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Last spring French voters rejected further homogenization of Europe by voting against a new European constitution. Five months 
later French teenagers of Arab and African descent vented their frustrations in weeks of nightly rioting. The two events are more 
closely related than many people realize. The common thread is jobs.  

The May 29 referendum signaled the voters' wish to defend France's high wages and high taxes from low-wage, low-tax Eastern 
Europe. It was a vote in favor of the French social model and against the "Anglo-Saxon" economic model -- a vote in favor of 
security over competition.  

In the United States, conservatives can only sigh at the refusal by the French to submit to the power of free market capitalism. But 
France does have its defenders. On July 27 Paul Krugman of The New York Times told his readers:  

 
A head-to-head comparison between the economies of the United States and Europe -- France, in particular -- shows that 
the big difference is in priorities, not performance. We're talking about two highly productive societies that have made a 
different tradeoff between work and family time. And there's a lot to be said for the French choice. 

 
Similarly, Olivier J. Blanchard, an economist at the Massachusetts Institute of Technology, has pointed out that over the last three 
decades economic growth in France and the United States has been about equal. In the United States, that growth was due in 
roughly equal part to an increase in hours worked and to an increase in productivity. In France, however, hours worked declined 
over the same period. Economic growth was due entirely to gains in productivity far greater than those in the United States. 
Blanchard concludes that France has used increases in productivity to increase leisure rather than income -- while the United 
States has done the opposite. 

What Krugman and Blanchard are essentially saying is "money isn't everything." That's a valid point of view, and it is particularly 
refreshing coming from economists. But there is a serious omission in the professors' evaluation of the French economy. There 
may be a lot of charm in the idea of the French working less to spend more time with their families and certainly that is part of the 
picture. But the French "choice" of a less competitive economy also has a dark underside: unemployment borne disproportionately 
by minorities who have neither the will nor the political muscle to effect change.  

 
To Have and Have Not 

 
Like many countries in Europe, France has highly restrictive labor laws. Those rules mandate a high minimum wage, a short work 
week, early retirement, and long vacations. That all sounds good to workers, but the goodies come at a high price. 

Perhaps most damaging are rules restricting layoffs and firings. Those rules are great if you've got a job, but they are a huge 
obstacle for the jobless. Employers are reluctant to hire if they are not able to fire. That creates what economists call a dual labor 
market. In the primary labor market, there are secure, high-paying jobs. In the secondary labor market, jobs are scarce. And when 
they can be found, they are low-paying and temporary.  

That type of split in the labor market is unwelcome even in a strong economy. But in countries with high unemployment, it creates 
special hardship for the lower classes. Since 1993 the French unemployment rate has averaged 10.3 percent -- nearly double the 
U.S. level over the same period. The table (see next page) shows that of the five largest economies in the European Union, 
France has the lowest percentage of employed adults.  

The table also shows that France has a far higher percentage of Muslims than other large European countries. If ethnic 
discrimination did not exist in France, there would be little need to mention that in a discussion of economic policy but, despite its 
diverse culture and historical tradition of promoting human rights, there is serious discrimination against Muslims of Arab and 
African descent.  

Most writers on the topic claim that the ethnic-minority unemployment rate is well over 20 percent. We say "claim" because the 
government does not maintain any statistics by race or ethnicity. That peculiar practice stems from the official mindset that 
everybody in France is equal under the law and so ethnic distinctions are irrelevant. For the same reasons, there is no affirmative 



action policy in France.  

   Employment and Muslim Minorities in the Five Largest EU Economies 
 
                           Germany   U.K.   France   Italy  Spain 
 
 Employed as percentage of 
 working age population       64.6   72.9     56.2   62.7    60.7 
 Muslims as percentage of 
 total population              3.7    2.5     10.0    2.4     1.2 
 
 Sources: Organization for Economic Cooperation and Development 
 (http://www.oecd.org) and http://www.muslimpopulation.org. All 
 figures are for 2003. 
 
In contrast -- and perhaps in response -- to official denial, popular music provides outspoken criticism of conditions facing minority 
youths. Although they originated in the United States, rap and hip-hop easily took root and developed their own identities in the 
depressed suburbs (banlieues) that ring most French cities. A recent feature from the BBC suggested that rap lyrics, often violent 
and profane, predicted the riots:  

 
There had better not be a police blunder, or the town will go up / The city's a time-bomb / From the police chief to the guy 
on the street -- they're all hated. 

What is it, what is it you're waiting for to start the fire? / The years go by, but everything is still the same / Which makes me 
ask, how much longer can it last? 

 
The first set of lyrics is from the group called 113. The second is from a 1995 song "They Don't Understand" released by Sony 
recording artists NTM (an acronym for a French expletive, loosely translated into English as "FU"). A 2004 study of French culture 
put it this way: 

 
Chronically high levels of unemployment, declining real income, a lack of future prospects for youths entering the job 
market, and recourse to crime, drug use, and the formation of youth gangs, have contributed to the development of a 
violent and often apolitical culture of dissidence. The angry rhythms and declamations of rap are also expressions of this 
culture. (Larry Portis, French Frenzies: A Social History of Pop Music in France (2004).) 

 
Until last month, the only protests that concerned French politicians were those from public servants, trade unions, and farmers 
who took to the streets any time their benefits were threatened. Now, however, the banlieue riots of 2005 have provided a new 
impetus for economic policies that promote competitiveness and create jobs. 

 
Looking Ahead 

 
Along with halting the progress on European unification, the May 29 no vote also set the stage for the 2007 presidential election. 
When the referendum was first announced in January, the expectation was that the French would vote yes. In a televised speech 
President Jacques Chirac, age 72, appealed to voters to approve the EU constitution. Its rejection -- a sure signal of Chirac's 
fading popularity -- along with Chirac's failing health, dashed all hopes of a third term for the president. 

The referendum also forced the resignation of the unpopular Jean-Pierre Raffarin from his post as prime minister. In France the 
president appoints the prime minister, subject to legislative approval. Chirac chose his protégé Dominique de Villepin -- a diplomat 
and a poet with a wide range of high-level government experience. He is most famous for his stirring speech at the United Nations 
against military intervention in Iraq. So far de Villepin has generally been popular with the public despite never having held 
elective office. Nobody doubts that Chirac is grooming de Villepin to be his successor.  

Their party is the center-right Union for a Popular Movement (UMP). Despite holding the number one and two positions in 
government, Chirac and de Villepin do not control the party. That honor belongs to their most formidable political opponent, the 
energetic and controversial Nicolas Sarkozy. Once a favorite of Chirac, Sarkozy became Chirac's personal enemy after he 
endorsed the failed candidacy of Chirac's opponent in the 1995 presidential election.  

Despite Chirac's hostility, the popular Sarkozy is irrepressible. He was minister of the interior from 2002 until March 2004, when 
he became minister of finance. He left that post in November 2004 after being elected leader of the UMP, winning 85 percent of 
the vote. And after the referendum on the EU constitution, he again became interior minister (while retaining his leadership of the 
UMP).  



As minister of the interior, Sarkozy is in charge of French law enforcement -- a role that allows him to showcase his law-and-order 
populism. With the advent of the riots, the outspoken Sarkozy gained worldwide notoriety after he referred to rioters as racaille 
(translations include "rabble," "dregs," and "scum"). There was widespread disapproval, even from members of his own party, of 
those and other remarks made by Sarkozy. Newspapers quoted rioters as saying that the unrest would continue until Sarkozy 
resigned.  

Despite the bad press, it would be a mistake to see Sarkozy as being politically weakened by the riots. 
As Wolfgang Munchau wrote about Sarkozy in the November 14 Financial Times:  

 
We should forget the theory that he may have alienated moderates with his tough law-and-order 
rhetoric. In a country where the extreme right regularly polls 20 per cent of the votes in 
presidential elections, he has more to gain on the right than to lose in the centre. 

 
Sarkozy still is the odds-on favorite to succeed Chirac. 

 
Tax Relief 

 
France's level of taxation (at 44.3 percent of gross domestic product) exceeds that of Germany (37.1 percent), the United 
Kingdom (35.4 percent), Italy (41.9 percent), and Spain (33.9 percent). And it is far above the tax levels of the United States (27.9 
percent) and Japan (27.8 percent). French governments have not totally ignored the problem of high taxes and the negative 
effects on employment. Some reforms have been introduced to reduce tax distortions. Chirac oversaw a 10 percent income tax 
cut in 2003 (only one-third of what he had promised during his 2002 campaign). But both de Villepin and Sarkozy know that there 
is a long way to go. The question is: How far? 

At the time the riots started, de Villepin was putting finishing touches on a new tax plan to be included in the fiscal 2006 budget. 
Some in the business community looked at the plan as a mixed bag. In the October 31 issue of Tax Notes International (p. 399) 
analysts from Deloitte Tax LLP pointed out that the benefits of the proposed expansion of the research credit and that a cap on 
local business taxes would be offset by a tougher alternative corporate minimum tax and rules limiting excess interest deductions. 

Other commentators, noting that the plan would also reduce the top marginal income tax rate from 48 percent to 40 percent and 
increase tax rebates to the working poor, were more upbeat. In the opinion of Eric Chaney at Morgan Stanley, the tax plan is "far 
reaching and should improve France's competitiveness, if fully implemented."  

The general feeling, however, is that de Villepin is trying only to preserve, not challenge, the French 
model. On assuming the post of prime minister at the end of May, he declared job creation would be his 
priority. He then proposed a series of new government programs to increase employment. To pay for 
those programs, he proposed delaying a scheduled tax cut. "All spare money in the budget will be 
dedicated to jobs; this choice means we will have to suspend income tax cuts," he said in his first 
speech to Parliament as prime minister. Clearly, those are the words of a believer in big government, 
not free markets. As the 2007 election approaches, de Villepin will undoubtedly talk a lot about pro-
growth policies, but he is in large part reacting to the challenge on his right from Sarkozy.  

Sarkozy wants to go further than de Villepin does. He wants a new French economic model. During his 
short stint as finance minister, Sarkozy convened a commission headed by Michel Camdessus, former 
managing director of the International Monetary Fund. To no one's surprise, the November 2004 report 
included the usual economic policy prescriptions for France: deregulation of the labor markets, cuts in 
government spending, cut in taxes, and rationalization of the tax system. What is notable about the 
report is how Sarkozy, head of the nation's largest political party, embraced those suggestions and 
adopted the spirit of the report as his own.  

As the latest budget was taking shape in September, Sarkozy criticized de Villepin's plan for not including enough reform to 
revitalize the French economy. And in a direct challenge to his rival for the presidency, Sarkozy proposed his own package of tax 
and labor market reforms "more ambitious than the government in its economic and tax choices." Among Sarkozy's tax proposals 
were a reduction in the nation's wealth tax and a 50 percent cap on individual taxes.  

Because Sarkozy does not shrink from controversy, there is no doubt he is a bigger threat to the status quo than is de Villepin, the 
diplomat. And whether they like him or not, the economic interests of the disgruntled youth of the banlieues may be better served 
by Sarkozy.  
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