100 32200
Ensemble des minima sociaux en métropole 2'968'700 3'014'400 3'115'400
DOM 290'100 299200 309'800
France entiére 37258'800 3'313'600 3'425200

ASS, Al et AER : données provisoires pour 2005.
*avec 1 enfant ou 1 enfant a naitre.

4. Conclusion: President Sarkozy: a new political agenda for what result?

Before the presidential elections, Nicolas Sarkozy promised to introduce major reforms of the
French welfare state which killed jobs. Among the reforms he promised and that he is trying
to implement as the newly elected president are to reduce the number of public servants, the
gradual ending of early retirement, the raise of the retirement age to 65 years old, the easing
of the requirements of the 35 hour work week law and a reform of the special retirement
regimesforrailroadsemployees,minersetc--

Most of the experts admit that the French welfare state would required some global reforms
of social protection. Nevertheless it is a very difficult task with major risks of inciting social
unrests as it was the case for the Juppé plan.

French population remains attached to what it knows and mistrust long term reform. Even
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divided and weak, unions are able to mobilize large protests movements, in a country where
political ideology still counts and the propensity to protest is still high.

At the difference of the Prime minister Juppé 12 years before, Sarkozy is trying to debate
the details and the timing of the reforms with the unions. Nevertheless, French people worries
about diminishing the benefits of the social welfare system and many workers groups might

go to strike to defend their special security system.
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Prof Francois-Xavier MERRIEN

The French Welfare-State...

FRANCE

A. Population active : 25,5 Mio d’actifs sur une pop. de 57,5 Mio

dont 56% hommes

44% femmes

Femmes : 77% des femmes entre 24 et 49 ans sont des actives(en 1968 = 46,4%)

+ de 70% des femmes ayant 2 enfants travaillent.

A low inflation rate, an interest rate not exceeding 3% of that of the average of the three
states with the lowest rates, a public debt below 60% of the PIB and finally, a public debt

(state and local authorities plus social security) equal to no more than 3% of the PIB.

For instance, train and bus drivers, among others, can retire with a state pension at the age

of 50 — instead of the standard minimum age of 60 — as can parliamentarians and employees
of the Bank of France -



