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COST OF LABOR 
AND TAXATION

1. Labor costs

Labor costs are one of  the determinants of  an economy’s attractiveness 
for international investment. This cost is part of  a set of  factors, including 
labor productivity, which makes up an economy’s productive capacity, as 
determined by the workforce used. Changes in labor cost indicators over 
time is of  paramount importance in international competition.

Labor costs in France in 2021 were among the highest in the countries in 
our sample: on a national average, hourly labor costs reached €37.90 in 
France, compared with €37.20 in Germany and €29.10 in the EU-27.

In industry, hourly labor costs were less expensive in France (€40.40) 
than in Germany (€42.20), while staying higher than the European average 
(€29.10). Within our sample, France was ranked in seventh place for labor 
costs in the economy as a whole and sixth in industry.

The level of  the cost of  labor, the prevailing taxation regime on 

businesses, as well as the productivity of  the workforce all have a strong 

impact on the competitiveness of  an economy and its attractiveness.

Labor costs in France, while higher than the average across our sample, 

nevertheless correspond to one of  the world’s highest per employee 

productivity levels: 13th in OECD countries and sixth in our sample.

Furthermore, France has significantly improved its cost competitiveness 

since 2013 and growth in unit labor costs has been firmly under control, 

thanks to the introduction of  the competitiveness and employment tax 

credit (CICE) and the Responsibility and Solidarity Pact.

The fall in labor costs was more pronounced thanks to the transformation 

of  the CICE on January 1, 2019 into a permanent reduction of  employer 

contributions, supplemented on October 1, 2019 by further lowering of  

contributions at the level of  the minimum wage. Together, they allow 

France today to display a very subdued cost of  labor at minimum wage 

levels in an international comparison.

France is noteworthy for its relatively high level of  compulsory social 

security contributions, which fund the country’s system of  public 

services. Nevertheless, France has significantly reduced the taxes that 

businesses have to pay, with a tax rate in 2022 that is lower than that in 

Germany and Italy.
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 2016  2021

* GDP per hour worked

Source: OECD, 2022

HOURLY LABOR PRODUCTIVITY* 
US$ AT 2015 PPP - TOTAL ECONOMY
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Coût horaire de la main-d'oeuvre Industrie ( hors construction) En €
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 2017  2021

Source: Eurostat, 2022

HOURLY LABOR COSTS 
€ - INDUSTRY (EXCLUDING CONSTRUCTION)
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Nonetheless, labor costs must be appreciated in relation with hourly 

labor productivity, which is very high in France. In 2021, it was €66.70, 

compared with €68.30 for Germany and €55.20 for the EU-27. France is 

thus ranked seventh in our sample. 

 2017   2021
Source: Eurostat, 2022
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TRENDS IN LABOR PRODUCTIVITY PER EMPLOYEE* 
COMPOUND ANNUAL RATE OF GROWTH %
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* GDP per person employed

Source: OECD, 2022; Business France calculations

Over the long term, growth in hourly productivity in France has gradually 

slowed, as in many developed countries: on average by +1.3% each year 

between 2001 and 2010 and +0.9% between 2011 and 2020. French hourly 

productivity was hardly affected by the 2020 Covid-19 crisis, but experienced 

a fall of  -1.5% in 2021, equivalent to that observed on average in OECD 

countries. The United Kingdom saw its hourly productivity decrease by 

-1.8% in 2021, as did Spain, while Germany’s increased by 0.9%.

Conversely, French productivity per employee was strongly impacted in 

2020 by the Covid-19 crisis, with in particular the implementation of  short-

time working for a large number of  employees. In 2021, France had not yet 

regained its pre-crisis productivity per employee level, as was the case for 

Germany, the United Kingdom, Italy and Spain.

TRENDS IN HOURLY LABOR PRODUCTIVITY* 
COMPOUND ANNUAL RATE OF GROWTH %
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 2001-2010   2011-2020   2021
* GDP per hour worked

Source: OECD, 2022; Business France calculations
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Source: Eurostat, 2022; DG Trésor calculations

COMPARISON OF UNIT LABOR COSTS

TOTAL ECONOMY
100 = Q1, 2000
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Unit labor costs (the cost of  labor weighted by productivity) increased less 

quickly in France (+1.3% per year on average) than in Spain (+1.5%), and 

especially so in Germany (+2.2%), where growth was particularly strong 

between 2013 and 2022.

Nevertheless, since the Covid-19 crisis, the increase in unit labor costs 

in France has been faster as an annual average (2.5%) than in Germany 

(2.3%).
Cost competitiveness compares unit labor costs between different countries. 
Unit labor costs correspond to the cost of  labor weighted by productivity. 
Unit labor costs are a measure of  labor costs per unit of  value added produced.

Changes in unit labor costs are determined by fluctuations in both workers’ 
compensation, an increase in which causes unit labor costs to rise, and 
productivity, an increase in which causes unit labor costs to fall. If  productivity 
increases more quickly than workers’ compensation, unit labor costs decrease.

Cost competitiveness is defined as the relationship between unit labor costs 
in competing economies and those in France. The costs are measured in the 
economy as a whole, covering both sectors that export the most and sectors 
that are less open to international trade.

Export price competitiveness is defined as the ratio between export prices 
for foreign goods or services and that of  French goods or services exports.

In these two cases, data from competing countries are aggregated using a 
weighting that is based on the importance of  the market to France (proportion 
of  total French exports) and the share held by the competitor country in this 
market.

French price competitiveness improves when French prices rise more slowly 
than foreign prices expressed in a common currency, which therefore includes 
the effect of  the exchange rate. Besides currency, the difference between 
changes in cost competitiveness and price competitiveness lies in the changes 
in company profit margins. Taking advantage of  lower costs, businesses can 
rebuild their margins before translating it into lower prices.

Two sets of  competing countries are considered, on the one hand our main 
competitors in the OECD, and on the other hand, in a more targeted way, our 
main competitors within the euro zone.

METHODOLOGY: 

UNIT LABOR COSTS AND 
COMPETITIVENESS INDICATORS 

 FRANCE     FRANCE (INCLUDING CICE)     GERMANY     
 ITALY    SPAIN     EURO ZONE
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FIG. 8

 FRANCE     GERMANY     ITALY     SPAIN     EURO ZONE (17 COUNTRIES)

Source: OECD , 2022

 JAPAN     UNITED KINGDOM     UNITED STATES     EURO ZONE (17 COUNTRIES)

Source: OECD, 2022

NB: Increases in the indices represent declining cost competitiveness

This restraint in rising labor costs since 2013 (cf. methodology below) 

has enabled France to improve its competitiveness.

As such, France’s cost-competitiveness, measured as the relative change 

in unit labor costs in France versus competing countries, has improved 

compared with the rest of  the euro zone since the end of  2013 (-7% in 

France, compared with -0.3% in the euro zone until the end of  20211), 

helped in particular by the labor cost reduction measures introduced from 

2013 onwards (see box). It is the second-best progression in our European 

sample over the period, after Sweden.

In the recent period, since the Covid-19 crisis, France was still benefiting 

from this upward trend. Indeed, since 2018 and until the end of  the 

first half-year of  2022, among the large countries of  the euro zone, cost 

competitiveness has improved the most in France (-5.7%), more so than in 

Italy (-4.5%), while it fell in Germany (+0.3%), Spain (+1.2%) and the 

United Kingdom (+8%). France has recorded the second largest increase 

in this period among our European sample countries after Sweden (-7.6%).

1 A positive reading indicates declining cost competitiveness, and a negative reading indicates an 
improvement.
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LABOR COSTS: REDUCTION IN CORPORATE 
TAX AND RESPONSIBILITY PACT

With effect from January 1, 2019, the competitiveness and employment tax credit (crédit 
d’impôt pour la compétitivité et l’emploi – CICE), which is a deferrable tax credit deductible 
against corporate tax, was abolished and replaced by a permanent 6% reduction in 
employer health insurance contributions for salaries 2.5 times below the statutory 
minimum wage. 

To emphasize the lower cost of  work for the less well paid, this transformation was 
accompanied by a further four-point reduction at the statutory national minimum wage 
starting on October 1, 2019, on a declining basis up to 1.6 times the minimum wage.

For employees, whose annual revenues are below or equal to 3.5 times the statutory national 
minimum wage, there was a 1.8-point reduction in family allowance contributions, with 
the rate decreasing from 5.25% to 3.45%.

The responsibility and solidarity pact, introduced in 2015, includes a range of  measures 
aimed at reducing the cost of  labor and the tax burden on businesses. Under the cost of  
labor component, an initial tranche was introduced in January 2015 targeting low salaries 
below 1.6 times the statutory national minimum wage, followed by a second tranche from 
April 2016 targeting salaries between 1.6 and 3.5 times the statutory national minimum 
wage. This component of  the pact also included a reduction in self-employed social 
security contributions from 2015.

The rise in French hourly labor costs has slowed significantly since 2013 relative to the 
euro zone, thanks to the introduction of  the competitiveness and employment tax credit 
and the responsibility pact. Between the fourth quarter of  2012 and the second quarter 
of  2022, the increase in labor costs in France was below the average increase for the euro 
zone as a whole, coming in at 15% in France, compared with 20% for the euro zone.

TRENDS IN PRICE COMPETITIVENESS (2000-2022) 
INDICES (BASE 100 = 2015)

TRENDS IN PRICE COMPETITIVENESS (2000-2022) 
INDICES (BASE 100 = 2015)

Chap II_2

Ita
ly

Po
la

nd
B

el
gi

um

Sw
itz

er
la

nd

Fr
an

ce
Sp

ai
n

Ja
pa

n

U
ni

te
d 

Ki
ng

do
m

N
et

he
rla

nd
s

G
er

m
an

y
Fi

nl
an

d

U
ni

te
d 

St
at

es

Sw
ed

en

EU
-2

7

Ita
ly

G
er

m
an

y
N

et
he

rla
nd

s

Po
la

nd

Ja
pa

n
Fi

nl
an

d

Sp
ai

n

Fr
an

ce

Sw
ed

en

U
ni

te
d 

Ki
ng

do
m

B
el

gi
um

Sw
itz

er
la

nd

U
ni

te
d 

St
at

es

EU
-2

7

20
18

20
10

20
12

20
06

20
20

20
22

20
04

20
14

20
16

20
08

20
02

20
00

20
18

20
10

20
12

20
06

20
20

20
22

20
04

20
14

20
16

20
08

20
02

20
17

20
09 20
11

20
05

20
19

20
21

20
03

20
13

20
15

20
0720
01

20
00

20
18

20
10

20
12

20
06

20
20

20
22

20
04

20
14

20
16

20
08

20
02

20
17

20
09 20
11

20
05

20
19

20
21

20
03

20
13

20
15

20
0720
01

20
00

Coût horaire de la main-d'oeuvre Ensemble de l'économie
En €

45

40

35

30

25

20

15

10

5

0

Po
la

nd
Po

rt
ug

al
Sp

ai
n

Ita
ly

Fi
nl

an
d

G
er

m
an

y
Fr

an
ce

N
et

he
rla

nd
s

Sw
ed

en
B

el
gi

um

EU
-2

7

Coût horaire de la main-d'oeuvre Industrie ( hors construction) En €
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FIG. 10

 FRANCE     GERMANY     ITALY     SPAIN     EURO ZONE (17 COUNTRIES)

Source: OECD, 2022

 JAPAN     UNITED KINGDOM     UNITED STATES     EURO ZONE (17 COUNTRIES)

Source: OECD, 2022

NB: Increases in the indices represent declining price competitiveness
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LABOR COST INDEX  
(INDUSTRY, CONSTRUCTION, SERVICES)

RATE OF EMPLOYER CONTRIBUTIONS AT MINIMUM WAGE AND MEDIAN SALARY 
LEVELS (2020) 
% OF GROSS SALARY

HOURLY LABOR COSTS - MANUFACTURING SECTOR (EXCLUDING CONSTRUCTION)
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FIG. 11

FIG. 12
 FRANCE     EU-27     EURO ZONE

Source: Eurostat, 2022; Business France calculations

Source: Eurostat, 2022

2004 2008 2012 2017 2018 2019 2020 2021

Germany 30.3 32.5 35.2 39.5 40.4 41.4 42 42.2

France 29.5 33.1 36.4 37.4 38.4 39.1 40.3 40.4

Italy 22.3 24.2 27.2 27.7 28 28.9 29.6 29

Spain 17.9 20.8 23 23.3 23.4 23.9 24.8 24.6

With regard to the minimum wage, the rate of  employer contributions 

in France is among the lowest by international standards. Reductions 

in employer contributions have been stepped up in France in recent years, 

particularly for low-wage earners. In 2015, the Responsibility and Solidarity 

Pact (PRS), and then in 2019 the transformation of  the competitiveness 

and employment tax credit (CICE) into a permanent reduction of  employer 

contributions, supplemented on October 1, 2019 by further lowering of  

contributions, have resulted in significant reductions in the cost of  labor, in 

particular at the minimum wage level.

These measures put France in an unusual position in international 

comparisons for labor costs: for median wages, France does indeed have one 

of  the highest employer contribution rates, but this is not the case for low-

wage earners, who benefit from these tax relief  measures.

 RATE OF EMPLOYER CONTRIBUTIONS ON A MINIMUM WAGE 
 RATE OF EMPLOYER CONTRIBUTIONS ON A MEDIAN SALARY

Source: OECD, 2021, for the experts group on the statutory national minimum wage.

NB: The situation for France in 2020 is after the general relief was further simplified 

(October 1, 2019).
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2. Taxation

The French tax system stands apart from other countries for the 

significant burden of  social security contributions in compulsory 

deductions, reflecting the generous French public services model that 

they help to finance (see “Quality of  life” booklet).

In terms of  the structure of  tax receipts, social security contributions 

accounted for the largest share (32.7%) of  the sources of  French tax 

revenue in 2020.

In terms of  income tax, taxes on profits and capital gains (for individuals 

and companies), France offers the second lowest rates of  imposition 

in the sample countries: 26.2% of  total receipts in 2020, after Poland. 

According to Eurostat, compulsory deductions without contributions 

imputed in France changed little in 2020, reaching 47.5% of  GDP, second 

among European countries, just after Denmark (47.6%), compared with 

41.8% on average in the euro zone.

STRUCTURE OF TAX RECEIPTS (2020) 
% OF TOTAL RECEIPTS

AVERAGE TAX WEDGE* (2021) 
% OF LABOR COSTS
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FIG. 13

FIG. 14

  TAXES ON INCOME, PROFIT 
AND CAPITAL GAINS    

 SOCIAL SECURITY CONTRIBUTIONS    

 TAXES ON PROPERTY

 TAXES ON GOODS AND SERVICES

 TAXES ON PAYROLL AND WORKFORCE

 OTHER TAXES

  SINGLE PERSON WITHOUT CHILDREN AT 
100% OF AVERAGE EARNINGS

  TWO-EARNER MARRIED COUPLE WITH TWO 
CHILDREN AT 100% OF AVERAGE EARNINGS

* Data for 2019 
Source: OECD, 2021

Source: OECD, 2022

Concerning taxation of  labor, Germany and Belgium imposed a higher tax 

burden than France on a single person without children earning 100% of  

average earnings in 2021. For a married couple with two children with a single 

salary equal to 100% of  average earnings, France imposes a tax burden 

which is slightly higher than that of  Finland, Sweden and Belgium.

* The ‘tax wedge’ on labor is equal to the difference between gross labor costs for employers and employees’ take-
home pay (after taxes and social security deductions).
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FIG. 16

  AVERAGE RATE OF CENTRALIZED TAXATION 
ON INCOME

  CASH BENEFITS

  SOCIAL SECURITY CONTRIBUTIONS BY 
EMPLOYERS

  AVERAGE RATE OF LOCAL TAXATION ON 
INCOME

  SOCIAL SECURITY CONTRIBUTIONS BY 
EMPLOYEES

  2017   2022Source: OECD, 2022

* Data for 2020

Source: European Commission, DG Taxation and Customs Union, Taxes in 
Europe database; IBFD; 2022

Social security contributions in France are mainly borne by employers 

before the payment of  wages and make up the largest tax on salaries in 

France, equivalent to 26.6% of  the cost of  labor. On the other hand, social 

security expenditure borne by employees after the payment of  wages is low 

(8.3% of  labor costs), level with the OECD average (8.2%), and lower than 

those observed in Germany (16.9%) and the Netherlands (10.6%).

The statutory highest marginal rates of  corporate tax in France have 

fallen in recent years, reaching an average level among our sample. With a 

maximum corporate tax rate of  25.8% in 2022, including any exceptional 

surcharges, France is ahead of  Germany (29.8%) and Italy (27.8%). 

The government has reduced its corporate tax rates in the last few years. 

The reference rate is now 25% and the reduced rate for SMEs, subject to 

conditions, is 15% of  taxable income. 

Moreover, in a move led by the OECD, 136 countries have agreed to 

implement a worldwide tax of  15% on the profits of  multinational 

businesses from 2023.
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The statutory highest marginal rates also need to be put into perspective 

when considering revenues related to corporate tax. In 2020, corporate tax 

receipts accounted for only 2.3% of  GDP in France, similar to the levels 

seen in Poland and the United Kingdom.

This is partially a result of  special treatment for SMEs2 in France, which 

receive reduced tax rates of  15% for the first bracket of  profits (from 

€0 to €38,120). France is renowned for having a high rate of  corporate tax 

on large groups, but a narrow base, reduced by waivers and exemptions.

END OF THE BUSINESS VALUE-ADDED 
CONTRIBUTION (CVAE) BY 2024 
The French National Assembly announced in its draft Budget Bill for 2023 that it would 
end the business value-added contribution (CVAE). This decision forms part of  the 
current government policy of  strengthening the competitiveness of  French businesses.

The CVAE tax rates will be halved in 2023, based on the 2022 rates, before disappearing 
completely in 2024. The measure will lower the production taxes of  all French businesses 
earning revenues of  more than €500,000 excluding tax, regardless of  their legal status, 
activity or tax regime.

Some 530,000 businesses will benefit from the change in legislation. The share of  the 
gain for VSEs and SMEs will amount to 20% of  the total amount. Moreover, industry 
will be the area that will benefit the most from this measure.

The reduction in the CVAE is in addition to the efforts already made by the State to 
reduce corporate taxation and increase France’s attractiveness: the maximum corporate 
tax rate in France was lowered to 25.8% in 2022. France therefore has a tax rate similar 
to that of  Austria, Belgium, Spain and the Netherlands, but lower than that of  Germany 
(29.8%) and Italy (27.8%).

Source: gouvernement.fr

2 Concerning SMEs, pre-tax revenues should be lower than €10 million and capital gains should be entirely 
distributed and held on at least 75% by private individuals (or by a company fulfilling this criteria). 
(Service-public.fr)

METHODOLOGY
Economic attractiveness can be defined as the ability to attract new business and mobile 
factors of  production (capital, skilled labor, etc.) to a specific destination. This ability is 
related to a wide range of  macroeconomic criteria.

This booklet takes its place in a set of  themes that address different determinants of  
attractiveness in the form of  a comparison of  the main European economies competing 
with France: Belgium, Finland, Germany, Italy, the Netherlands, Poland, Spain, Sweden, 
Switzerland and the United Kingdom, as well as Japan and the United States.
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