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Overview
This Stability Programme provides an update of the French government’s growth forecasts and targeted

public finances adjustment path for the period 2019-2022. the economic context for this budgetary and fiscal
programme remains upbeat, but the growth forecast has been revised down since the 2019 draft budgets were
presented, notably due to a less favourable international economic environment. the updated trajectory also accounts
for the measures decided on at the end of 2018 to address the pressing economic and social needs and the
expectations expressed by the French population. this stability programme supplements the national reform
programme, published concomitantly, which describes the government’s transformation strategy.

France’s public deficit was brought back below the 3% threshold in 2017 (2.8% of GDP, after 3.5% in 2016).

The deficit narrowed again in 2018 to 2.5% of GDP. this outturn surpassed forecasts from six months ago and
reflects France’s unwavering efforts to place its public finances back on sound footing and to fulfil its european
commitments. First and foremost, it demonstrates that a turning point has been reached through substantial efforts to
rein in public spending. For the first time in decades, public spending declined in real terms (–0.3% excluding tax credits,
+1.3% in nominal terms). this tight rein on spending will continue throughout the current five-year presidential term.
these efforts have already begun to allow a decrease in the tax burden for households and businesses and will continue
to do so, while also reducing the public deficit.

After growing by 1.6% in 2018, the French economy is expected to sustain robust growth of 1.4% p.a. in 2019

and 2020. household consumption is likely to perform very well in 2019, thanks to strong support from measures to
boost consumers’ purchasing power (including those announced in december) and a still dynamic trend in employment
and wages. business investment, which has been very vigorous since 2015, is expected to keep growing at a strong
pace despite gradually slowing due to the less upbeat international environment and the incremental rise in interest
rates. as housing starts have been declining since the start of 2018, construction investment by households is set to
slightly decrease in 2019, before recovering in 2020 thanks to strong gains in purchasing power and robust employment
growth. exports are set to continue to enjoy robust growth, albeit a touch below the 2018 level due to the less favourable
international environment. inflation is expected to slow to 1.3% p.a. in 2019 and 2020, after 1.8% in 2018, as energy
prices level off.

Between now and 2022, the steady recovery in France’s public finances will be underpinned by control of

public spending, which will also enable a reduction in the tax burden. public spending, in real terms, is forecast
to grow by 0.4% in 20191. On average, over the full five-year presidential term, real public spending growth is set to be
just 0.2% p.a.1, compared to a rate of 1.2% p.a. over the period 2008-2017. as a percentage of gdp, public spending
is expected to decline by nearly 3 points1 between 2017 and 2022, in keeping with the objective laid out in the 2018-
2022 public Finance planning act.

This tight rein on spending is absolutely crucial to lower the tax burden and rebalance our public finances.

the tax burden (as measured by the aggregate tax and social security contribution rate) is set to decline by 1.4 pt of
gdp over the five-year presidential term1. after tax cuts in 2018, further substantial measures will be implemented in
2019: the competitiveness and employment tax credit (cice) will be transformed into permanent cuts in employer
social security contributions, the withholding-at-source system has been launched for personal income tax, and overtime
pay will be exempt from taxes and social contributions. in addition, 2019 will see the full-year impact of the reduction
of employees’ social security contributions (in exchange for an increase in the general social security contribution,
csg), as well as the exemption of the csg hike for pensioners with net income of less than €2,000 per month. Finally,
households will benefit from a second round of cuts to the residence tax in 2019. additional measures to reduce the
tax burden will be implemented until 2022, with the residence tax being eliminated for all households (apart from second
homes) and the corporate income tax rate being lowered to 25%, within the eu average.

The public deficit was 2.5% of GDP in 2018. It is expected to be 2.3% in 2019 excluding the one-off double

cost of converting the CICE into social security contribution cuts (or 3.1% including this one-off), then 2.0%

in 2020. the public deficit is forecast at 1.2% of gdp in 2022.

By meeting these objectives, we will also begin to reduce our debt-to-GDP ratio, which levelled off at 98.4%
in 2018 (unchanged vs. end 2017). this ratio is expected to decline by a little less than two gdp points by 2022.

This Stability Programme was drafted before any conclusions were issued following the Great National

Debate. It therefore serves as a technical reference point prior to any decisions being made in response to

this debate, notably on matters of taxation or public spending. In responding to topics broached during the

Great National Debate, the government will focus strongly on ensuring the sustainability of French public

finances and safeguarding the structural adjustment 

1 On a like-for-like basis, not including the France Compétences vocational training scheme, which will gradually come on line and has a neutral impact on the
public deficit.
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Macroeconomic scenario

2.1 SITUATION IN 2018 AND OUTLOOK FOR 2019 AND 2020

After growing by 1.6% in 2018, the French economy is expected to sustain robust growth of 1.4% p.a. in 2019

and 2020. Inflation is expected to decrease to 1.3% p.a. in 2019 and 2020, after 1.8% in 2018.

Household consumption is likely to perform very well in 2019, thanks to strong support from measures to

boost consumers’ purchasing power (including those announced in December) and a still dynamic

employment and wage growth. business investment, which has been very dynamic since 2015, is expected to grow

at a strong pace despite gradually returning to its normal growth rate due to the less upbeat international environment

and the incremental rise in interest rates. as housing starts have been declining since the start of 2018, construction

investment by households is set to decrease in 2019, before recovering in 2020 thanks to strong gains in purchasing

power and employment. exports are expected to continue to enjoy robust growth, albeit a touch below the 2018 level

due to the less favourable international environment.

These growth forecasts are similar to those of the main national and international bodies. in its March 2019

publication, the banque de France forecasts growth of 1.4% in 2019 and 1.5% in 2020. the consensus Forecasts of

March 2019 predicts growth of 1.3% p.a. for the two years. the european commission’s growth forecasts for France

stand at 1.3% for 2019 and 1.5% for 2020 (not adjusted for working days). the Oecd projects growth of 1.3% p.a. for

2019 and 2020. in its January 2019 publication, the iMF (whose forecasts are not adjusted for working days) expects

growth of 1.5% in 2019 and 1.6% in 2020.

PrElImINAry DATA PoINT To roBuST GrowTH For THE FrENCH
ECoNomy IN EArly 2019.

The French economy grew by 1.6% in 2018, driven by foreign trade and business investment. in 2018, both

exports and investment were very resilient despite the slowdown in global economic growth. however, household

consumption was less dynamic, notably due to the dampening effect of higher oil prices. growth was not as strong as

in 2017, when France’s economic performance was boosted by a very upbeat international environment and a few

positive one-offs (such as a very sharp increase in property transactions and a recovery in the tourism sector after

terrorist attacks in previous years). 

In the third and fourth quarters, the GDP growth rate (0.3% per quarter) was slightly higher than at the start

of 2018 (growth of 0.2% per quarter for the first and second quarters). France’s economic growth was more

robust than that of the euro area in the second half of 2018. in the fourth quarter, exports enjoyed a very sharp

acceleration, thanks to a large number of airbus deliveries in december, as well as the delivery of the celebrity edge

cruise ship in October. business investment continued to grow, but at a slower pace than in the third quarter (which was

exceptionally strong due to significant investments in vehicle fleets prior to new standards taking effect in the automotive

industry on 1 september 2018). despite a substantial boost to purchasing power from the government’s measures to

reduce residence tax and to cut employee social security contributions, household consumption was flat in the fourth

quarter, as mild weather and the “gilets jaunes” protests dampened consumer spending.

Preliminary data point to dynamic growth in the first part of 2019. Business surveys by Insee, markit and the

Banque de France have recovered and were hovering near their medium-term averages at the beginning of

the year. in March, the pMi declined, but insee’s business climate indicator improved for the third month in a row.

household confidence also increased in March for the third consecutive month, recovering to its level before the protest

movement began. growth in the first quarter of 2019 is set to be driven by household consumption, which is expected

to have rebounded thanks to the set of measures implemented to boost workers’ incomes. business investment is

likely to have returned to its previous robust trend, as suggested by the current strong momentum in new vehicle

registrations for professional fleets, and against a backdrop of buoyant investment in services for the past several

quarters. however, foreign trade is likely to provide less support due to both a slowdown in exports (following a large

number of aircraft deliveries at end 2018) and a dynamic import trend (owing to a recovery in demand).
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TABLE 1: MACROECONOMIC SCENARIO 2018-2022

* Quarterly national accounts (detailed figures) for the fourth quarter of 2018 

** according to insee, the calendar effect is set to have a +0.1% effect on gdp growth in 2020, i.e. gross gdp growth
of 1.5%.

GloBAl GrowTH wAS A roBuST 3.7% IN 2018, BuT IS ExPECTED To
Slow To 3.4% P.A. IN 2019 AND 2020, lED By THE ADvANCED CouNTrIES.

The euro area slowdown is expected to continue in 2019. apart from temporary factors, this slowdown is
attributable to a slump in world demand, considerable uncertainty weighing on investment and consumption, and the
end of the post-crisis catch-up effect. in 2019, growth is expected to be particularly lacklustre in italy (0.2%) and in
germany (0.8%), which are both more affected by these factors than spain (2.3%) or France (1.4%). euro area gdp is
seen up 1.3% in 2019, following growth of 2.5% and 1.8%, respectively, in 2017 and 2018. thereafter, euro area growth
is expected to rebound slightly in 2020 (to 1.4 %), as the economies of its major trading partners return to normal and
uncertainty levels off.

uS economic growth is expected to decline slightly in 2019, given pressures on the labour market and the roll-out of
protectionist measures, before slowing more substantially in 2020 as fiscal stimulus tapers off. In the united Kingdom,

growth is likely to be sluggish, with brexit-related uncertainty dampening the growth trend. In Japan, growth is set
to be moderate in 2019 due to a slump in chinese demand, followed by even weaker growth in 2020 as the Japanese
government raises its vat rate.

In the main emerging economies, activity is generally expected to remain upbeat. growth should be strong in
india, but china is set for a soft landing as deleveraging measures – not to mention the trade dispute with the united
states – begin to take a toll. turkey, which is already in recession, is expected to see its gdp decline in 2019, followed
by a recovery in 2020. both brazil and russia should post modest economic recoveries.

Growth in world trade slowed markedly to 4.5% in 2018 (after 5.8% in 2017). It is expected to continue to slow

in 2019 (world trade growth forecast at around 3% p.a. in 2019 and 2020). the slowdown in global growth and
the threats to international trade agreements are both likely to continue to impact world trade. Oil-producing countries
and especially china are expected to see a slump in imports. chinese imports, in particular, will be affected by
protectionist measures and a slowing economy. weaker growth in the us is also set to have a clear impact on world
trade flows. conversely, world trade is expected to benefit from the turkish economy recovering from recession in 2020.

world demand for French exports is expected to follow a similar trend over the forecast period. world

demand for French exports is expected to slow to +2.7% in 2019 (after +3.7% in 2018), followed by a slight

recovery to +2.9% in 2020. the French export sector underperformed world trade in 2018 as it was more exposed
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to the slump in europe. however, in 2019 and 2020, French exports should be less exposed to the slowdown in trade

in the us and asia.

THE worlD ECoNomy IS PoISED To SuPPorT FrANCE’S ECoNomIC
GrowTH.

In 2018, foreign trade made the strongest contribution to France’s GDP growth since 2012 (a positive 0.6-

point effect on gdp growth). growth of exports outpaced that of imports (3.3% vs. 1.3%), due notably to a decline in

service imports. goods exports were resilient despite the euro’s appreciation in 2018; they were driven by a large number

of deliveries of transportation equipment and by a recovery in farm exports after two unfavourable years for the French

agricultural sector. contrary to the other european countries, French export performance is not expected to have

weakened in 2018, with this stronger export performance driving gains in relative market share.

French exports are expected to remain dynamic in 2019 and 2020 (growth of 2.4% and 2.7%, respectively),

albeit less so than in 2018 due to the slowdown in global demand (+2.7% in 2019 and +2.9% in 2020 after +3.7% in

2018).

French imports are set to be less dynamic than exports and in line with their usual determinants (import

growth is forecast at 2.4% in 2019 and 2.3% in 2020, after 1.3% in 2018). the acceleration expected in 2019

reflects a consumption-driven recovery in final demand (demand growth expected at 1.6% in 2019 vs. 1.4% in 2018).

this forecast assumes that the service import trend gradually reverts to normal following the sharp decline in service

imports in 2018.

France’s trade balance is expected to improve in 2020 after being virtually unchanged in 2019, assuming flat

oil prices. the continued strong momentum in global demand and the improvement in France’s cost-competitiveness

are set to improve the trade balance in 2020, with foreign trade contributing positively to gdp growth.

HouSEHolD CoNSumPTIoN IS lIKEly To GATHEr PACE IN 2019 AND 2020. 

French households’ purchasing power grew by 1.0% in 2018, and is expected to strengthen significantly in

2019 (up 2.0%). this trend is notably underpinned by tax cuts. purchasing power will be supported by measures

included in the budget bills (notably the second round of residence tax cuts and the full-year effect of the reduction in

employees’ social security contributions). it should also be strongly boosted by the measures announced at the end of

the year: reduced csg for pensions less than €2,000/month, zero social security contributions and income tax on

overtime pay as from 1 January, and a €100/month increase in income at minimum wage level via the in-work benefit.

wages will also be buoyed by a provision whereby employers can pay an exceptional bonus, exempt from social security

contributions, by the end of the first quarter of 2019. Moreover, indirect taxation measures should have a less negative

effect on purchasing power than in 2018. in addition, income from work is expected to continue to be upbeat thanks

to vigorous employment and wage growth, whereas oil prices should not have the same negative effect on purchasing

power as in 2018. in 2020, purchasing power is expected to rise by 1.0%, similar to the growth trend, as wage growth

and higher employment continue to drive income from work upward.

in 2019, household consumption is likely to grow sharply (by 1.7% after 0.8% in 2018), thanks to the strong purchasing

power gains resulting from government policy. given this sharp increase in purchasing power, households are likely to

smooth their consumption somewhat, with the household savings rate rising temporarily in 2019, then returning to its

2018 level of 14.4%.

HouSEHolD INvESTmENT IS SET To DIP TEmPorArIly IN 2019, THEN
rECovEr.

household investment slowed in 2018 (up 1.8% after 5.6% growth in 2017) and is expected to dip a slight 0.5% in 2019,

before recovering in 2020 (up an estimated 1.0%). housing starts are set to recover in 2019, with support from the

expected purchasing power gains and employment growth. however, construction investment is not expected to recover

until 2020, as construction expenditure is recorded gradually as a construction project is completed.

BuSINESS INvESTmENT IS SET To rEmAIN DyNAmIC ovEr THE ForECAST
PErIoD.

despite less vigorous economic growth in 2018, business investment maintained strong momentum (up 3.9%), thanks

notably to investment in services. business investment is expected to continue to support economic growth in 2019 and

2020 (with expected increases of 2.8% in 2019 and 2.5% in 2020). the business investment rate currently stands at a

record high level and is set to gradually revert to normal as interest rates rise.
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HEADlINE INFlATIoN IS SET To DECrEASE To 1.3% P.A. IN 2019 AND 2020
DuE To lESS DyNAmIC volATIlE ComPoNENTS.

In 2019, core inflation is set to accelerate to 1.1% after 0.8% in 2018, driven by higher inflation in the services
sector due to wage growth. core inflation is also expected to be underpinned by higher food prices owing to the rise
in commodity prices. However, headline inflation is expected to decrease to 1.3% in 2019, vs. 1.8% in 2018,

mainly due to lower oil prices and no additional energy taxes (after contributing +0.6 pt to the cpi in 2018, the petroleum
products component is expected to have zero effect in 2019). government-controlled prices are expected to contribute
+0.3 pt to inflation in 2019, less than in 2018, as tobacco price hikes will have less of an impact in 2019.

In 2020, core inflation is expected to increase to 1.2%, with a sharper increase in private-sector services prices
partly offset by past food inflation fading out of year-on-year figures. this level of core inflation is consistent with French
economic growth slightly above the potential growth rate. Headline inflation is expected to be stable at 1.3% in

2020. in the absence of energy tax hikes, petroleum prices are again expected to have a nil effect on inflation, whereas
government-controlled prices are set to have a lower inflationary effect, in connection with the “100% santé” agreement
with the healthcare sector (aimed at reducing out-of-pocket health-related expenses and notably including a reduction
in the price of eyeglasses).

mArKET-SECTor JoB CrEATIoNS ArE ExPECTED To GrADuAlly
CoNvErGE wITH ProDuCTIvITy GAINS.

Market-sector employment trends were very strong again in 2018, with an annual average of 241,000 new jobs created,
continuing the strong job creation trend of the second half of 2017 and despite less dynamic economic growth. 

in 2019, market-sector job creations are expected to be substantial (an estimated annual average of 145,000 new jobs),
but not as strong as in 2018, as productivity gains begin to revert to their underlying trend. 

in 2020, market-sector job creations are expected to total an annual average of 125,000. labour productivity growth
is expected to continue to revert to its previous level, but the job market is likely to be boosted by measures to reduce
the overall tax burden and by the skills investment plan (plan d’investissement dans les compétences, pic).

non-market sector employment, after a slight decline in 2018 (an annual average decline of 14,000 jobs), is expected
to level off in 2019 and increase very slightly in 2020 (an annual average of 10,000 new jobs). despite the continued
reduction in funding for subsidised contracts in 2018, hiring in the non-market private sector is expected to remain
upbeat.

with total new job creations of 155,000 in 2019 and 145,000 in 2020, the unemployment rate is expected to continue
to decline gradually.

2.2. MEDIUM-TERM OUTLOOK (2021-2022)

GrowTH SHoulD rEmAIN AT A SouND 1.4% P.A. IN 2021 AND 2022. 

French GDP is expected to grow by 1.4% p.a. in 2021 and 2022. Inflation is forecast at 1.5% in 2021 and

1.75% in 2022. the negative output gap that has characterised the French economy since 2012 is expected to close
in 2020. economic growth is expected to be close to the potential growth rate in 2021 and 2022. inflation is set to
increase gradually, in line with the european central bank’s medium-term inflation target.

THIS SCENArIo IS SuBJECT To mAJor uNCErTAINTIES – BoTH
DomESTICAlly AND INTErNATIoNAlly.

the magnitude of the euro area slowdown, the implementation of protectionist measures in the us, the terms for brexit,
whether china experiences a soft or hard landing, the economic policy trends both in advanced countries (the us,
spain, germany and italy) and in emerging countries (brazil), and financial uncertainty in the us and emerging countries
– all these factors represent major sources of uncertainty. Our economic scenario assumes that oil prices and the euro’s
exchange rate will remain unchanged at recent levels, which may support or dampen economic activity.

there are uncertainties specific to France in addition to these international uncertainties. 

The outlook for business investment in France is uncertain. in light of very favourable financing conditions, the
strong business investment momentum could continue if supply-side pressures persist. the conversion of the cice into
a permanent reduction in social security contributions, which involves a double cash payment to companies in 2019,
could also boost investment temporarily. this could potentially prompt companies to give pay rises, with a positive
knock-on effect on consumption. 
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conversely, business investment could revert to its underlying trend more rapidly than expected after several years of
strong growth, given high corporate debt levels. another factor of uncertainty is how companies and investors will react
to brexit.

Moreover, the household savings rate – which increased at the end of 2018 – might take longer than expected to revert
to its normal level.

BOX 1 – COMPARISON WITH THE EUROPEAN COMMISSION’S WINTER FORECASTS

The Stability Programme’s scenario is close to the European Commission’s latest forecasts in terms of both the growth
rate and growth drivers. In its February 2019 Winter Forecasts, the Commission projects growth of 1.3% in 2019 after 1.5%
in 2018, followed by a slight acceleration to 1.5% in 20202.

According to the Commission, activity should be mainly upheld by domestic demand and investment, with the latter
continuing to be above the growth rate. However, the details of the macroeconomic scenario for the Winter Forecasts
have not been communicated.

The European Commission’s inflation forecast, expressed in terms of the harmonised price index, stands at 1.4% for
2019, as in the Stability Programme, followed by an acceleration to 1.7% in 2020 (whereas the Stability Programme’s
scenario forecasts stable inflation in 2020). 

BOX 2 – CALENDAR EFFECT ON GROWTH 

All the growth figures used in the macroeconomic scenario are adjusted for the calendar effect. Gross GDP growth
forecasts are presented before and after adjustment for the number of working days. After 2018, for which Insee has
published an initial estimate, the public finance ratios in the Stability Programme are based on growth forecasts adjusted
for the number of working days.

BOX 3 – DATA PRESENTED FOR 2018

The data presented for 2018 are those appearing in the Detailed Results of the quarterly national accounts for the fourth
quarter of 2018, published by Insee on 26 March 2019. Because of the sequential procedure used for the provisional
account, which results in public finance data being published in advance, the public demand line items in the quarterly
Detailed Results differ from information relating to public finances in Insee’s provisional general government account.

For example, according to the quarterly accounts, public investment appears to have increased in 2018 by 3.3% in nominal
terms and by 0.9% in real terms. These figures (3.3% and 0.9%) are used in the macroeconomic scenario. However, the
initial estimates of the general government national accounts, published by Insee on 26 March 2019, show an increase
of 3.9% in nominal terms in 2018.

The national account data to be published by Insee in May will be fully consistent with the figures in the provisional

2 Figures not adjusted for working days.
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Fiscal strategy

3.1 OVERALL STRATEGY 
The general government deficit stood at 2.5% of GDP in 2018, marking the first time in more than a decade

that France’s deficit has been under 3% of GDP for two consecutive years.   This confirms France’s

commitment to fiscal consolidation after exiting the Excessive Deficit Procedure in the third quarter of 2018. 

The French Government adopted a series of bold measures in 2018 to meet citizens’ expectations in terms

of purchasing power and social justice, to address the economic and social emergency, and to maintain our

transformative action (see Box 4). the measures, totalling more than €10 billion, mainly correspond to an acceleration
of commitments slated for the period from 2019 to 2022. they have been partially funded by discretionary revenue
measures, such as the tax on digital services and a one-year delay in lowering the corporate income tax rate for large
corporations, along with savings of €1.5 billion in the current year, for a total of €4 billion. these measures do not
jeopardise the government’s 2019-2022 fiscal strategy. as it enters the second half of its five-year term, the government
will continue its effort to reduce the general government deficit by containing expenditure. it will also continue cutting
taxes on work and investment to sustain France’s long-term economic growth.

In addition to the fiscal impact of the emergency measures, the path set out in this Stability Programme

factors in growth prospects that are less favourable than expected in the interest of prudence and sincerity.

these macroeconomic forecasts, which assume a less favourable international environment, have a direct impact on
the path of the headline deficit and debt reduction, which automatically slows down when gdp growth does. yet, they
do not alter the continuation of the government’s economic reforms to boost growth and jobs.

The 2018 deficit was again under the threshold of 3% of GDP, standing at 2.5% of GDP, compared to 2.8%

in 2017 and 3.5% in 2016. This good outturn stems in part from effective containment of nominal expenditure

growth, excluding tax credits, which stood at 1.3%, sharply lower than the 2.4% growth posted in 2017. real
expenditure decreased by 0.3%, for the first time in several decades. the structural adjustment of +0.2 percentage
points of gdp was larger than projected in the initial budget act: a major effort on expenditure, which contributed 0.4
percentage points of potential gdp, improved the deficit and funded a cut of 0.2 percentage points of gdp in aggregate
taxes and social security contributions, as projected in the 2018 budget acts.

In 2019, the deficit should stand at 3.1% of GDP, as the Competitiveness and Employment Tax Credit (CICE)

is replaced by a cut in employers’ social security contributions, reducing the balance in the national accounts
by 0.8 percentage points of gdp. this small breach of the 3% threshold will be temporary and exceptional. without

the replacement of the CICE, the public deficit would shrink to 2.3% of GDP in 2019, with the major

containment of government expenditure growth at 1.6% in nominal terms, excluding the national vocational

training authority (France Compétences), and 0.4% in real terms. expenditure efforts would still make a positive
contribution of 0.3 percentage points of gdp, stemming in part from limited increases in pensions and certain benefits,
further savings on housing benefits and subsidised employment contracts, and local governments’ compliance with their
contracts with central government. in addition, the government has committed itself to producing up to €1.5 billion in
savings provided for under this path, compared to the total expenditure passed in the initial budget act. these savings
will offset the cost of emergency measures, such as the increase in the in-work benefit.  this target compares to the €4
billion in appropriations allocated to reserves under the 2019 budget and the €1.4 billion in underspending under the
central government expenditure growth benchmark in 2018. central government and general government as a whole
should continue to enjoy favourable borrowing terms for debt service. Aggregate taxes and social security

contributions will continue to decrease, even after the replacement of the competitiveness and employment tax
credit, in light of this new expenditure effort, measures to eliminate taxes and social security contributions on overtime
pay, the full-year effect of the switch from social security contributions on wages to the general social security
contribution (csg) and the reversal of the increase in the csg for certain pensioners, along with the second phase in
the elimination of the residence tax. the aggregate tax and social security contribution rate will fall to 44.0% of gdp
(43.8% excluding France compétences), down from 45.0% in 2018.

In 2020, the public deficit should shrink by 1.1 percentage points of GDP to stand at 2.0% of GDP. Expenditure

growth will be contained at 1.6% in nominal terms, excluding France Compétences, and 0.6% in real terms.

This represents a further expenditure savings effort of 0.4 percentage points of GDP. central government
expenditure growth should be contained and produce a further decrease in debt service. local government expenditure
growth should slow sharply, in keeping with the local elections cycle. the national healthcare expenditure target (Ondam)
should be limited to 2.3% and the unemployment insurance scheme (unédic) should see its finances start to improve
under the guidelines given to management and labour representatives.  continued containment of expenditure will make
new tax and contribution cuts possible for households and corporations, including the third stage of the elimination of
the residence tax for the 80% of the households with the lowest incomes. this adjustment path does not factor in the
sharp increase in fuel taxes. nevertheless, as a result of a rebound after the replacement of the competitiveness and
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employment tax credit, the aggregate tax and social security contribution rate will rise back up to 44.4% of gdp in 2020
(or 44.1% excluding France compétences).

The Government will continue its strategy to contain public expenditure and reduce taxes and contributions

until 2022. the government will continue its efforts to contain government expenditure growth to achieve an average
expenditure growth rate of 0.2% in real terms between 2018 and 2022 (on a like-for-like basis), which is much lower
than the 1.2% average growth rate from 2008 to 2017, after the financial crisis. the expenditure efforts will concern
general government as a whole and lead to a decrease of nearly 3 percentage points in the government expenditure
ratio over the government’s five-year term (on a like-for-like basis, or 2.7 percentage points including the impact of
France compétences). local governments will continue their efforts to contain operating expenditure growth, under
the terms of their financial pact with central government. this pact proved to be effective in 2018. the adjustment path
projects containment of healthcare expenditure growth over the government’s five-year term, with a national healthcare
expenditure growth target of only 2.3% up until 2022. at the same time, pending reforms of unemployment insurance
and lower unemployment will improve the finances of the unemployment insurance scheme (unédic). this reduction of
government expenditure is critical, not only for making government action more effective, but also for financing cuts in
taxes and social security contributions. The decrease in the aggregate tax and social security contribution rate

will continue to reach 44.0% of GDP in 2022 (or 43.8%, excluding France compétences, representing a cut of 1.4
percentage points of gdp over the government’s five-year term). the lower rate will benefit both corporations and
households, especially the continuing cuts in the corporate income tax rate, bringing it down to 25% in 2022, which is
the average rate in the european union countries, and the further steps to eliminate the residence tax for all households,
except for those with secondary homes. 

The 2018-2022 Public Finance Planning Act set a medium-term objective (mTo) of achieving a structural

deficit of 0.4% of potential GDP. the pace of adjustment had to be adapted temporarily, compared to the path set
out in the public Finance planning act, in order to fund the emergency measures passed. this adaptation is critical to
produce positive effects for medium-term potential growth and fiscal sustainability. it is also a limited amendment:
structural adjustment will remain strictly positive in 2019 and 2020, with an improvement of 0.1 percentage points of
gdp, rising to 0.3 percentage points of gdp in 2021.

After remaining steady in 2018, for the first time since 2007, the government debt-to-GDP ratio will increase

slightly in 2019 as a result of one-offs and then continue decreasing for the rest of the government’s five-

year term. the replacement of the competitiveness and employment tax credit with a permanent cut in social security
contributions should bring the debt ratio up to 98.9% of gdp in 2019, with the double cost incurred in the transition
year. after that, the ratio should fall until it reaches 96.8% in 2022. this would represent a decrease of 2 percentage
points of gdp over the government’s five-year term. 
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TABLE 2: ADJUSTMENT PATH

*absent the impact of creating France compétences on expenditure and revenue, with increases of €4.6 billion in 2019
and €1.5 billion in 2020, the government expenditure ratio would stand at 53.8 percentage points of gdp in 2019 and
53.3 percentage points of gdp in 2020, and the ratio of aggregate taxes and social security contributions would
stand at 43.8 percentage points of gdp in 2019 and 44.1 percentage points of gdp in 2020.  this restatement would
lower these two ratios by about 0.2 percentage points until 2022.

at the same time, government expenditure growth in real terms, excluding tax credits, would stand at 0.4% in 2019
and at 0.6% in 2020 (or 1.6% in both years in nominal terms).
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BOX 4 – EMERGENCY ECONOMIC AND SOCIAL MEASURES

The President of the French Republic announced a series of measures to address France’s economic and social emergency
on 10 December 2018:

Reversal of the increase in fuel taxes;w

An increase of €100 per month in the income of households earning the minimum wage, with a €90 increase in thew

maximum level of the in-work benefit bonus: along with the regulatory increase in the minimum wage on 1 January
2019, this exceptional increase means that people receiving the in-work benefit and earning the minimum wage will
see their monthly disposable income rise by €100 in 2019.

These two measures were passed as part of the 2019 Initial Budget Act. The exceptional increase in the in-work benefit
was implemented by the Decree of 21 December 2018. Three other emergency measures, explained below, were enacted
as part of the Emergency Economic and Social Measures Act, passed on 24 December 2018:

All employees and civil servants will be exempted from social security contributions and income tax on net taxablew

overtime pay up to €5,000 per year, starting on 1 January 2019.  For employees earning net monthly wages of
€1500 and working overtime, this represents a gain of €455 per year, based on the average number of overtime hours
shown by the data for 2015.

All companies are able to pay an exceptional bonus to employees earning less than three times the minimum wagew

(up to €3,600 per month). The bonus is exempt from income tax and all statutory and contractual contributions.
There was a time limit on this measure. Companies were required to pay the bonus by 31 March 2019.

Reversal of the 1.7-percentage-point increase in the General Social Contribution on net retirement pensions of lessw

than €2,000 per month for a single person (base taxable income of €22,580 for a single adult under the age of 65
with no other source of income). For the 3.8 million households concerned, representing some 5 million pensioners,
the contribution rate will remain at 6.6% in 2019. All in all, nearly 70% of tax households with one or more pensioners
are now exempt from the increase in the contribution rate. 

These measures represent an added cost of more than €10 billion compared to the adjustment path presented in October
2018. Back in December, the government sought to offset part of the cost with a series of measures that would improve
public finances by nearly €4 billion. These measures were first included in the Initial Budget Act, with further tightening
of tax expenditure on capital gains realised on intragroup transfers. Other measures were included in the bill submitted
by the Minister for the Economy and Finance on 6 March 2019, which will introduce a tax on digital services and amend
the phased reduction of the corporate income tax rate. Finally, further savings will be achieved on the central government
budget in the current year.

3.2 OUTTURN 2018
on 26 march 2019, the French national institute of statistics and economic studies (Insee) published the

preliminary general government accounts, which showed a deficit of 2.5% of GDP in 2018, compared to 2.8%
in 2017 and 3.5% in 2016. this improvement was made possible by containing expenditure growth at 1.3% in nominal
terms, excluding tax credits, which reduced the deficit. at the same time, discretionary tax measures in the 2018 budget
acts reduced the aggregate tax and social security contribution rate for households and corporations.

The general government deficit shrank by one quarter of a percentage point of GDP. the deficit of central
government and its agencies actually grew slightly to reach a level €2.1 billion higher than in 2017, but this was more
than offset by an improvement in the balance of social security funds of €5.4 billion and local government of €0.7 billion.

In real terms, government expenditure decreased by 0.3%. strong expenditure execution by central government
and slower growth of social security and local government expenditure helped to contain public expenditure growth and
reduce its share of gdp from 55.0% in 2017 to 54.4% in 2018, excluding tax credits. expenditure growth also turned
out to be slower than expected when the 2019 budget was being drafted. at that time, public expenditure growth was
expected to reach 1.6% in nominal terms. this slower growth was explained by the outturn under the central government
discretionary expenditure benchmark, which was €1.4 billion under the figure set in the 2018 initial budget act, along
with slower growth of social security expenditure. 

In 2018, the aggregate tax and social security contribution rate stood at 45.0% of GDP, compared to 45.2%

in 2017. the lower rate is the result of discretionary revenue measures that cut taxes and social security contributions
by €10 billion. this cut was partially offset by strong revenue growth that outstripped gdp growth, with aggregate tax
elasticity of 1.2. this growth stemmed from increased revenue from corporate and personal income tax, as a result of
strong incomes in 2017, when France’s economic growth was solid.
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3.3. STRUCTURAL BALANCE
The general government deficit shrank from 2.8% of GDP in 2017 to 2.5% in 2018. this change results from
structural adjustment of 0.2 percentage points of gdp, stemming from an equivalent structural effort. expenditure efforts
made a positive contribution of slightly more than 0.4 percentage points of gdp. this was the result of government
expenditure growth of 1.3% in nominal terms, excluding tax credits, whereas potential gdp growth was estimated at
2.2% in nominal terms3. some of this expenditure effort has helped fund measures to cut the aggregate tax and social
security contribution rate by up to 0.2 percentage points of gdp. the correction for the accrual-based measurement of
tax credits has virtually no effect on the measurement of this effort. the contribution of variations in non-discretionary
revenue to structural adjustment was neutral, since the decrease in the non-tax revenue ratio was more than offset by
the effect of tax elasticity to gdp growth. this elasticity was greater than one, standing at 1.2. Finally, the actual 1.6%
gdp growth rate outstripped the potential rate of 1.25%. this led to a cyclical improvement in the headline deficit of 0.2
percentage points of gdp. but this improvement should be wholly offset by the negative contribution of 0.2 percentage
points of gdp from one-offs, as the exceptional corporate income tax payment set in 2017 was not renewed.  

In 2019, the general government deficit should deepen by 0.6 percentage points of GDP compared to 2018,

reaching 3.1% of GDP. This deterioration should be entirely attributable to one-offs, which will make a

negative contribution of 0.7 percentage points of GDP. This will be only partially offset by positive

contributions from cyclical developments (0.1 percentage points of GDP) and improvement of the structural

balance (0.1 percentage points of GDP). One-offs should include the double cost of replacing the competitiveness
and employment tax credit with permanent cuts in social security contributions, which should come to 0.85 percentage
points of gdp. this cost will be counterbalanced by a positive contribution of 0.15 percentage points of gdp resulting
from the end of payments linked to the 3% dividend tax dispute. absent the impact of this replacement, the general
government deficit would be equivalent to 2.3% of gdp in 2019. the cyclical balance should improve as a result of 1.4%
gdp growth in real terms, compared to the potential growth rate of 1.25%. the structural adjustment of 0.1 percentage
points of potential gdp should be achieved through a structural effort, which should also be equivalent to 0.1 percentage
points of gdp. expenditure growth, excluding tax credits, as restated for France compétences, should be faster than
it was in 2018, standing at 1.6% in nominal terms in 20194. this faster growth stems in part from the increase in the in-
work benefit. with potential growth expected at 2.5% in nominal terms, the expenditure effort should be equivalent to
0.3 percentage points of gdp. On the revenue side, discretionary tax measures (excluding one-offs), should make a
negative contribution of 0.3 percentage points of gdp to structural adjustment, after restatement for France
compétences, while the variation in the correction for accrual-based measurement of tax credit refunds should make
a positive contribution of 0.1 percentage points of gdp5. the non-discretionary component is expected to be neutral
overall in terms of structural adjustment. 

In 2020, the general government deficit should shrink by 1.1 percentage points of GDP to 2.0% of GDP. This

will be the result of a rebound after paying the double cost of replacing the Competitiveness and

Employment Tax Credit and other one-offs, contributing 0.9  points, further cyclical improvements,

contributing 0.1 points, and structural improvements, contributing another 0.1 points. structural adjustment
should be achieved by means of an expenditure effort equivalent to 0.4 percentage points of gdp, after restatement for
France compétences, with growth of public expenditure, excluding tax credits, standing at 1.6% in nominal terms6,
compared to potential gdp growth of 2.5% in nominal terms. discretionary tax measures, excluding one-offs, should
make a negative contribution of 0.5 percentage points of gdp to the effort, after restatement for France compétences.
however, when measured in terms of their impact on the deficit, their negative contribution is only 0.2 points, since the
correction for accrual-based measurement of tax credit refunds makes a positive contribution of 0.3 percentage points
of potential gdp (see 9.2 Methodological annex on calculating structural adjustment)7. nevertheless, the impact of the
expenditure effort should be weakened by the effects of lower non-tax revenues in the non-discretionary component,
making a negative contribution of 0.1 percentage points of gdp.

In 2021 and 2022, the structural adjustment path should be steeper than in 2019 and 2020, at 0.3 percentage

points of GDP each year. the headline deficit should improve by 0.8 percentage points of gdp between 2020 and
2022, including a 0.7-point contribution from the improvement in the structural balance and a 0.1-point improvement
in the cyclical balance. this means the structural deficit should be equivalent to 1.3% of potential gdp in 2022. the real

3 Expenditure growth of 1.4%, excluding one-off expenses, along with a slightly smaller loss resulting from the 3% dividend tax dispute in 2018 compared to 2017. 

4 Or 1.9% excluding one-offs.

5 This will be the result of the Competitiveness and Employment Tax Credit rate falling from 7% to 6% for refunds paid in 2018.

6 Or 1.7 % excluding one-offs.

7 By convention, expenditure one-offs are restated under expenditure efforts, while revenue one-offs are restated under revenue efforts as revenue from discretionary
tax measures. However, the impact of the revenue one-off representing the replacement of the Competitiveness and Employment Tax Credit can be seen both in
discretionary tax and contribution measures and in the correction for accrual-based measurement of tax credits. This means that it is the sum of the revenue effort
and the effort in the correction for accrual-based measurement of tax credits that needs to be considered.
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economic growth rate over this period should be steady at 1.4% and the potential growth rate should start to pick up
slightly in 2021 to stand at 1.35% in 2022. average expenditure growth in real terms should stand at 0.2% in 2021 and
2022, representing an average expenditure effort of 0.6 percentage points of gdp. this expenditure effort will make it
possible to cut taxes further, in keeping with the target of lowering the corporate income tax rate to 25% by 2022 and
eliminating the residence tax on primary residences. these tax cuts should lessen the pace of structural adjustment.

TABLE 3: STRUCTURAL BALANCE ADJUSTMENT PATH AND BREAKDOWN OF STRUCTURAL ADJUSTMENT

* absent the impact of creating France compétences on expenditure and revenue, with increases of €4.6 billion in 2019
and €1.5 billion in 2020, the expenditure effort would stand at 0.3 percentage points of GDP in 2019 and 0.4

percentage points of GDP in 2020, and the contribution of discretionary revenue measures to the structural ef-
fort would stand at - 0.3 percentage points of potential GDP in 2019 and - 0.5 percentage points of potential

GDP in 2020.

BOX 5 - ONE-OFFS TAKEN INTO ACCOUNT WHEN EVALUATING FRANCE’S STRUCTURAL
BALANCE

France introduced structural balance-based fiscal governance for the implementation of the Treaty on Stability, Coordination
and Governance (TSCG). The structural balance corresponds to the general government balance adjusted for direct cyclical
effects and for one-offs. This type of governance prevents the pro-cyclical effects produced by managing public finances
based on the headline balance.

In response to a request from the High Council on Public Finance, the report appended to Public Finance Planning Acts
since the 2014-2019 Act sets out the government’s rules on one-offs and proposes a set of criteria to define one-offs.
This is true of the 2018-2022 Public Finance Planning Act in particular.

On the revenue side, the timing for recognition of losses stemming from exceptional tax disputes in the national accounts
cannot be foreseen because it depends on the timing and outcome of the proceedings and the courts’ final rulings. These
losses have been classified as one-offs8. The on-going disputes involve refunds to foreign UCITS, refunds relating to the
Ruyter9, Stéria10, Messer11, Précompte disputes and the disputed 3% tax on dividends (which has been recognised as
an expense rather than a reduction in revenue in Insee’s provisional 2017 accounts, published in March 2018). The
exceptional corporate income tax payment for large corporations in 2017 has also been included in one-offs, since it was
not foreseen when the Public Finance Planning Act was drafted. Moreover, it relates to a dispute and it has a significant

8 Expenditure and revenue are recorded on an accrual basis in the system of national accounts, except in special cases, in compliance with the European System
of Accounts of 2010. This means they are recorded, “when economic value is created, transformed or extinguished, or when claims and obligations arise, are
transformed or are cancelled” §1.101. Consequently, losses stemming from tax disputes will be recorded in the year when the courts make their final rulings, which
correspond to liabilities. On the other hand, the losses will be recorded in budgetary accounting on the basis of cash receipts or disbursements, which may occur
before or after the courts hand down their final rulings.
9 Dispute concerning French social security contributions under European Union law. 

10 Dispute concerning dividends received from European subsidiaries.

11 In its ruling of 25 July 2018, the CJEU found that the contribution to the public electricity service (CSPE), as it stood prior to 2016, could not have objectives
of territorial and social cohesion, or administrative objectives. 

S t a b i l i t y  P r o g r a m m e  2 0 1 9 - 2 0 2 2

^NR)])QS)8'>`) *Y!;) *Y!Z) *Y*Y) *Y*!) *Y**)
5NRNJFH)LKPNJRMNRE)GFHFRUN)^!`) [*"< [1"! [*"Y [!"? [!"*
V+-%6#&(#8K5B"-.6"( 04/( 304C 141( 04;( 04;(

-IUHCUFH)GFHFRUN)^*`) [Y"* [Y"! Y"Y) Y"Y) Y"!)
#RN[KTTD)^FD)F)])KT)OKENRECFH)578`)^1`) [Y"* [!"Y [Y"! Y"Y) Y"Y)
/EJSUESJFH)GFHFRUN)^FD)F)])KT)OKENRECFH)578`)^!`[^*`[
^1`) [*"! [*"! [!"Z [!"? [!"1

!"*5D"5*#&(#8K5B"-.6"( 04/( 041( 041( 04?( 04?(
!"*5D"5*#&(.::+*"( 04/( 041( 04/( 04?( 04?(
M&64%"'&-03%()%"I"0@")R"36@%"6) 1E.9 1E.<> 1E.W> 1E.9 1E.9

*X5"0+&'@%")"22-%') E.W) E.<>) E.7>) E.;) E.V)
!-%%"4'&-0)2-%)344%@3#1$36"+)R"36@%"R"0')-2)'3X)

4%"+&'6) E.E) E.<) E.7) 1E.< 1E.<

V+638%BD*."%+6#*'(D+-H+6.6"( 040( 040( 3041 040( 040(



-  2 5 -

impact on the balance for one year and no lasting impact in the future. Finally, discretionary revenue measures in 2019
have been restated to account for the double cost of replacing the Competitiveness and Employment Tax Credit with a
permanent cut in social security contributions. This cost has been treated as a one-off.On the expenditure side, interest
payments owed on dispute settlements have also been recorded as one-offs. In addition, the change in the timing of
recognition of sales of mobile phone licenses is also classified as a one-off, as was the case for recognition of the EU
Amending Budget No. 6 following a major change in recognition rules. The impact of sales of transmission frequencies
on the general government balance has been spread out over the planning period since the second quarter of 2018
instead of recognition when new frequencies are released, as it was decided at the time when the Public Finance Planning
Act was drafted.

TABLE 4: ONE-OFFS EXCLUDED FROM THE STRUCTURAL BALANCE UNDER THE NATIONAL SYSTEM
OF ACCOUNTS

nb: the figures given in this table do not predict the outcome of the disputes; they merely reflect a conservative
approach to multiyear public finance projections. therefore, the figures shown are subject to change as a result of the
courts’ final rulings.(*) these one-offs correspond to expenditure as defined in esa 2010, but they are recognised as
reduced revenue in the structural breakdown of the deficit. the correction for the accrual-based measurement of tax
credits ensures consistency with the esa 2010 rules (see Methodological annex).

3.4 GENERAL GOVERNMENT BALANCE BY SUB-SECTORS 
after achieving a deficit equivalent to 2.5% of gdp in 2018, the effort to contain government expenditure will continue
between 2019 and 2022. this effort will be shared by all general government sub-sectors: central government will
contain its expenditure under the benchmark; local governments will continue to make major efforts to moderate their
operating expenditure growth, under the terms of the contracts introduced under the public Finance planning act (see
6.1.3. - streamlining local government expenditure). social security funds will also take part in containing public
expenditure by meeting a national healthcare expenditure growth target, which will be lowered to 2.3% per year again
for the period from 2020 to 2022. this fiscal consolidation effort should reduce the public expenditure ratio by 2.7
percentage points of gdp between 2017 and 2022 (or 2.9 points after restatement for the inclusion of France
compétences). 

the aggregate tax and social security contribution rate should fall by 1.1 points between 2017 and 2022 to reach 44.0%
of gdp in 2022 (or 1.4 points after restatement for France compétences). the further reduction of the aggregate tax
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and social security contribution rate, after sharp cuts for corporations and households in 2018, will result in 2019 from
the replacement of the competitiveness and employment tax credit with a permanent cut in contributions, particularly
contributions on low-wage jobs. the reduction will also be the result of further cuts in the corporate income tax rate to
bring it down to 25% in 2022, which is consistent with the average rate in the european union countries, and the next
phases in abolishing the residence tax for primary homes.

these objectives, combined with a lower public expenditure ratio, should make it possible to achieve a headline deficit
of 1.2% of gdp by 2022. the central government balance will be hit by the double cost of replacing the competitiveness
and employment tax credit in 201912 and by the official transfer between central government and other central
government bodies concerning the sncF réseau debt assumed in 2020 and 2022. if these one-offs were excluded,
the balance for all sub-sectors would show steady improvement over the period.

TABLE 5: GENERAL GOVERNMENT LENDING CAPACITY (+) / BORROWING REQUIREMENT (-)13

notes: the central government’s assumption of €25 billion of the sncF réseau debt in 2020 and €10 billion in 2022
will deepen the central government deficit by the same amounts and improve the balances of other central government
bodies. absent this transfer, which is neutral for the general government balance, the central government deficit would
stand at 3.0% in 2020 and 3.1% in 2022, while the other central government bodies balance would stand at a deficit
of 0.1% in 2020 and balance out at 0.0% in 2022.

3.5 PUBLIC EXPENDITURE 

3.5.1 GENErAl GovErNmENT ExPENDITurE

General government expenditure grew by 1.3% in nominal terms in 2018. This was down sharply from the

2.4% growth seen in 2017 and marks a decrease of 0.3% in real terms for the first time in several decades.

Efforts to contain expenditure over the forecast period should lead to growth of 0.2% in real terms over the

period from 2018 to 2022 (after restatement for France Compétences, see chart). This is to be compared to

average growth of 1.2% per year seen over the period from 2008 to 2017.

Nominal growth of general government expenditure, excluding tax credits, stood at 1.3% in 2018, following
2.4% growth in 2017. the slower growth stems primarily from slower growth of central government expenditure.
containment of civil service wage growth, along with savings measures targeting subsidised employment contracts
and housing benefits made it possible to limit central government expenditure growth to 0.5% on a like-for-like basis
(see table 6). the slower growth of central government expenditure shown in the national accounts can also be linked
to the recapitalisation of areva nuclear power group recognised as an expense of €4.5 billion in 2017 and, to a lesser
extent, to smaller losses on refunds of the disputed 3% dividend tax, which came to €3.7 billion in 2018, compared to
€4.7 billion in 2017. local government expenditure posted strong growth of 2.4%, excluding transfers. this growth
stemmed from investment expenditure patterns related to the local election cycle, but was still contained under the
terms of contracts concerning operating expenditure growth. social security funds’ expenditure growth slowed slightly,
with increases in the wage bill resulting from pay raises awarded in 2017 and a national healthcare expenditure growth
target capped at 2.3%. 

In 2019, nominal expenditure growth, excluding tax credits, should pick up slightly to 1.6%, after stripping out
expenditure of €4.6 billion on France compétences, the national vocational training authority established in 2019 and
included in the general government sector. central government expenditure growth should continue to be moderate,
at 1.0%, with savings produced by reforms of the housing sector and subsidised employment contracts, along with a

12 A transfer of some €24 billion in VAT revenue will compensate the social security funds for the cost of further cuts in contributions in 2019. Therefore, central
government will bear the cost of the Competitiveness and Employment Tax Credit claims accruing in 2019 for credits accumulated in 2018 and earlier years, as
well as the cost of the transfer of VAT revenue to the social security funds.
13The sub-sectors’ respective contributions to the efforts in 2020 and 2021 are determined by convention.
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savings target of €1.5 billion to help finance the economic and social emergency measures. this should partially offset
the rebound in expenditure growth linked to the increase in the in-work benefit included in the initial budget act. local
government expenditure growth should be slightly faster, since 2019 is the last year in the local election cycle. it should
stand at 2.7%, up 0.2 percentage points compared to 2018. Most of the faster growth will stem from the resumption
of the 1.2% operating expenditure growth rate under the local government contracts, which will be partially offset by
slightly slower growth of local government investment expenditure. social security funds’ expenditure growth should be
slightly higher, but still contained. this faster growth is related to limited increases in pensions and social benefits, which
will rise by 0.3%, as well as from lower expenditure by the unemployment insurance scheme (unédic) as the economy
improves and the scheme complies with the guidelines issued.   

General government expenditure, excluding of tax credits, should fall from 54.4% of GDP in 2018 to 54.0%

in 2019 (or 53.8%, excluding France compétences). continuing efforts by all general government sub-sectors to contain
expenditure in 2020 should reduce this share to 53.5% of gdp (or 53.3%, excluding France compétences). the average
growth rate of general government expenditure between 2018 and 2022 in real terms should stand at 0.2%, which
should make it possible to reduce the expenditure ratio by 2.9 percentage points of gdp over the government’s five-
year term. this ratio should stand at 52.3% of gdp in 2022, or 52.1% excluding France compétences.

TABLE 6: CHANGE IN GENERAL GOVERNMENT EXPENDITURE BY SUB-SECTOR

* nominal expenditure, excluding tax credits and transfers between general government sub-sectors.

** restatements: 

- in 2018, the expenditure of central government and other central government bodies have been corrected to account
for the elimination of the solidarity fund, which had been part of other central government bodies. the relevant
expenditure and revenue have been transferred to central government. not on a like-for-like basis, other central
government bodies’ expenditure would decrease by 3.4% and central government expenditure would increase by
0.9%. the elimination of the solidarity fund increases central government spending by €2.5 billion and decreases
other central government bodies’ expenditure by the same amount. Other restatements relate to changes such as the
expensing of the energy transition tax credit, which will entail a double cost in the transition year 2020.

- in 2018 and 2019, central government expenditure is restated to account for refunds of the 3% dividend tax (€4.7
billion in 2017, €3.7 billion in 2018 and €0.2 billion in 2019). by convention, these refunds were recorded as expenditure
in the national accounts, whereas the other dispute settlements were recorded as reduced revenues.

- in 2019 and 2020, other central government bodies’ expenditure and general government expenditure are restated
to account for the creation of France compétences. this restatement will also affect local government expenditure,
since local governments have transferred some of their vocational training expenditure to France compétences. the
relevant sums are €4.6 billion in 2019 and €1.5 billion in 2020 (net of the reduced expenditure for regions). 

- in 2020, other central government bodies’ expenditure is also restated to account for interest expenditure related to
the central government’s assumption of €0.8 billion in debt owed by sncF réseau.  central government expenditure
has also been restated to reflect this increase in interest expenditure. the assumption of the debt is automatically
restated under this consolidated presentation that excludes transfers between sub-sectors.
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REAL GENERAL GOVERNMENT EXPENDITURE GROWTH EXCLUDING TAX CREDITS FROM 2003 TO 2022

Expenditure growth (in real terms, excluding tax credits)
Expenditure growth, excluding France Compétences (in real terms, excluding tax credits)

3.5.2 CENTrAl GovErNmENT ExPENDITurE

the French government is still committed to further fiscal consolidation through targeted efforts to reduce general
government expenditure, in compliance with the 2018-2022 public Finance planning act. Following the major efforts
made in recent years and the results obtained in 2018, containment of central government expenditure will

continue in 2019 and in later years. 

in 2018, the discretionary expenditure benchmark and the total central government expenditure target (Odete) set out
in the initial budget act were both met. discretionary expenditure came in at €1.4 billion under the forecast in the initial
budget act. this good outturn was partially offset by expenditure under the total central government expenditure target,
which ultimately stood at €425.3 billion, as opposed to the €425.7 billion originally forecast in the initial budget act. after
the initial budget act was enacted, the levy on revenue paid to the european union increased by €0.4 billion and the
balancing contribution paid from the general budget to the central government debt and cash management account
rose by €0.3 billion. the increase in transfers to local governments, which were up by €0.3 billion, also offsets the good
outturn of expenditure under the discretionary expenditure benchmark. ultimately, it reduces the compliance with the
total central government expenditure target to €0.4 billion, compared to the initial budget act. compliance with the
discretionary expenditure benchmark and the total central government expenditure target helped to reduce the central
government budget deficit outturn, compared to the initial budget act (with a deficit of €76.1 billion, compared to €85.7
billion). 

in 2019, the government announced that it will achieve savings of €1.5 billion under the central government expenditure
benchmark compared to the initial budget act. these savings will be used to help fund the economic and social
emergency measures. the exercise to enhance the truthful representation of the €4 billion in appropriations to the
contingency reserve at the start of the year will make it easier to reach this goal. this exercise entailed shifting some of
contingency reserve funds for non-discretionary expenditure towards discretionary expenditure to ensure that the funds
will be available in the current year. 

Implementation of the reforms introduced in 2017 and 2018 will continue in 2019, with: 

Further transformation of housing policy (means-testing for housing benefits based on current income and thew

measure to introduce means-tested rent reductions for public housing tenants);

public broadcasting reform;w

continuing reduction in the volume of subsidised employment contracts and deployment of the employmentw

inclusion fund, which pools policy resources at the regional level for schemes to promote inclusion through
employment (pec, iae);

limited increases in certain central government benefits, such as a 0.3% increase in pensions.w

simplification of business subsidies. w
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as was the case in 2018, the containment of central government expenditure will still ensure financing for the

Government’s priorities, such as:  

More resources for the state’s sovereign functions, with increased resources for the armed forces and jobw

creation in the security and justice sectors;

boosting households’ purchasing power and incentives for working, including an increase in the in-work benefit;w

ecological transition support for low-income households, including an increase in the energy bonus, raising thew

average amount paid to 3.7 million households to €200 in 2019 and expanding the programme to cover the 20%
of households with the lowest incomes.    

better policy to fight unemployment with more active policies for employment, the investment in skills plan andw

efforts to promote education;

More effective support for the most vulnerable citizens based on a targeted social expenditure policy and a planw

to fight poverty with the aim of enhancing support for entering the labour market and ensuring that the most
underprivileged citizens have access to essential goods and services; 

increased government investment in the broadest sense, with the deployment of the great investment plan.w

in addition, containment of the growth of total central government expenditure in 2019 will be accentuated by a decrease
in debt service (see box 6).

implementation of savings measures and efforts to contain central government expenditure will continue in the years from
2020 to 2022. slightly faster growth of central government expenditure will occur in 2020 as a result of a sharp increase
in the levy on revenue paid to the european union. this amount will rise by nearly €1.5 billion. the cost of debt service
shown in the national accounts will also be stable, after the projected decrease of €2.5 billion in 2019.

BOX 6 – CENTRAL GOVERNMENT BORROWING COST AND INTEREST RATE ASSUMPTIONS

In 2018, France continued to enjoy favourable borrowing terms as a result of the European Central Bank’s accommodative
monetary policy and unwavering investor confidence. Yields at issue for short-term government securities were negative
at -0.60% on average and yields on securities maturing at more than one year averaged 0.53%.

The interest rate path underlying the debt service cost forecast is based on the assumption that the ECB will raise its policy
rates in 2020, in keeping with its forward guidance and other macroeconomic parameters applied in the Stability
Programme. This means that short-term yields will start to rise in 2020. At the same time, gradual macroeconomic
strengthening and the fading moderating effects of the ECB’s asset purchase programme are likely to result in a rise in
medium-term and long-term yields. The assumption is that the 10-year yield will rise by 75 basis points per year.

Interest expenditure should decrease for general government as a whole in 2019 and 2020, despite the increase in
outstanding debt in nominal terms, as a result of refinancing at lower rates over the last few years. In 2019, the decrease
could also be attributed to the 2018 base effect, since index-linking resulted in increased interest expenditure as inflation
rose in 2018. Farther out, interest expenditure should increase with the expected increases in interest rates. 

S t a b i l i t y  P r o g r a m m e  2 0 1 9 - 2 0 2 2

%RQ)KT)INFJ)HNPNHD)
^TKJNUFDED`) *Y!Z) *Y*Y) *Y*!) *Y**)
!M+*"3".*-('%.&8B(=?3-+6"M(
^TQB>( 304/0Z 04I0Z( 14F0Z( /410Z(

c+6,3".*-('%.&8B(=103'.#*(
@STB>( 14/FZ( /400Z( /4IFZ( ?4F0Z(



-  3 0 -

CHART 1: GENERAL GOVERNMENT INTEREST RATE EXPENDITUREIN 
THE NATIONAL ACCOUNTS

An extended rebound to higher yields than those presented above could gradually increase the cost of debt service to a
higher level than that forecast in this Stability Programme. The chart below shows the impact of a shock of a 100-basis-
point jump in early 2019, on the entire yield curve and for the entire forecast period, compared to the baseline scenario.
The impact would be felt gradually because the debt would be refinanced in stages. For example, this shock would reduce
structural adjustment by an average of 0.1 percentage points of GDP starting in 2019.

GRAPH 2: IMPACT OF A PERMANENT RATE INCREASE OF 1% ON THE DEBT SERVICE 
FOR NEGOTIABLE DEBT OF THE STATE

Debt servicing costs are also sensitive to inflation because of the substantial share of inflation-linked bonds, which account
for approximately 13% of the outstanding negotiable central government debt securities with maturities of one year or
more. A positive or negative 0.1% deviation in the consumer price index (excluding tobacco) in France and in the euro area
leads to a variation of approximately €0.2bn in interest expenditure.

Beyond these direct effects, we should point out that higher yields stemming from faster growth would, all else being equal,
lead to an increase in government revenue that would offset the increased cost of debt service. As long as structural
efforts continue for the rest of general government expenditure, the ultimate effect of this type of cyclical shock on the
general government balance would be positive.
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3.5.3 ExPENDITurE oF oTHEr CENTrAl GovErNmENT BoDIES

in 2018, expenditure of other central government bodies, most of which are “central agencies”14, decreased by 3.4%
compared to 2017. this decrease stems mainly from the elimination of the unemployment solidarity Fund (Fsch) and
the relevant €2.5-billion expenditure, which was transferred to the central government sector in 2018. On a like-for-like
basis, without the Fsch, other central government bodies’ expenditure would decrease slightly, dropping by 0.3%15,
with contrasting developments for different bodies:

the guarantee fund for victims of terrorism and other criminal acts (Fgti) saw a big drop in its expenditure, whichw

fell by €0.6 billion, following an increase in 2017, when large provisions were set aside for various incidents; 

expenditure for some major infrastructure projects, including the French transport infrastructure financing agencyw

(aFitF), the lyon-turin tunnel (telt) and the canal seine nord europe (scsne) projects, was up by €0.2 billion;

other central government bodies’ expenditure under invest for the Future programmes (pia) 1 and 2 was virtuallyw

unchanged from 2017.

Finally, the inclusion of sncF réseau in the other central government bodies subsector, following the notificationw

in October 2018, results in a conventional increase in the subsector’s expenditure. in both 2017 and 2018, the
sncF réseau deficit shown in the national accounts stood at €2.5 billion and was fully expensed.

containment of other central government bodies’ expenditure starts with closer monitoring of their resources, by means
of periodic lowering of the caps on earmarked taxes, with a reduction of €0.9bn, excluding the unemployment solidarity
Fund, and by banning these bodies from incurring debt with maturities of more than 12 months in the form of bank
borrowing, in accordance with the provisions of the 2018-2022 public Finance planning act. central government
agencies’ expenditure for the invest for the Future programme (pia) is monitored at the central level by the general
secretariat for investment, which reports to the prime Minister and also monitors all of the actions under the great
investment plan. expenditure reported on sncF réseau should start to decrease with the rationalisation effort introduced
by act 2018-515 of 27 June 2018 on a new railways pact. the provisions of the act should enable the publicly owned
group to achieve economic equilibrium by the end of the government’s five-year term.

in 2019, other central government bodies’ expenditure should see faster growth of 9.6%, following the creation of the
new government-funded institution, France compétences. absent France compétences, other central government
bodies’ expenditure would rise by only 1.8%16 on a like-for-like basis. this increase would stem primarily from higher
intervention expenditure on major infrastructure projects, such as the projects financed by the French transport
infrastructure financing agency (aFitF) and the rollout of the “initiatives copropriétés” and “habiter Mieux” programmes
by the national housing improvement agency (anah).

Other central government bodies’ expenditure growth should slow slightly in 2020 to stand at 1.3%, excluding France
compétences. 

3.5.4 SoCIAl SECurITy FuNDS’ ExPENDITurE

In 2018, social security funds’ expenditure grew by 1.9%, compared to growth of 2.0% in 2017. On a like-for-like basis,
which mainly means stripping out the effects of the 2017 transfer of the funding for vocational rehabilitation centres for
disabled adults (esat) from central government to social security funds, the latter’s expenditure growth was slightly
higher, at 1.9%, compared to 1.7% in 2017. the faster growth can be attributed to an increase in expenditure on
benefits, which was partially offset by slower growth of expenditure on personnel.

expenditure on benefits showed much faster growth, at 2.2%, compared to 1.7% in 2017. this was mainly attributable
to faster growth of expenditure on old-age benefits, which grew by 2.7%, compared to 1.7% growth in 2017. this
expenditure growth was driven by both prices and volume. price increases contributed 0.4 percentage points to the
overall increase. this contribution stems from higher inflation in 2017, and the full-year effect in 2018 of the increase in
basic retirement benefits that came into force in October 2017. Meanwhile, the volume of new retirees claiming benefits
was back to its usual level. the implementation of the 2010 pension reforms was completed in 2017. 

at the same time, postponement of implementation of the “agreement on professional development, careers and
compensation” from 2018 to 2019, the end of the impact of civil service pay raises in 2016 and 2017 and a policy to

14 Central government agencies and other central government bodies do not cover exactly the same entities: the former are defined in budgetary terms, while the
latter are listed by the French national institute of statistics and economic studies (Insee) on the basis of national accounts criteria. Some two-thirds of other central
government bodies’ expenditure can be attributed to entities that are also central agencies. At the same time, some three-fifths of the central agencies’ expenditure
can be attributed to other central government bodies.
15 In this instance, other central government bodies’ expenditure includes transfers to other general government subsectors, which is not the case in Table 6.

16 In this instance, other central government bodies’ expenditure includes transfers to other general government subsectors, which is not the case in Table 6.
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contain expenditure growth meant that social security funds’ wage bill growth slowed drastically from 2.4% in 2017 to
0.6% in 2018. 

Moreover, the national healthcare expenditure growth target (Ondam), which was set at €195.4 billion for 2018, was met.
the government’s successful management meant that healthcare expenditure growth was lower, which made it possible
to reallocate €300 million to hospitals. 

In 2019, social security funds’ expenditure should show similar growth to that seen in 2018, standing at 2.0%, compared
to 1.9 in 2018. 

expenditure on benefits should grow at the same rate of 2.2%. growth of expenditure on old-age benefits should be
slightly slower, at 2.6%, compared to 2.7% in 2018. the effect of prices should be virtually the same as in 2018: the
increase in basic pension benefits should be contained at 0.3%, making it possible to reduce this expenditure. On the
other hand, a further increase in inflation will boost expenditure on supplementary pensions, despite agirc-arrco
agreement limiting index-linking to one percentage point less than inflation, excluding tobacco. this agreement will run
until november 2019.  nevertheless, the growth in the volume of new retirees claiming benefits will be slightly slower,
as the solidarity coefficients and financial incentives for postponing retirement introduced under the October 2015 agirc-
arrco agreement enter into force. 

the growth of expenditure on health insurance should be slightly faster as a result of the national healthcare expenditure
growth target of 2.5% for 2019. this exceptionally high target covers the investment needed for the strategy to transform
the healthcare system.

expenditure on unemployment benefits will be affected by the negotiations between management and labour
representatives aimed at changing the benefit rules, as provided for under the act of 5 september 2018 on the freedom
to choose one’s future career. these negotiations ended in February 2019 with no agreement, which means the
government is preparing to step in. the guidelines for the negotiations set out the objectives of the reform: improving
the method for calculating benefits in order to end the incentives for signing multiple short-term contracts; adapting
benefits according to certain characteristics to account for the ability of each jobseeker to find a new job, expanding
eligibility for benefits to workers who resign and self-employed workers (universal unemployment insurance); giving
employers an incentive to limit successive terminations of employment contracts. implementation of the new benefit rules
will help reduce the debt of the unemployment insurance scheme. the guidelines included estimates of savings, which
are expected to average between €1 billion and €1.3 billion per year in 2019, 2020 and 2021. the public finance forecast
presented here is based on these figures, but it also acknowledges the fact that savings in 2019 could be smaller
because of phased implementation.

In 2020, social security funds’ expenditure growth should slow to 1.5%, compared to 2.0% in 2019. the slower growth
could be attributed to slower growth of expenditure on benefits resulting from a level of savings close to that achieved
in 2019. the full effects of the incentives for postponing retirement under the agirc-arrco agreement should also slow
expenditure growth, along with further decreases is expenditure on unemployment insurance stemming from the
business cycle and the growing impact of reforms. 

the effort to contain social security funds’ expenditure growth will continue between 2020 and 2022.

3.5.5 loCAl GovErNmENT ExPENDITurE

In 2018, local government expenditure growth (including transfers) stood at 2.4%, compared to 2.2% in 2017.
the faster growth can be attributed to faster growth of local investment expenditure17, with the next municipal elections
two years away. local community investment expenditure grew by 6.4%, when corrected for the specific activity of
société du grand paris (sgp). at the same time, the Financial pact with central government has kept local government
operating expenditure growth down to only 0.8% (as reported in the national accounts). this can be attributed to
crosscutting measures to cap wage bill growth at 1.2% in nominal terms for the period from 2018 to 2020 under the
terms of the contracts with 322 local governments. in the meantime, sgp’s expenditure continued to rise.

local government expenditure growth should be slightly faster in 2019, at 2.6%. the faster growth should be
attributable to a resumption of 1.2% growth of local government operating expenditure under the target set in the public
Finance planning act, compared to 2018, when growth fell short of the target. the breakdown shows that expenditure
on personnel should be sustained by the resumption of the measures introduced under the “agreement on professional
development, careers and compensation”, while the decline in the workforce employed under subsidised contracts
should be slower. intermediate consumption expenditure growth should be contained as price increases slow down. 

local government investment expenditure should grow by 4.9% in 2019, which is slower than the growth posted in 2018
and consistent with the previous election cycle. local government will also undertake some exceptional asset sales in
2019. the expenditure of société du grand paris will continue to grow.

17 Includes gross fixed capital formation, investment subsidies and land purchases.
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The municipal election cycle will cause a sharp slowing of local expenditure growth in 2020. local government
expenditure is expected to grow by only 0.4% in 2020. in addition to the expected 3.6% decline in their investment
expenditure, local governments will continue their efforts to contain their wage bills and operating expenditure growth
in order to meet the operating expenditure growth target of 1.2% set out in the public Finance planning act. the path
for later years assumes continued compliance with the operating expenditure growth target and an investment
expenditure pattern that is consistent with previous election cycles.

3.6 PUBLIC REVENUE

3.6.1 GENErAl GovErNmENT rEvENuE

The aggregate tax and social security contribution rate fell slightly in 2018 to 45.0% of GDP, compared to

45.2% in 2017. Tax cuts more than offset the spontaneous increase in taxes and contributions that

outstripped GDP growth, with tax elasticity standing at 1.2. The aggregate rate will fall more sharply in 2019

to reach a low of 44.0% of GDP as a result of replacing the Competitiveness and Employment Tax Credit with

a cut in social security contributions, as well as the discretionary measures announced in December. In

2020, there should be a slight rebound in the aggregate rate to 44.4%, as a result of the fading effects of the

replacement of the Competitiveness and Employment Tax Credit18. This forecast incorporates all of the

measures passed or announced by the government, along with the usual pattern of local taxes over the

local election cycle and reimbursements related to on-going tax disputes.

In 2019, the aggregate tax and social security contribution rate should fall by 1 percentage point to 44.0%

of GDP (or 43.8% excluding France compétences). discretionary tax measures will reduce taxes and contributions by
€29 billion (excluding the impact of creating France compétences, see table 7) and account for all of the decrease in
the aggregate rate. spontaneous growth should be in line with gdp growth, with tax elasticity equal to one. even with
the exclusion of the temporary effect of replacing the competitiveness and employment tax credit, which accounts for
two-thirds of the decrease, the cut is still significant and primarily benefits households. the relief for households can be
attributed to the exemption of overtime pay from taxes and social security contributions, starting in January 2019, and
the cut in the general social contribution for pensioners with low incomes under the terms of the emergency social and
economic Measures act, along with the second phase in abolishing the residence tax and the full-year effect of the
complete elimination of employees’ contributions for unemployment insurance on 1 October 2018. in addition to the
replacement of the competitiveness and employment tax credit, discretionary measures aimed at corporations include
the introduction of the tax on digital services and the postponement of the cut in the corporate income tax rate for
corporations with sales of more than €250 million, as set out in the bill submitted on 6 March 2019. Furthermore,
spontaneous growth of taxes and social security contributions should revert to matching gdp growth, after significantly
outstripping it for three years. Finally, the introduction withholding at source for personal income tax in 2019 should
mean that the tax burden on all French taxpayers is more closely aligned with their current income.

In 2020, the aggregate tax and social security contribution rate should rise slightly to 44.4% of GDP (or 44.1%,
excluding France compétences). Once again, spontaneous revenue growth should match gdp growth. consequently,
any variation in the aggregate tax and social security contribution rate can be attributed solely to discretionary measures.
such measures will help cut taxes and contributions by nearly €3.1 billion for households and by €2.4 billion for
corporations. however, the aggregate impact of discretionary tax measures seems to lead to an increase because of
the temporary rebound effect after the double cost of replacing the competitiveness and employment tax credit. the
national accounts balance shows that the replacement of the competitiveness and employment tax credit is fully
expensed in 2019, when the replacement occurs, but the temporary effect on the aggregate tax and social security
contributions rate will last longer, as corporations’ accrued tax credit claims are refunded over time. in the cash-based
budgetary accounts, the measures would cut revenue by €20 billion in 2019, and by only €7 billion in 2020. in addition
to these effects on the calculation of taxes and social security contributions, which do not affect the general government
balance, continued efforts to cut taxes for households will include the last phase of eliminating the residence tax for the
80% of households with the lowest incomes and efforts to cut corporate taxes will include further cuts in the corporate
income tax rate. 

In later years, further expenditure efforts should make it possible to finance more cuts in taxes and social security
contributions, lowering the aggregate rate by 1.4 percentage points of gdp between 2017 and 2022 (after restatement
for France compétences), with the elimination of the residence tax and the reduction of the corporate income tax rate
to 25% for all corporations by 2022. the adjustment path through 2022 is based on spontaneous growth of taxes and
contributions remaining in line with nominal gdp growth (tax elasticity equal to one). 

18 Tax credits are recorded according to budgetary accounting concepts. They are recorded as tax decreases for the amount paid. The national accounts treat
them differently, recording refundable or deferred tax credits as claims reported on the government. This results in a smaller decrease of some €10 billion for 2018,
2019 and 2020.
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TABLE 7: MAIN DISCRETIONARY TAX MEASURES IN 2018-2020 (RESTATED FOR THE CREATION OF
FRANCE COMPÉTENCES)

* effect on tax and social security contributions rate, not the effect on the balance

** discretionary tax measures excluding France compétences

TABLE 8: TAXES AND SOCIAL SECURITY CONTRIBUTIONS

3.6.2 CENTrAl GovErNmENT rEvENuE

In 2018, taxes and social security contributions assessed by central government stood at 13.7% of gdp, down by 0.6
percentage points of gdp compared to 2017 as a result of discretionary tax measures and transfers. tax cutting
measures for households and corporations mainly affected central government revenue. the end of the exceptional
corporate income tax payment for large corporations passed in 2017 and the payment of competitiveness and
employment tax credit claims (as the rate was raised from 6% to 7% for 2017 and the claims from 2014 were paid for
the first time at the 6% rate) will also reduce central government revenue. when discretionary tax measures are excluded,
the growth of taxes and contributions assessed by central government stood at 4.1%, outstripping gdp growth of
2.5%. a brighter macroeconomic environment in 2017 and 2018 boosted corporations’ taxable income, thereby
increasing the revenue generated by corporate income taxes. in addition, revenue from personal income tax on 2017
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income was also lifted by previous strong payroll growth. strong consumption and investment growth also sustained

vat revenue. 

In 2019, taxes and social security contributions assessed by central government are expected to decline by 1.1

percentage points of gdp, primarily as a result of discretionary tax measures and transfers. More specifically, central

government revenue will be affected by the double cost of replacing the competitiveness and employment tax credit

with a cut in social security contributions, resulting in a €20-billion cut in taxes and social security contributions. central

government’s revenue will also be affected by payment of competitiveness and employment tax credit claims accrued

in previous years as the same time as central government has to compensate the social security funds for their loss of

revenue stemming from contribution cuts. central government will also have to continue bearing the cost of the phased

elimination of the residence tax for 80% of households. if these discretionary measures were excluded, taxes and social

security contributions assessed by central government would have grown a bit faster than gdp. this growth would

have been driven mainly by corporate income tax revenue boosted by sustained growth of taxable earnings in 2018.

In 2020, taxes and social security contributions assessed by central government should increase by 0.4 percentage

points of gdp, rebounding after the double cost of replacing the competitiveness and employment tax credit with a

cut in social security contributions. this rebound will be only partially offset by the next phase of eliminating the residence

tax and the cut in the corporate income tax rate. with the exclusion of discretionary measures, taxes and social security

contributions assessed by central government should post spontaneous growth that outstrips gdp growth as revenue

from corporate income tax continues to be driven by sustained growth of gross operating surpluses in 2019 and even

stronger growth in 2020. 

3.6.3 SoCIAl SECurITy FuNDS’ rEvENuE

In 2018, social security funds’ revenue growth was slower, standing at 2.8%, compared to growth of 3.3% in 2017. Most

of the growth came from social security contributions on income from work and on investment income. the continuing

strength of the economy meant that contributions grew by 3.2%, compared to 3.1% growth in 2017.

the shares of taxes and social security contributions changed in 2018. social contributions as a share of aggregate taxes

and social security contributions decreased, while the share of taxes on current income and assets increased. this

change is the result of the two-step process to eliminate private-sector employees’ contributions for healthcare and

unemployment insurance. it is also the result of an increase in the general social security contribution, which is imposed

at a lower rate than the former contributions, but levied on a broader contribution base.  

as gdp growth boosted jobs and wages, the 3.2% growth of total taxes and contributions assessed by the social

security funds, which are largely based on payrolls, outstripped the 2.5% growth of gdp in nominal terms. the aggregate

tax and social security contribution rate assessed by the social security funds rose slightly, from 24.0% in 2017 to 24.2%

in 2018.

In 2019, revenue growth should slow significantly to stand at 2.3%. the slower growth would stem mainly from the

measures under the “emergency economic and social Measures” act, which will result in further gains in workers’

purchasing power and better targeting of solidarity efforts for pensioners. the exemption of overtime pay from taxes and

social security contributions starting in January 2019 will lower the contribution growth rate, while the exemption of

pensioners with net monthly incomes of less than €2,000 from the increase in the general social security contribution

will slow the growth of the relevant tax revenue.

there will also be a further change in the shares of taxes and social security contributions in revenue. replacing the

competitiveness and employment tax credit with cuts in social security contributions will lead to a significant drop in

contributions, which will be offset by a greater share of vat revenue earmarked for social security.

aggregate taxes and social security contributions assessed by the social security funds should be equivalent to 24.1%

of gdp in 2019, compared to 24.2% in 2018.

In 2020, the growth of social security funds’ revenue should be faster than in 2019, standing at 2.6%. the shares of

contributions and taxes will undergo further small changes, as the full-year impact of further cuts introduced on 1

October 2019, is felt in 2020 and offset by a vat surplus. social security funds’ revenue should grow at the same pace

as gdp, which means it will be equivalent to 24.1% of gdp in 2020, as it should be in 2019.

3.6.4 loCAl GovErNmENT rEvENuE

In 2018, the growth of local government tax revenue stood at 5.6%, sustained by the introduction of a transfer of vat

revenue to regional governments in exchange for the elimination of their general operating grant. the faster growth of

local taxes can also be attributed to the across-the-board increase in assessed rental values introduced under the 2018

budget act.
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under the terms of the Financial pact between central government and local governments, financial support, excluding
compensation for vat paid and the share of vat revenue earmarked for regional governments, will not be cut in 2018
or in later years. excluding discretionary tax measures, local government revenue showed spontaneous growth of 2.2%. 

In 2019, local government tax revenue should grow by 2.6% as revenue from transfer taxes stabilises, after posting
strong growth in 2017 and 2018, and the 2.2% across-the-board increase in assessed rental values takes effect.

In 2020, local government tax revenue growth should slow further, falling to 1.2%, with the end of the apprenticeship
tax revenue, which is now earmarked for France compétences. excluding discretionary measures, spontaneous growth
of local government tax revenue should be virtually stable at 2.5%, as a result of lower inflation and the across-the-board
increase in assessed rental values.

3.7 GENERAL GOVERNMENT DEBT AND STOCK-FLOW 
ADJUSMENT 

The level of general government debt notified to the European Commission in 2018 stood at €2,315.3 billion,

equivalent to 98.4% of GDP, which was the same ratio reached in 201719. after years of major increases, the
government debt-to-gdp ratio was stable in 2018. the reduction of the general government deficit to 2.5% of gdp in
2018, compared to 2.8% in 2017, made it possible to remain close to the debt-stabilising deficit balance of 2.4%. the
deviation from the debt-stabilising balance ultimately contributed only 0.1 percentage points to the increase in the debt
ratio (see table 9). at the same time, stock-flow adjustments reduced the ratio slightly, with a decrease of 0.1 percentage
points of gdp. 

The debt ratio should increase to 98.9% of GDP in 2019 as a result of the double cost during the year of

replacing the Competitiveness and Employment Tax Credit with cuts in social security contributions. this
exceptional increase should be the result of a rebound in the general government deficit to 3.1% of gdp in 2019, which
will be caused by one-offs, such as the replacement of the competitiveness and employment tax credit. the deviation
from the debt-stabilising balance, which should be almost the same as in 2018, standing at 2.5% compared to 2.4%,
is expected to contribute 0.6 percentage points of gdp to the increase in the debt ratio. stock-flow adjustments should
be neutral overall. some of the adjustments will increase government debt.  the cost of the switch to withholding income
tax at source on the cash position20 and deferred issue premiums from earlier years, which should be greater than new
issue premiums in 2019, will increase the debt21. On the other hand, the proceeds of sales of central government equity
holdings earmarked for debt reduction and the innovation Fund should reduce the debt ratio, as should the fact that
the impact of the competitiveness and employment tax credit on budgetary revenue is smaller than the amount of the
outstanding claims recorded as an expense in the national accounts. 

In 2020, the debt ratio should start to fall and stand at 98.7% of GDP. the deficit should shrink substantially to
2.0% of gdp and be under the debt-stabilising deficit balance of 2.5% of gdp (the same as in 2019). in this case the
deviation from the debt-stabilising balance will reduce the debt ratio by 0.5 percentage points of gdp. however, the
stock-flow adjustments will attenuate this reduction by contributing an increase of 0.3 percentage points of gdp to the
debt ratio, resulting in part from the persistent budgetary impact of the competitiveness and employment tax credit,
even though no further claims are recorded as expenses in the national accounts, and in part from deferred issue
premiums from previous years.  

In 2021 and 2022, the debt ratio should continue to fall from 98.1% of gdp in 2021 to 96.8% of gdp in 2022. Most
of the decrease will be attributable to the growing deviation from the debt-stabilising balance, with continuing
improvement in the deficit, standing at 1.6% of gdp in 2021 and 1.2% of gdp in 2022, along with the increase in
nominal gdp growth as inflation rises to match the european central bank’s long-term target. stock-flow adjustments
will slow the decrease in the debt ratio, primarily as a result of the replacement of the competitiveness and employment
tax credit with cuts to social security contributions and the spreading of issue premiums and discounts over several
accounting periods. in both 2020 and 2021, there will still be some outstanding competitiveness and employment tax
credit claims to be paid. these claims will add to the Maastricht debt, but they will not affect the general government
deficit. 

19 Figure reported to Parliament under the terms of Article 32 of the 2014-2019 Public Finance Planning Act, which was not abrogated by the 2018-2022 Public
Finance Planning Act of 22 January 2018.
20 The one-month lag in revenue resulting from the start of withholding at source on 1 January will cost some €6 billion for the budgetary balance in 2019. However,
this cost is neutralised in the national accounts, which means it is a positive stock-flow adjustment.
21Maastricht debt is recorded at its nominal reimbursement value at maturity. Issues of securities with coupon rates that are higher than the market yields result
in payment of a premium to the issuer. These premiums are recorded as negative stock-flow adjustments. The amortisation of these premiums over the life of the
debt is recorded as a positive stock flow adjustment.
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TABLE 9: GENERAL GOVERNMENT DEBT DEVELOPMENTS
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Sensitivity analysis and comparison with previous programme

4.1 SENSITIVITY TO EXTERNAL ASSUMPTIONS 
This economic scenario assumes oil prices and the euro exchange rate will stay at recent levels. Fluctuations
in either or both could ultimately boost or dampen growth. changes in interest rates and stock market prices could also
have an impact on the scenario.

The growth of France’s exports will depend on our trading partners’ economic growth. the many factors that
could affect their growth include the extent of the slowdown in the euro area’s growth, american protectionist measures,
the terms for the united Kingdom’s exit from the european union, the severity of china’s slowing growth, economic policy
choices in the advanced countries, such as the united states, spain, germany and italy, and in the emerging countries,
such as brazil, along with financial uncertainty in the united states and in the emerging countries. 

the forecast for this stability programme assumes that demand for French exports will grow by 2.7% in 2019 and by
2.9% in 2020. the dollar/euro exchange rate is expected to average $1.13 in 2019 and 2020, and oil prices are expected
to stabilise at $65 a barrel, with an average of $64 in 2019.

in addition to providing figures about how the baseline scenario assumptions concerning world demand for French
exports, exchange rates, oil prices and interest rates will affect growth, inflation and the headline deficit (tables 10, 11,
12 and 13), this section assesses the main upside and downside risks surrounding the forecast. 

uNCErTAINTy ABouT THE INTErNATIoNAl SCENArIo

demand growth inside the euro area has been unexpectedly weak in recent months. it could improve if business
confidence improves more rapidly than expected.

the impact of brexit still depends on the outcome of negotiations about the united Kingdom’s future relationship with
the european union and the exit terms, which could affect trade between the uK and the eu.

emerging economies still face major risks. if china’s trade talks with the united states fail, the result could be a harsher
slowdown for china’s economy. however, the chinese authorities have a proven track record of using powerful means
to sustain growth. turkey could see a stronger rebound if it receives budget support, but with a risk of greater
imbalances. in brazil, there are persistent doubts about the government’s ability to pass its ambitious pension reform.
political and geopolitical uncertainties constitute a downside risk for emerging countries, but the risk of massive capital
outflows seems to be fading, as the Fed suspends its monetary tightening.

the risk of the Fed tightening its monetary policy more severely than expected seems to be ruled out at this point, in
the absence of any significant rise in inflation. On the other hand, there is still major uncertainty surrounding american
fiscal policy. disagreements in congress could lead to more restrictive fiscal policy if no agreement is reached on the
2020 budget. 

in the euro area, easing of italian sovereign yields by the end of the forecast period would boost growth and elections
for the european parliament and in spain in the first half of 2019 could shape economic policy. 

it is difficult to forecast changes in oil prices. they will depend on shrinking Opec stockpiles, implementation of american
sanctions on iran and venezuela, american supply growth and world economic growth.

BOX 7 – IMPACT OF A POTENTIALLY HARD BREXIT

The macroeconomic scenario in this Stability Programme assumes that the United Kingdom will leave the European Union
under the terms of a negotiated exit agreement. The consequences of the UK crashing out of the EU without an agreement
are very difficult to assess. However, preliminary estimates suggest that the impact of a hard Brexit for France would be
a loss of 0.2 percentage points of GDP in the short-term, excluding the effects of greater uncertainty22. The impact could
be felt through three channels:

(i) the financial channel, with a depreciation of sterling and the impact on risk premiums. This channel should attenuate
the shock for the United Kingdom. A financial shock and an exchange rate shock similar to those seen after the referendum
on 23 June 2016 would have a negligible impact on growth in France and the euro area. The scale of the shocks would
depend on the Bank of England’s monetary policy.

22 The referendum results on the 23 June 2016 did not lead to an immediate and massive shock to risk premiums or stock market prices caused by economic
agents’ reactions to uncertainty.
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(ii) the customs duties channel. The introduction of customs duties on goods traded between the EU and the UK would
dampen demand as import prices rise. However, the short-term impact should be quite small:

On the British side, the Government announced on 13 March that it would curb the impact of import duties in thew

United Kingdom in the event of a hard Brexit23. This should reduce the consequences for domestic demand in the
UK, with an impact of less than 0.1%. The impact on British demand for French exports and for France’s GDP should
be virtually non-existent.

On the French side, import duties on goods from the United Kingdom should stand at an average of 7%. Importsw

from the UK are equivalent to 0.8% of France’s GDP, which means that the actual loss for the French economy would
be less than 0.1 percentage points of GDP and domestic demand and growth would see a similar decrease.

(iii) disruption of supply chains, as new formalities and regulatory requirements come into play, despite the contingency
measures adopted. Assuming that delivery times for imports to France range from 2 to 60 days, the impact would result
in a loss of 0.1 percentage points of GDP (see table below24). Longer delivery times in the United Kingdom resulting from
the reintroduction of customs inspections would have no direct impact on output in France.

Other institutions have published more pessimistic estimates, either because they relate to longer-term consequences or
because the estimates were made before the 13 March announcement about lowering import duties in the United Kingdom
in the event of a hard Brexit.

AlTErNATIvE SCENArIoS PrESENTED IN THE STABIlITy ProGrAmmE25

TABLE 10: IMPACT ON FRANCE’S ECONOMY OF A 1% INCREASE IN WORLD DEMAND 
FOR FRENCH EXPORTS*

* permanent 1% increase in export demand at the start of year n with no change in real interest rates 

nb: an increase in world demand would boost exports, which would feed through to the rest of the economy,
increasing business investment in particular.

23 The British government announced the arrangements concerning the customs duties that it would apply in the event of a hard Brexit. These arrangements would
exempt 87% of EU exports to the UK from duties. The average duty charged on EU exports should be less than 1%.
24 The methodology used for this projection is similar to that used in the article in the Trésor-Eco bulletin 100 dated April 2012.

25 The alternative scenarios in Tables 10, 11, 12 and 13 were obtained using the 2017 Mésange model. DG Trésor Working Papers (2017), “Le modèle
macroéconométrique Mésange : réestimation et nouveautés,” by Anne-Sophie Dufernez, Claire Elezaar, Pierre Leblanc, Emmanuelle Masson, Harry Partouche,
José Bardaji, Benoît Campagne, Marie-Baïanne Khder, Quentin Lafféter, Olivier Simon.
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TABLE 11: IMPACT ON FRANCE’S ECONOMY OF A 10% DEPRECIATION OF THE EURO 
AGAINST ALL OTHER CURRENCIES*

* 10% depreciation of the euro against all other currencies at the beginning of the year n, with no change in real interest
rates, no reaction from the rest of the world. 

nb: a weak euro would boost growth in the short term by improving France’s price competitiveness outside of the
euro area and by stimulating the economic growth of its euro area partners.

TABLE 12: IMPACT ON FRANCE’S ECONOMY OF A $10 INCREASE IN OIL PRICES*

* $10 increase in the price of oil per barrel at the beginning of year n, with no change in real interest rates, no reaction
from the rest of the world.

nb: with no change in exchange rates, an increase in the price of oil would have an inflationary impact. the resulting
increase in consumer prices and decrease in corporate profits would weaken growth.

TABLE 13: IMPACT ON FRANCE’S ECONOMY OF A 100-BASIS-POINTS INCREASE 
IN SHORT-TERM INTEREST RATES LASTING FOR TWO YEARS*

* a 100-basis-point increase in euro area short-term interest rates lasting for two years and occurring at the beginning
of year n, with its impact on long-term interest rates and no reaction from the rest of the world.

nb: an increase in interest rates would hinder growth by curbing business investment and return on capital, and by
promoting savings over consumption. 
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Box 8: Using alternative scenarios for forecasting

The alternative scenarios presented in Tables 10 to 13 need to be handled with care. First of all, the multipliers linked to
the alternative scenarios depend on the models chosen, which means that estimating them is subject to a high degree
of uncertainty. For example, the alternative scenarios above are based on the Mésange modela, which is used to assess
economic policy measures. They may differ from scenarios based on the Opale modelb, which is used for macroeconomic
forecasting 1 to 2 years out. For instance, the impact of a 10% depreciation of the euro against all other currencies on
GDP is smaller when forecast with the Opale model, at 0.7 points after three years, versus 1.3 points with the Mésange
model. The impact of a $10 increase in oil prices on GDP is greater when forecast with the Mésange model, at -0.2 points
after three years, versus -0.1 points with the Opale model. The alternative world demand scenarios are fairly similar in
both models. An additional 1% of world demand growth leads to an additional 0.3 percentage points of GDP growth after
3 years in both the Mésange and Opale models.

Furthermore, it is important to understand the nature of economic shocks before predicting how they will affect growth.
The multipliers shown in the tables above are the figures associated with a theoretical shock that affects only a single
exogenous variable and they have been estimated on the basis of shocks observed during the estimation period. However,
real-world shocks rarely affect only a single variable in isolation and they may be different in nature from previous shocks.
For example, we could imagine that an appreciation of the euro caused by renewed growth in the euro area could have
a less adverse impact on growth than an appreciation caused by a purely exogenous factor. Similarly, an increase in oil
prices stemming from a supply shock, such as a move by OPEC, could be more adverse for growth than an increase
stemming from a demand shock, since, in the latter case, the negative impact would be partially offset by a positive
global demand shock.

(a) DG Trésor Working Papers (2017), “Le modèle macroéconométrique Mésange : réestimation et nouveautés,” by Anne-
Sophie Dufernez, Claire Elezaar, Pierre Leblanc, Emmanuelle Masson, Harry Partouche, José Bardaji, Benoît Campagne,
Marie-Baïanne Khder, Quentin Lafféter, Olivier Simon.

(b) DG Trésor Working Papers (2017), “La maquette de prévision Opale2017,” by Aurélien Daubaire, Geoffrey Lefebvre,
Olivier Meslin.
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4.2 COMPARISON WITH PREVIOUS PROGRAMMES 
TABLE 14: COMPARISON WITH THE PREVIOUS STABILITY PROGRAMME

comparison with the previous stability programme is delicate because of the many events that occurred since then. the
economic and social emergency measures introduced in december 2018 have changed the public finance adjustment
path. these changes were enacted in the 2019 initial budget act and the emergency economic and social Measures
act. Furthermore, the economic situation is weaker than that underlying the 2018 stability programme, with growth
expected to stand at 1.4%, instead of the 1.7% growth up to 2022 projected in the previous programme. the public
Finance planning act also updated potential growth and output gap assumptions in a scenario that is more conservative
than the previous one.

the 2018 headline deficit was bigger than projected in the 2018 stability programme, standing at 2.5% of gdp, versus
2.3%. the larger deficit can be attributed primarily to the base effect of the 2017 deficit, which stood at 2.8% of gdp,
versus 2.6%, and stemmed in part from the inclusion of sncF réseau in the general government sector, which increased
the base deficit by 0.1 percentage points of gdp. this deviation can also be attributed to growth that was 0.4 percentage
points weaker. On the other hand, structural adjustment is now slightly greater, standing at 0.2 percentage points of gdp.
the headline deficit in 2019 that is larger than projected in the april 2018 stability programme can be largely attributed
to growth prospects that are even weaker than those in the previous programme, estimated at 1.4% versus 1.9% in the
previous programme, along with the emergency measures that will reduce structural adjustment, from the previous level
of 0.3 points of potential gdp to 0.1 points under the current multiyear adjustment path. the 2020 headline deficit
should be larger than forecast in the previous stability programme. Once again, the larger deficit can be attributed to
weaker growth and the impact of the emergency economic and social measures. structural adjustment should also be
weaker at a level of 0.1 points of potential gdp. in 2021 and 2022, the structural adjustment path will be close to the
one under the previous forecast and nominal adjustment is expected to be hampered primarily by the less favourable
macroeconomic environment.
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4.3 COMPARISON WITH THE EUROPEAN COMMISSON’S
PUBLIC FINANCE FORECASTS

TABLE 15: COMPARISON WITH THE EUROPEAN COMMISSION’S FORECASTS

* no adjustment for working days

the european commission’s autumn Forecast published on 8 november 2018 called for France’s general government
deficit to stand at 2.6% of gdp in 2018, followed by 2.8% in 2019 and 1.7% in 2020 (based on a “no-policy-change”
scenario for 2020). 

the commission’s latest forecast for 2018 does not incorporate the 2018 outturn that insee estimated in March 2019.
gdp growth was ultimately estimated at 1.6%, versus the projected 1.7% growth in the commission’s forecasts. insee
now estimates the deficit at 2.5% of gdp, versus 2.6% in the commission’s autumn Forecast. 

the commission predicted a general government deficit standing at 2.8% of gdp in 2019 and structural adjustment of
one quarter of a percentage point of potential gdp, versus the deficit standing at 3.1% of gdp and 0.1 percentage points
of structural adjustment forecast in this stability programme. the difference between these two paths can be attributed
primarily to the impact of the emergency economic and social measures introduced in december 2018, well after the
commission issued its forecasts.

the two forecasts for 2020 are no longer comparable, since the commission’s no-policy-change forecast does not
include all of the discretionary tax measures and the measures to contain expenditure, particularly local government
expenditure, that the government is considering in order to reduce the general government deficit. Furthermore, the
1.6% gdp growth rate in the commission’s forecasts is higher than the 1.4% forecast in this stability programme and
the commission’s forecast for 2020 does not consider the impact of the emergency measures introduced in 2019 either.
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Quality of public finances

5.1 QUALITY OF PUBLIC EXPENDITURE

5.1.1 CENTrAl GovErNmENT AND CENTrAl AGENCIES ExPENDITurE

the government is intent on improving the effectiveness and quality of central government expenditure and that of
central agencies through several means. the objective is to reduce operating expenditure and the least economically
effective transfers, to contain wage bill growth and increase investment expenditure instead.

to this end, the Government is continuing to reduce the number of subsidised employment contracts, which
have failed to prove their effectiveness in drawing people back into employment.  at the same time, the government
will step up the implementation of the employment inclusion fund, which pools policy resources at the regional level
for job skills and inclusion through employment schemes. the fund will provide regional prefects with more resources
to promote better coordination of tools for providing personalised support for jobseekers and to adapt policies to local
conditions. 

the purpose of the great investment plan is to finance implementation of structural reforms to boost the growth potential
of France’s economy. the plan has an endowment of €57bn over the government’s five-year term. it will finance public
investment to address the four major challenges facing France’s economy: i) building a knowledge society; ii) accelerating
ecological transition; iii) building competitiveness through innovation; iv) building government for the digital age. in 2019,
the great investment plan will continue to ramp up its investment, with a total of €9.4 billion in projected investments,
mainly in the central government and central agencies budget.

in addition to the great investment plan, further resources will be allocated over the government’s five-year term for
sovereign functions. these functions include the justice system, law enforcement and defence, and the new resources
will enhance the exercise of these functions in order to meet today’s challenges. 

Furthermore, medium-term improvements in the effectiveness of government expenditure will result from the reforms

set out in ministries’ transformation plans. these reforms will reduce the number of public sector jobs. Fiscal tools
have been created to support these reforms. these tools are devoted to implementing government transformation in
the ministries. they include: 

The public action transformation fund (FTAP): the purpose of this fund is to finance transformation projectsw

that aim to improve the effectiveness and efficiency of public services that are selected through calls for projects.
the projects financed by the fund should provide a high return on investment in the form of lasting operating
expenditure savings. each euro invested should result in a euro in lasting savings after three years. the first
allocation of €200 million euros in 2018 went to 16 winning projects that relate mainly to digital technology. a
further allocation of €245 million has been opened for 2019. a total of €700 million will be invested over the
government’s five-year term.

The interministerial human resources support fund (FAIrH): this fund was set up by the 2019 initial budgetw

act and endowed with €50 million in 2019. it co-finances the transition costs incurred in implementing structural
reforms that have a major impact on human resources. the projects selected must facilitate geographical and
functional mobility between ministries and mobility between public sector employers and mobility towards the
private sector. 

government transformation also relies on modernisation of management control. this development produced the
ministerial orders of 28 december 2018, which suspended upstream budgetary audits relating to personnel expenditure
temporarily. the orders also suspended upstream budget audits for other types of expenditure, in keeping with the
situation of each ministry.   More frequent access to information and the expansion of downstream audits will enable
auditors to target their work more accurately. this will make their audits more appropriate and renew the focus on the
sustainability and quality of budget accounting, which is a core management control task. 

at the same time, experimental mergers of the departments responsible for executing expenditure will take place
(shared service centres and invoice processing units).  the purpose of these mergers is to reduce redundant audits by
authorising officers and accountants in central government.

these different changes in government expenditure execution testify to the coordinated steps taken to reduce full audits
and promote more effective audits and more accountability.

Moves to empower government managers and improve relationships with them took shape in 2018 and will continue
in 2019, with the signature of multiyear contracts between the Budget Directorate and central government

departments or agencies working to transform their action and/or their models. the purpose of these contracts is to
provide greater clarity for managers so that they can successfully transform the structures that they manage. 
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the quality of public management will also be enhanced by an overhaul of the civil service. the civil service transformation
bill submitted to the cabinet on 27 March 2019 aims to enhance the effectiveness of industrial relations, expand the use
of contract employees in the public sector and facilitate mobility for all employees for the sake of greater efficiency in
general government. 

the government will also continue its work to make the central government budget more sincere. this effort bore fruit
in 2018, when the set-aside rate was lowered to 3%, no supplemental appropriation decrees were issued during the
year and the budget overruns highlighted by the French government audit Office in its 2017 public finance audit were
resolved. this effort is continuing, with a €200 million increase in the provision for external operations compared to the
2018 initial budget act. 

5.1.2 CoNTAINING HEAlTHCArE ExPENDITurE

the strategy for transformation of the healthcare system launched on 13 February 2018 set out five major projects:
quality and appropriateness of care, financing procedures, digital technology, human resources and training, local
organisational structures. consultations on the five projects were completed on 18 september 2018 when the president
of the republic presented the “My health 2022” plan. several of the measures under this plan have already been passed
or are included in the healthcare system organisation and transformation bill submitted in February 2019. the purpose
of the bill is to achieve a better organisation of the healthcare system at the local level, enhanced access to care and
closer cooperation between healthcare providers and professionals, ensuring high quality and secure healthcare for
everyone. 

the 2018-2022 national healthcare expenditure growth target plan to support transformation of the healthcare system
is fully in line with the overall medium-term framework. it lays the foundations for the transformations to be initiated to
enhance the efficiency of the system and to ensure the sustainability of healthcare expenditure. investment will play a
dominant role in the modernisation and adaptation of the healthcare system.

the strategy relies on using all of the available leverage for several priorities, including: 

The structure of healthcare provision. healthcare institutions will develop innovative and more efficientw

treatment procedures, by expanding alternatives to hospital admissions and promoting ambulatory care,
improving their internal performance through more efficient purchasing under the hospital performance
programme for responsible purchasing (phare), monitoring wage bills, promoting pooling of resources and
management for cross-cutting activities. 

Enhancing the appropriateness and effectiveness of prescriptions. efforts to contain drug and medicalw

device prices will continue to provide a fair reward for innovation and change the structure of healthcare product
consumption, including expanding the prescription and use of generic drugs and biosimilars in hospitals and in
doctors’ surgeries. 

Enhancing the appropriateness of care. the objective is to reduce duplicate and inappropriate treatmentsw

through action to monitor medical practices and to adapt fee-setting procedures with closer attention to the
quality of care. 

Improving the effectiveness of prescriptions for transport and sick leave. the objective is to ensurew

effective prescribing and contain rapid expenditure growth by making prescribers accountable and strengthening
monitoring of medical prescriptions.

these structural objectives will be broken down into annual targets when setting the national healthcare expenditure
growth target (Ondam). the monitoring of this target has been effective as shown by the fact that it was achieved in 2018
with no increase in the hospitals’ deficit, according to the available provisional data. 

5.1.3 STrEAmlINING loCAl GovErNmENT ExPENDITurE

under the terms of article 13 of the 2018-2022 public Finance planning act, local governments have been asked to
achieve €13 billion in operating expenditure savings relative to the spontaneous growth rate over the government’s five-
year term, while maintaining their investment expenditure. the 2018-2022 public Finance planning act sets out two

participatory procedures for local governments to streamline their expenditure.

article 13 of the act also sets a national operating expenditure growth target of 1.2% in nominal terms for local
governments. the 322 governments with budgets in excess of €60 million were invited to sign finance contracts with

central government. the contracts were implemented in 2018 and will run for three years in accordance with article
29 of the 2018-2022 public Finance planning act. 

local governments’ acceptance of this approach has been high, with 229 local governments deciding to sign

a contract with central government. This represents more than 70% of the 322 local governments concerned

by the contracts. a further 17 local governments sought to sign a contract voluntarily, but without any binding targets.
the local consultations held by the prefects and the target modulation provisions of the act (+/- 0.45%) made it possible
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to tailor the efforts required of each local government to their individual situation, while still ensuring that the operating
expenditure growth target of 1.2% was met at the national level.

The provisional results for 2018 are good, with significantly slower growth of aggregate local government

operating expenditure, standing at 0.7% in the cash-based budget accounts. the results for the 322 local
governments covered by the contract procedure were even better, with growth of 0.3%. Other local governments came
close to meeting the target, posting 1.3% growth of their operating expenditure. containment of local government
expenditure can be attributed in part to containment of wage bill growth at approximately 0.8% for all local governments.
On the other hand, the growth of local governments’ investment expenditure, including subsidies, remained strong, at
4.2%.

PROVISIONAL 2018 OUTTURN IN THE BUDGET ACCOUNTS ISSUED AT THE END OF 
JANUARY 2019

The Government will present the results of the provisions to contain local government expenditure growth

in 2018 before the budget policy debate for the 2020 budget. a second set of results will be broken down for each
category of local government and submitted in the fourth quarter of 2019. local governments that exceeded their
operating expenditure growth target will be subject to the clawbacks provided for in the 2018-2022 Public Finance

Planning Act by the end of 2019. the clawbacks will be equivalent to 75% or 100% of the overrun, depending on
whether the local government signed a contract with central government. the clawbacks are capped at 2% of actual
operating revenue in the 2018 budget. 

The results testify to the soundness of the Government’s partnership approach. the local governments’
individual presentations of expenditure growth targets during the budget policy debate help to enhance ownership of

the procedure. it enables each local government to compare, analyse and improve its efforts to streamline

expenditure.

At the same time, work is underway in 2019 to prepare cost guidelines to help local governments identify areas
for savings and optimising local management. this work focused on education-related activities initially, but it could be
expanded later to other public policies.

5.2 QUALITY OF PUBLIC REVENUE
The aggregate tax and social security contribution rate will be cut by slightly more than 1 point over the five-

year term of this government to promote growth and employment. 

the cut will reduce the tax burden on French corporations and households, which hinders demand and private-sector
initiative. the decline in the aggregate tax and social security contribution rate will continue, with a cut of a bit more than
one percentage point of gdp by 2022. this cut will benefit both households and corporations. the cut would be 1.2
percentage points and 1.4 percentage points after restatement for the phased integration of France compétences. in
the years covered by the public Finance planning act, the aggregate tax and social security contribution rate will fall from
45.2% of gdp in 2017 to 44.0% in 2022 (or 43.8%, excluding France compétences). this reduction corresponds to
three strategic choices made by the government. the first choice is to continue the cuts introduced in 2018 to provide
immediate support for growth, promote employment and boost purchasing power by providing greater rewards for
working.  the second choice is to improve competitiveness and unleash enterprise, and the third is to support private-
sector investment in businesses that take risks, innovate and create the jobs of tomorrow. 

moDErNISING TAxATIoN AND rEDuCING THE BurDEN For THE lEAST
wEll-oFF HouSEHolDS

these tax cuts are largely for households and will primarily benefit middle-class workers and low-income households.
For this purpose, private-sector employees’ contributions for health and unemployment insurance have been abolished
and replaced by a higher rate of the general social security contribution. the latter is levied on a broader base, which
makes it possible to widen the tax bases used to finance social security instead of relying solely on levies on wages. at
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the same time, pensioners with the lowest incomes are still protected. in december 2018, the exemption from the
general social security contribution was expanded to pensioners with net monthly incomes of less than €2,000. in
addition to providing workers with a significant purchasing power gain, these cuts will stimulate both labour demand and
labour supply by reducing the tax wedge on wages. these measures were amplified in 2019 with an exemption from
taxes and contributions for overtime pay. at the same time, households will continue to benefit from the phased
elimination of the residence tax, except on second homes, providing a boost for purchasing power and more equitable
taxation. the implementation of withholding at source for personal income tax, starting on 1 January 2019, constitutes
a major advance in terms of modernising taxation (see box 9). 

SuSTAINING THE mEASurES TAKEN To BooST ComPETITIvENESS AND
lowEr lABour CoSTS 

business taxes will be reduced and simplified to make France’s businesses more competitive, boost growth and make
France’s economy more attractive. the corporate income tax rate will be cut in stages down to 25% by 2022. this cut
will bring France into line with the european average and reduce the cost of capital, thereby stimulating long-term
investment. the competitiveness and employment tax credit has been replaced by a lasting cut in employers’ social
security contributions to simplify the existing arrangement and sustain employment and the competitiveness of French
businesses in the longer term. the replacement of the competitiveness and employment tax credit also provides
stability for businesses, especially the smallest ones. contribution cuts will consolidate previous efforts to help businesses
restore their profitability, but they will also sustain demand for unskilled labour by targeting minimum-wage jobs more
specifically starting on 1 October 2019. support for the smallest businesses includes the elimination on 1 January 2019
of the social profit-sharing charge for corporations with fewer than 250 employees and on all employee savings plans
for corporations with fewer than 50 employees, as well as support from measures under the pacte bill, which will be
introduced in 2019.

SuPPorTING INvESTmENT, ENTrEPrENEurSHIP AND INNovATIoN

France’s wealth tax (isF) was transformed into a property wealth tax (iFi) in 2018. the year also saw the introduction of
a 30% flat tax and social security contribution rate on investment income. these moves will stimulate productive
investment that is both risky and innovative. in a time of sweeping technological change, the need for capital is even
greater than before and returns on capital need to be raised to promote risk-taking. the different measures are also in
line with seeking greater european convergence, since French taxes on capital were particularly high compared to its
european partners. in addition to helping reduce the cost of capital, these measures will channel more domestic savings
into financing businesses. a digital services tax will also be introduced in 2019 to ensure that digital giants pay taxes in
proportion to the value created by their customers in the French market. this provision was submitted on 6 March 2019
in the bill on taxation of large digital corporations.
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Box 9 – Withholding at source for personal income tax: modernising household taxation

Since 1 January 2019, personal income tax has been withheld at source. This modernisation of tax collection was initially
planned for 2018, but the launch was deferred for one year to ensure that the system is completely reliable.

This major reform will eliminate the one-year lag between receiving taxable income and paying tax on it, thereby easing
problems that taxpayers may have in paying their tax bills.

For employees, withholding at source simplifies taxes for wage-earners, since it relies on tax rates applying to current
income and responds immediately to changes in taxpayers’ incomes and tax status in the event of marriage, births or
retirement. 

For employers, withholding at source will rely on the single staff reporting statement (DSN), which will simplify formalities
and produce savings.

In addition, withholding at source of personal income tax complies with the founding principles of the French tax system: 

Progressive taxation of personal income, joint filing and income splitting for couples and families with dependentw

children, and the application of tax reductions and tax credits will all be maintained;

Information used to calculate withholdings will remain confidential and the withholding rates can be individualisedw

for different members of the same household filing jointly.

Entities (employers, pension funds, etc.) paying wages, salaries, and income support payments such as retirement or
unemployment benefits, will withhold taxes at source on behalf of the central government, using withholding rates
calculated by the tax administration. Other income covered by this reform, such as self-employment income and property
income, will give rise to contemporaneous advance tax payments made by the taxpayers themselves. 

In order to avoid a double tax burden for households in 2019, the income subject to the new withholding at source and
earned in 2018 will not be taxed. More specifically, the tax owed on recurring income earned in 2018 and subject to
withholding at source from 2019 onwards will be cancelled out by a special tax credit (called Collection Modernisation
Tax Credit – CIMR). Nonetheless, tax reductions and credits acquired in 2018 shall remain valid, and the taxpayers
concerned received an advance of 60% of such reductions and credits in January 2019 (totalling €5.5 billion). The
remaining amount will be settled when the tax assessments are sent out in the third quarter of 2019. Non-recurring
income, which is by nature unlikely to be taxed twice in 2018, will still be subject to income tax and the Collection
Modernisation Tax Credit for income earned by self-employed workers and company managers in 2018 will be subject
to specific rules to prevent tax minimisation arrangements.

The net fiscal impact of switching to withholding at source is estimated to be neutral overall in 2019.  This estimate,
which may be affected by unforeseen events, incorporates the impact of demographic and macroeconomic developments,
of possibilities for modulating withholding rates and of the effect the reform will have on tax collection rates. However,
this estimate is still sensitive to macroeconomic developments, tax collection rates during the transition phase, the
proportion of taxpayers modulating their withholding rates during the year, and potential manoeuvres by taxpayers aimed
at maximising their untaxed income in 2018.
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Sustainability of public finances

6.1 SUSTAINABILITY OF GENERAL GOVERNMENT DEBT

6.1.1 ImPACT oF THE AGEING PoPulATIoN oN PuBlIC FINANCES

a strong birth rate, an increasing employment rate for older workers and reforms enacted over 20 years ago have placed
France in a strong position to deal with its ageing population compared to its european partners. these demographic
trends make it easier to balance the pension system’s finances and to ensure long-term fiscal sustainability according
to the latest domestic26 and european forecasts27. 

various reforms implemented in recent years make it possible to meet the current financial challenges. the pension
reforms of 2010 and 2014 and the national multisector agreement on supplementary pensions signed in October 2015
were implemented in a time of deep economic crisis and when baby-boomers were preparing for retirement. these
reforms call for the burden of consolidation measures to be shared by workers, employers and pensioners. 

in July 2018, the pension steering committee upheld its 2017 recommendations to the government based on new
expenditure projections from the pensions advisory council. the recommendations deal with the measures needed to
put the pension system on the path to financial equilibrium.  the pension steering committee did not make any new
recommendations but insisted on the need to “enhance the transparency, clarity and governance” of the system.

the government is working on a major reform project for the pension system. several consultations have been held with
citizens and with labour and management representatives. the reform should be passed in 2019. the purpose of the
reform is to build a simpler and more equitable universal system. it will ensure that everyone receives the same benefits
for each euro contributed, while maintaining the solidarity mechanisms. the system will be easier for workers,to
understand thereby promoting professional mobility. greater clarity will also make financial steering of the system more
effective. this steering needs to consider life expectancy gains with each succeeding generation, in order to give workers
new confidence in the sustainability and fairness of our retirement system. the reform framework will set out the
procedures for gradual unification of the different retirement schemes. 

european projections by the ageing working group (awg), based on eurostat’s population forecasts, predict that
pension expenditure as a percentage of gdp in France will increase slightly through 2040, and then fall markedly over
the long term. in 2070, France’s ageing-related spending (which includes, in addition to pensions, spending on
healthcare, long-term care, unemployment and education) is expected to fall by 3 percentage points of gdp from its
2016 level. pension expenditure alone is expected to contract by 3.3 points. France’s average fertility rate is one of the
highest in europe for the years between 2016 and 2070, standing at 2.0 on average. a strong birth rate could partially
offset the ageing of the population. Moreover, reforms implemented more than 20 years ago should raise the retirement
age and slow the growth of pension benefits. 

On the other hand, its aging population means that France is facing an increase in the number of people needing long-
term care. the French directorate of research, studies, assessment and statistics (drees) from the Ministry of
solidarity and health projects that government expenditure on long-term care will increase by 1 percentage point of gdp
between 2014 and 2060, rising from 1.1% of gdp to 2.1%. at the same time, total government and private-sector
expenditure will increase by 1.4 percentage points of gdp, from 1.4% of gdp to 2.8%. these projections are made on
the assumption of no changes to legislation or to the share of general government expenditure in total expenditure.
this share stands at 79%, due to the fact that virtually all healthcare expenditure on people in long-term care is covered
by social security funds. 

the increase in expenditure will be strongest between 2030 and 2045, as the baby-boom generation reaches the ages
when the need for long-term care is the greatest. this one-off demographic effect will be compounded by a more
structural effect related to aging of the population, which is longer life expectancy. the libault report, drafted after the
“Old age and independent living” consultations, makes a number of proposals for reforming the provision of long-term
care. these proposals lay the groundwork for the government’s bill to be submitted in the third quarter of 2019. 

the projections submitted to the high council of social security Financing (hcFips) and the high council of the Future
of health insurance (hcaaM) show an increase of 1 percentage point of gdp in the consumption of medical care and
goods between 2017 and 2060, in a median macroeconomic scenario based on the assumption that the elasticity of
healthcare expenditure to gdp growth is equal to one. the increase in percentage points of gdp will be greater, at 1.3

26 See Conseil d’orientation des retraites, 2018, “Évolutions et perspectives des retraites en France – rapport annuel du COR”, June 2018. The next annual report
will be published in June 2019.
27 See European Commission, 2018, “2018 Ageing Report: economic and budgetary projections for the 28 EU Member States (2016-2070)”, May 2018.
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points by 2060, if the elasticity is greater (1.4, reverting towards 1) as a result of technological progress causing
expenditure growth to outstrip gdp growth.

6.1.2 loNG-TErm SuSTAINABIlITy (S2)

a country’s public finances are sustainable when it is able to meet its long-term financial obligations without having to
cut expenditure or increase revenue. a fiscal sustainability gap is normally assessed by estimating the immediate and
lasting fiscal adjustment (expressed in percentage points of gdp) that would be required to avoid a long-term increase
in the debt-to-gdp ratio, with no further change in the structural primary balance (meaning the structural balance net
of interest expenditure). this indicator, called the s2 indicator, is the sum of two terms:

The impact of the initial budget position, which corresponds primarily to the difference between the structuralw

primary balance and the balance that would stabilise debt in the long term.

The impact of the ageing population on expenditure on pensions, healthcare, long-term care, education andw

unemployment benefits starting in 2020 based on a no-policy-change assumption. work carried out by the
Member states and the european commission produced a harmonised estimate of this impact at the european
level. the data used here are taken from the 2018 ageing report. 

according to the s2 sustainability indicator calculated using the awg’s new projections up to 2070, long-term debt
stabilisation will be achieved, even if the structural primary balance remains at its 2018 level in the years from 2019 to
2022. the s2 is - 0.1 points of gdp in this scenario, indicating that no additional adjustment is necessary to achieve a
stable debt-to-gdp ratio in the long term. the expected favourable impact of the ageing population slightly exceeds the
initially forecast deviation of the structural primary balance from the debt-stabilising balance (see table 16).

the savings set out in this stability programme should allow France to improve its s2 indicator considerably. the
structural effort planned for 2019-2022 should reduce the necessary adjustment related to the initial fiscal position by
0.9 percentage points of gdp. s2 should stand at -1.0% of gdp in 2022, based on the assumptions used in this
stability programme. as from 2022, all the conditions should be in place for a substantial reduction in the long-term debt-
to-gdp ratio.

even if the years after 2060 were excluded from the calculation of the indicator, long-term debt would be nearly stable.
those years are particularly favourable for the sustainability of public finances because of the projected decrease in
ageing-related costs after 2060. s2 would stand at 0.2 points if those years were excluded, with a structural primary
balance maintained at its 2018 level, and at -0.6 points, if we include the savings described in this stability programme.

TABLE 16 - FISCAL SUSTAINABILITY GAP INDICATOR S2 (PERCENTAGE POINTS OF GDP)

nb: 

the s2 sustainability indicator is estimated on the basis of a counterfactual scenario where the structural primaryw

balance is assumed to be constant at its 2018 level for the duration of the programme (2019-2022),
independently of the impact of the ageing population. it corresponds to the long-term fiscal adjustment that
would have to be achieved in 2022 to stabilise the very long-term debt-to-gdp ratio (2070 in this case), in view
of the impact of the ageing population after 2022.

the s2 indicator is estimated on the basis of the 2022 structural primary balance expected under thisw

programme. it corresponds to the long-term fiscal adjustment that would have to be achieved in 2022 to stabilise
the very long-term debt-to-gdp ratio in view of the impact of the ageing population after 2022.

the ageing-related expenditure projections (pensions, healthcare, long-term care, education, unemployment)w

are taken from the european commission’s 2018 ageing report, which was published at the end of the first half
of 2018.
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6.2 CONTINGENT LIABILITIES
general government off-balance sheet liabilities cannot be evaluated with certainty and depend on future developments.
if a given event occurs, the central government’s liability may be invoked. the liabilities may eventually affect public
finances, and are therefore very closely monitored. More specifically, central government off-balance sheet liabilities are
described in detail in the central government’s general Financial statement that is published each year and certified by
the government audit office (cour des comptes). the main general government off-balance sheet liabilities are:

liabilities for future ageing-related expenditure (pensions, healthcare, long-term care, education), where valuationsw

depend on the demographic and macroeconomic outlook. the impact of these liabilities on debt sustainability
is measured by calculating a sustainability gap indicator, the s2 indicator (see section 7.1);

contingent liabilities, which are liabilities that may or may not have to be paid, depending on future events. in mostw

cases, these relate to guarantees provided by the central government and to a lesser extent by local
governments.

central government guarantees cover a wide range of actions to sustain or preserve economic activity or to provide
financing for certain economic agents when market financing is inadequate. these guarantees are given under clear-
cut agreements and they include in particular: central government debt guarantees, guarantees related to general
interest functions (insurance mechanisms operated through the central reinsurance fund, guarantees to protect savings,
etc.), liability guarantees (e.g. for France’s share of esM callable capital) and central government financial commitments
for co-financing projects and providing development assistance. generally speaking, the risk of such guarantees being
invoked is small. the central government’s role in regulating both the economy and French society also means that it is
committed to providing budget-balancing subsidies, particularly to the special pension schemes.

in 2017, the aggregate outstanding central government guarantees under clear-cut agreements, meaning all central
government debt guarantees, came to €204bn compared to €195bn in 2016. some of the guarantees provided
increased between 2016 and 2017. the largest increases were in the guarantees provided to the european Financial
stability Facility (up by €8 billion between 2016 and 2017), to the management company of the guarantee Fund for low-
income homebuyers (sgFgas), which was up by €3 billion, matching the increase in 2016, and to the unemployment
insurance scheme (unédic), which increased by €3.5 billion in both 2016 and 2017. these increases were partially offset
by the reduction of other guarantees, such as the outstanding guaranteed debt of caisse central du crédit immobilier
de France (3ciF), which decreased by €5 billion. it should be noted that the debt of the unemployment insurance
scheme, which is part of general government, is already included in Maastricht debt. Furthermore, guarantees for eFsF
loans under financial assistance programmes are now recognised as part of the Maastricht debt of the Member states,
in proportion to the share of the guarantees they provide, following eurostat’s decision of 27 January 2011. the bilateral
sovereign loans granted by the French development agency that come with explicit central government guarantees are
already counted as part of the Maastricht debt.

the use of this type of guarantee has increased since the crisis, particularly in developed economies, but without
necessarily being a long-term arrangement. it requires the central government to be more vigilant about risks that could
be transferred to the public sector. the fiscal risks that the central government incurs through these guarantees, which
serve a general interest purpose, must be assessed beforehand, and must be subject to on-going monitoring and
control.

France monitors these risks in three ways:

First, through a decision-making process, where, under the terms of article 34 of the constitutional bylaw onw

budget acts (loi organique relative aux lois de finances, lOlF), parliament’s authorisation must be obtained in
the budget act for any new guarantee scheme. the legislation must include a precise definition of the guarantee
scheme being created. when seeking authorisation from parliament, the risks incurred must be described exactly,
and, according to constitutional council precedent, such authorisation is not valid unless there is a guarantee
limit or a mechanism to maintain financial control of the scheme. the preliminary assessments submitted are
public information.

secondly, in conjunction with the other entities concerned during the budget-making process, off balance sheetw

liabilities are subject to centralised fiscal monitoring at least twice a year to assess the risk of the guarantees being
invoked. in addition, more specific information, which is also publicly disclosed, is provided as part of the various
draft budgets, along with many reports on specific topics submitted to the Finance committees of both chambers
of parliament. some of these reports are also required under the terms of the budget act that establishes the
guarantee scheme concerned.

thirdly, the notes to the central government Financial statements on central government liabilities are used tow

monitor these risks. the notes provide a comprehensive inventory of guarantees given and other off-balance
sheet liabilities incurred by the Ministry of Finance in conjunction with the other ministries concerned.
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6.3 ONGOING REFORMS TO MEET MAJOR ECONOMIC 
CHALLENGES

in addition to the fiscal measures set out in this stability programme, France is implementing a reform strategy presented
in detail in the national reform programme. this strategy is aimed achieving sounder, more inclusive and more
sustainable growth. the strategy was rolled out in the third quarter of 2017 and is continuing in 2019. the strategy
addresses four challenges: recasting our social model to build a more equitable society; unleashing the full potential of
France’s economy; developing tomorrow’s growth model; transforming central government and balancing public
finances. 

rECASTING our SoCIAl moDEl To BuIlD A morE EquITABlE SoCIETy

in international comparisons, our social model ensures a lower poverty rate and a lower level of inequality by means of
significant redistribution of wealth. however, our model is less able to ensure genuine equality of opportunity. building
a just society requires greater social mobility by correcting the sources of inequality. this includes ensuring access to
employment and social security for everyone. 

Employment should be the primary protection for individuals. For this purpose, labour laws have been reformed
to adapt them to the situation on the ground and employees who resign and self-employed workers are now covered
by unemployment insurance. the vocational training system has been reformed to facilitate transition between jobs. this
reform has been backed up by a massive €15-billion investment in skills training through the “building a Knowledge
society” pillar of the great investment plan, with the primary focus on unskilled workers, along with reform of subsidised
employment contracts, with greater emphasis on providing support for jobseekers, and the extension of the youth
guarantee scheme. 

Enhancing work through higher pay is also at the heart of our strategy. the in-work benefit was increased
significantly on 1 January 2019. this increase, combined with the regulatory increase in the minimum wage on the same
date, has boosted minimum wage earners income by €100 per month. Overtime pay has been exempt from all taxes
and contributions since 1 January 2019. in addition, measures to promote profit-sharing and employee share ownership
in the pacte bill will give employees a greater stake in their employers’ success. this movement to ensure a fairer share
of value started in early 2019 with the introduction of an exceptional bonus to boost purchasing power, which is tax
exempt up to €1,000. these measures complement the €20-billion cut in employees’ social security contributions,
which will be financed in part by an increase in the general social security contribution rate. the monthly income threshold
over which the higher rate applies was increased to €2,000 to protect pensioners’ purchasing power. 

our social model needs to reduce inequality of opportunity by helping everyone, regardless of circumstances

or age. we need to start by ensuring more equal access to healthcare and better disease prevention (extending
vaccination requirements, higher tobacco prices), by making sure everyone can afford healthcare (“100% santé”
agreement on the “zero out-of-pocket” scheme) and by promoting access to healthcare for everyone under the “My
health 2022” plan (medical school reform, creation of local community hospitals). the introduction of an equality index
will provide a practical tool for fighting gender pay disparities. Finally, a systemic reform of our retirement pension system
will be submitted in 2019 with the aim of making the system fairer and easier to understand, while making sure that each
euro contributed procures the same benefits for everyone. 

Government action is also aimed at reducing disparities between local communities including access to the
internet (broadband plan), access to healthcare (plan to fight medical deserts) or nationwide access to transport
(transport planning bill).  specific action plans target certain areas in decline, such as priority urban neighbourhoods
(Qpv), which will benefit from an extension of the “emplois francs” subsidies for employers hiring residents of these
areas. Medium-sized cities will be eligible for specific contracts to revitalise their city centres under the “heart of the city”
action plan, and manufacturing regions will be eligible for the “industrial lands” initiative. 

the national strategy to fight and prevent poverty will prioritise attacking the causes of poverty to provide better

protection for the most vulnerable. the early childhood policies will be enhanced by targeting underprivileged
neighbourhoods, as well as by stressing inclusion through employment and skills training. in addition, a project to
overhaul minimum social benefits has started with a view to introducing a universal activity benefit (revenu universel
d’activité), to replace various existing benefits. a public support service has been established to provide guidance and
support for the long-term unemployed in returning to the labour force.

uNlEASHING THE Full PoTENTIAl oF FrANCE’S ECoNomy

Our country needs to seize the opportunities offered by the on-going technological revolution and by the growing
interconnectedness of economies to create a more prosperous society. this means unleashing the entrepreneurial
potential of France’s economy through reform of the labour market, the tax system and the business environment.

labour market reform has started, first with ordinances on strengthening labour relations, adopted back in 2017.
these ordinances give company-level collective bargaining a central role. they provide more security in labour relations
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by introducing a fixed scale for labour tribunal awards in cases of wrongful dismissal. these reforms bring labour relations
closer to workers and the real-world problems of companies. at the same time, reform of unemployment insurance
rules is under way, with several goals in mind: fighting job insecurity and excessively short employment contracts,
providing incentives for finding steady employment and more support for jobseekers.

Another means used to promote economic growth is tax simplification and relief, particularly with regard to
taxes on capital, in order to encourage business investment and job creation (cutting corporate income tax rate to 25%
by 2022, introduction of the flat tax on investment income, introduction of the property wealth tax and the replacement
of the competitiveness and employment tax credit with a cut in social security contributions). the elimination of the
residence tax, the introduction of withholding at source for personal income tax and the tax on digital services have made
our tax system more effective and equitable. 

unleashing economic growth means improving the business environment. the action plan for business growth
and transformation (pacte) marks a significant step forward in reducing the restraints on business growth (higher
thresholds) by facilitating financing (measures relating to retirement savings, life insurance, facilitating market offerings,
developing equity investment vehicles), enhancing their innovative potential (measures relating to researchers) and by
reforming insolvency law (cross-class cram down mechanism). Furthermore, the increase in thresholds for the
certification of companies’ accounts and provisions that facilitate changing supplementary health insurance providers
will increase competition and make our economy more competitive. Other measures to increase competition in the
service industry and boost consumers’ purchasing power have been announced dealing with automotive spare parts,
driving schools, building management companies, etc. 

DEvEloPING Tomorrow’S GrowTH moDEl

there can be no lasting growth without the emergence of a new model that reconciles prosperity, social progress and
ecology in order to address the ecological and digital challenges ahead. this will require sweeping transformations and
massive public sector and private sector investment efforts.

our entire education and training system has been revamped to make it more effective and more equitable

in order to achieve a new growth model based on skills and knowledge. For this purpose, elementary school
class sizes in priority education areas have been halved and the mandatory school enrolment age has been lowered from
6 years to 3 years. these changes are especially effective means of reducing education inequality at a very young age.
secondary education reforms call for a revamp of the baccalaureate examination starting in 2021. the transformation
of vocational schools will provide a better grounding in the skill sets of the future and apprenticeship reforms will enhance
the attractiveness of this path to excellence. access to university education has been reformed to end admission lotteries
and should make it possible to fight the particularly high failure rates for undergraduates by rebuilding the higher
education curriculum. 

A very bold ecology and solidarity target has been set for a sustainable growth model, with the objective of

achieving carbon neutral growth by 2050.the national low-carbon strategy and the multiyear energy plan set out
the means of achieving this objective. More specifically, a major public investment effort has started, with €20 billion
allocated to the “Faster energy transition” pillar of the great investment plan, including €9 billion for improving the
energy efficiency of low-income housing and public buildings. ecological transition requires a massive support effort to
help the population change behaviours at every level. the various incentives have been enhanced significantly in 2019,
including the energy cheque and the conversion bonus. 

The growth of tomorrow will also need to be sustained by an innovation economy. For this purpose, large-scale
public investment in research, innovation and product improvement has taken place. Of the €57 billion under the great
investment plan, €13 billion in public funds have been invested in innovative projects, particularly in the agricultural
sector. in addition, an industry and innovation fund has been set up to invest in disruptive innovation. a multiyear research
planning bill should be submitted to parliament at the end of 2019 to give laboratories more predictable funding and
identify the major research programmes that are strategic for France. 

Transformations of key sectors of the French economy were carried out in 2018 to enhance our growth model,
particularly in the rail sector (new railway sector pact), the housing sector (elan act) and the agricultural sector (egalim
act). 

TrANSFormING CENTrAl GovErNmENT AND BAlANCING PuBlIC
FINANCES

the transformation of our model must include the public sector, since public services and the social protection system
are at the heart of our republican pact. Furthermore, increasing government expenditure brings with it increasing taxes
and social security contributions, which are a burden for our economy and do nothing to improve the satisfaction of
public service users. therefore, we need to reform our public services and reduce government expenditure as a share
of gdp. 
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Improving the quality of public services must start with an effort to simplify formalities and the regulatory

environment for businesses. More specifically, the objective of having 100% of public services available online is still
being pursued. 

The way the central government operates will need to undergo sweeping change. to this end, the fund for
government transformation (Ftap), with an endowment of €700 million over 5 years, will support long-term internal
transformations to improve the quality of the services provided. in addition, the civil service transformation bill submitted
on 27 March 2019 will improve government management through more effective labour relations, wider use of contract
employees in public-sector jobs and facilitation of employee mobility. the bill will give government employees more
structured and varied career paths, thereby improving the quality of public services. 

The Government will continue various reforms as part of the gradual fiscal consolidation effort over its five-

year term. 
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Institutional aspects and fiscal governance

7.1 FULLY OPERATIONAL FISCAL GOVERNANCE
The Constitutional Bylaw (loi organique) of 17 December 2012 overhauled both public finance steering and

its institutional framework. changes to fiscal management include an introductory article for budget acts that
supplements public finance steering based on the fiscal balance with targets defined in structural terms and a multi-year
outlook. 

changes to the institutional framework include the creation of the high council of public Finance (haut conseil des
finances publiques, hcFp), which is tasked with issuing an opinion on the macroeconomic forecasts underlying the
stability programme, draft budgets and draft social security budgets, and their consistency with the multiyear structural
balance guidelines set out in the public Finance planning act. the high council also identifies potential deviation of the
budget outturn from the multiyear forecast during the debate on the draft budget review act. in the event of a significant
deviation, the high council can trigger the correction mechanism, requiring the government to set out in detail measures
to correct the path in the draft budget or in the draft social security budget for the following year. the opinions issued
by the high council on these draft budgets include an assessment of these measures. The High Council provides

Parliament, the Constitutional Council and outside observers with an independent assessment of the

Government’s forecasts. it has issued 28 opinions on budget bills and stability programmes presented by the
government since april 2013.

Alongside this new institutional framework, fiscal rules and targets set out in successive Public Finance

Planning Acts have resulted in a significant improvement in fiscal governance. the main guidance and
regulations for the major general government sub-sectors are as follows:

For central government: target for discretionary central government expenditure and aggregate centralw

government expenditure target, caps on ministries’ expenditure, adjustment path for tax expenditures, ban on
real-property financial leasing;

Other central government bodies (Odac): cap on central agencies’ expenditure, ban on other central governmentw

bodies’ incurring debt with maturities of more than 12 months, provisions to restrict the number and cap tax
earmarks, supervision of public-private partnerships;

For local government: ban on borrowing to cover operating expenditure, target for local government expenditurew

growth (Odedel) and introduction of contracts with local governments to contain the growth of their actual
operating expenditure;

For social security funds: national healthcare expenditure growth target (Ondam), adjustment path for reducingw

administration costs for basic social security schemes under the terms of objectives and management
agreements, setting an expenditure target for basic social security schemes, adjustment path to reduce
contribution exemptions and rate reductions, monitoring hospital wage bills, cap on social security funds’ short-
term borrowing.

France’s domestic fiscal governance is fully integrated within the European procedure. since the entry into
force of the “two-pack” regulation, the european commission has issued an opinion on Member states’ draft budgetary
plans (the economic and social report appended to France’s draft budget) in the autumn of each year. the ecoFin
council then discusses the plans. in addition, the stability programme and the national reform programme are
submitted to the commission in april, prior to the publication of the draft recommendations for each country in May. at
each of these european deadlines, compliance of each Member state’s adjustment path with european
recommendations is assessed, in accordance with the provisions of the stability and growth pact.

7.2 STATISTICAL GOVERNANCE
France’s national institute of statistics and economic studies (insee) is responsible for publishing the national accounts,
which include the main public finance aggregates in the national accounts format. a new european system of accounts,
esa 2010, is now in force, replacing esa 95. it has been applicable to all Member states since september 2014. insee
maintains regular contact with eurostat to ensure that its accounts are in compliance with the new esa 2010 rules. in
2018, insee “rebased” France’s national accounts. this rebasing entailed an update of certain items when the preliminary
estimate of the 2017 deficit was made.

the semi-final and final general government accounts, published with lags of two years and three years respectively,
are compiled on the basis of detailed accounting information28. the main information source for the central government

28 This means Insee will publish the semi-final 2017 accounts and the final 2016 accounts in May 2019.
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is the budget outturn, supplemented by the central government’s financial statements (accrual-based financial
statements, which are certified by the French government audit office (cour des comptes). restating the budget outturn
as government net lending requires a series of adjustments to correct for some time lags and for the difference in
treatment of certain transactions in budgetary cash-based accounting and in the system of national accounts. compiling
the “Other central government bodies” account, which mainly covers central agencies, involves restating each of the
agencies’ accounts in the national accounts format. the data for the local government sector (apul) come from the
individual management accounts kept by public Finances directorate general accountants. the accounts of the social
security funds (assO) are compiled from the accounts of the various funds, public hospitals and private hospitals
providing public healthcare services, the unemployment insurance scheme (unédic) and pôle emploi, France’s public
employment service agency, along with the accounts of complementary retirement scheme management bodies (such
as agirc and arrco). insee has revised the social security funds accounts every year since september 2013 using
supplementary accounting data, ahead of the semi-final accounts.

the data available for the provisional general government account, published three months after the end of the year,
are still incomplete. the central government budget cycle ends in mid-January of the following year (y+1) and the central
government’s public accounts are closed towards the middle of March of the following year (y+1). consequently, the data
published on 25 March of the following year (y+1) (26 March in 2019) are virtually final and any minor revisions made
later relate primarily to the adjustments required to bring them into line with the national accounts format. the central
agencies’ account uses data derived directly from accounting sources that cover approximately two thirds of revenue
and expenditure. the preferred sources for local governments are the data reported in the central government’s
accounting documents and direct, comprehensive and centralised data for regions, départements and municipalities,
as well as a sampling of various local government bodies. For the March release, the social security accounts are partially
based on estimates, since the different schemes have not yet produced their full financial statements, even though the
general social security scheme compiles its financial statements in March. nevertheless, a large number of accounting
data (e.g. from the general social security funds, public hospitals, etc.) are used. the provisional accounts provide a good
estimate of the general government balance and revisions to the balance for the final accounts are fairly minor29.

Maastricht debt is compiled using accounting data from virtually all of the general government sub-sectors, as soon as
the provisional accounts are available. the debt of general government sub-sectors is consolidated based on the data
gathered directly by the public Finances directorate general from the main holders of government securities. the transfer
of the accounting data to insee is governed by an agreement between insee and the public Finances directorate general.

France’s parliament adopted the economic Modernisation act in July 2008. article 144 of this act enshrines the
professional independence of government statisticians, thus ensuring the independence of statistical output and
government statisticians. the enshrinement of this principle into law was a response to the european statistics code
of practice adopted by the statistical system committee on 24 February 2005 and reiterated in the european
commission recommendation of 25 May 2005 on the independence, integrity and accountability of national and
community statistical authorities, which was revised in september 2011. the code’s first principle on professional
independence states that the independence of the statistical authorities in producing and disseminating public statistics
must be specified in law. to this end, article 144 created a public statistics authority (autorité de la statistique publique)
responsible for ensuring compliance with the european statistics code of practice. it covers all entities producing public
statistics.

7.3 STATUS OF THIS STABILITY PROGRAMME UNDER 
INTERNAL PROCEDURES

the stability programme was presented to parliament on 10 april 2019. 

in compliance with the treaty on stability, coordination and governance in the economic and Monetary union, the high
council of public Finance (hcFp) was instituted by the constitutional bylaw of 17 december 2012 on public finance
planning and governance. article 17 of the constitutional bylaw stipulates that the hcpF shall issue an opinion on the
macroeconomic forecasts underpinning this stability programme: “the government shall refer the macroeconomic
forecasts underpinning the stability programme drawn up for the purposes of coordinating the economic policies of the
Member states of the european union to the high council on public Finances, which shall make its opinion public at
least two weeks before the deadline for submitting the stability programme to the council of the european union and
to the european commission. this opinion shall be appended to the stability programme when it is submitted.”  

On 10 april 2019, the high council of public Finance published its opinion on the macroeconomic forecasts underlying
the stability programme for 2019 to 2022. this opinion was appended to the stability programme when it was submitted
to the council of the european union and to the european commission at the end of april 2019.

29 France is one of the European Union countries that make the fewest revisions to their general government balance after the first release. (See European
Commission survey: “How reliable are the statistics of the stability and growth pact?”, L.G. Mora and J.N. Martins, Economic Papers No. 273, February 2007,
European Commission and “Fiscal revisions in Europe” F. Castro, J.J. Pérez and M. Rodriguez-Vives, Journal of Money, Credit and Banking No. 45, September 2013).
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Appendix

8.1 STATISTICAL TABLES
TABLE 1A. MACROECONOMIC PROSPECTS 

* seasonally and working-day adjusted data taken from the quarterly accounts (March 2019), with the exception of
the nominal gdp in 2019, which corresponds to the figure from the March 2019 release. 

TABLE 1B. PRICE DEVELOPMENTS

*seasonally and working-day adjusted data taken from the quarterly accounts, March 2019.
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TABLE 1C. LABOUR MARKET DEVELOPMENTS

1 Occupied population in thousands, national accounts definition
2 national accounts definition
3 ilO concept
4 ratio of real gdp growth to employment growth. 
5 real gdp per hour worked

* seasonally and working-day adjusted data taken from the quarterly accounts, March 2019.

TABLE 1D. SECTORAL BALANCES

* seasonally and working-day adjusted data taken from the quarterly accounts, March 2019. 

** calculated for 2017 as the difference between national net lending from the March 2019 quarterly accounts and the
public sector net lending from the 2018 notification.

*** the public sector deficit is based on the gdp figure from the March 2019 notification.
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TABLE 2A. GENERAL GOVERNMENT BUDGETARY PROSPECTS

1 the primary balance is calculated as (b.9, item 8) plus (d.41, item 9).
2 a plus sign denotes deficit-reducing one-off measures.
3 p.11+p.12+p.131+d.39+d.7+d.9
4 including those collected by the european union and including an adjustment for uncollected taxes and social
contributions (d.995).

*excluding taxes collected by the european union
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TABLE 2A CONTINUED. GENERAL GOVERNMENT BUDGETARY PROSPECTS

5 includes cash benefits (d.621 and d.624) and in-kind benefits (d.631) related to unemployment benefits.
6 d.29+d.4-d.41+d.5+d.7+p.52+np

TABLE 2B. NO-POLICY-CHANGE PROJECTIONS

TABLE 2C. AMOUNTS TO BE EXCLUDED FROM THE EXPENDITURE BENCHMARK
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TABLE 3. GENERAL GOVERNMENT EXPENDITURE BY FUNCTION

nb: latest available data from insee by cOFOg codes, which are not yet consistent with the update of the 2018
accounts released in March 2019.

TABLE 4. GENERAL GOVERNMENT DEBT

1 as defined in regulation 3605/93 (not an esa concept).
2 see item 10 in table 2a.
3 see item 9 in table 2a.
4 the differences concerning interest expenditure, other expenditure and revenue may be posted here where material
or if the debt-to-gdp ratio is above the reference value.
5 liquid assets (currency), government securities, assets on third countries, government controlled enterprises and
the difference between quoted and non-quoted assets may be posted here where material or if the debt-to-gdp ratio
is above the reference value.
6 changes due to exchange rate movements and operations in secondary markets may be posted here where material
or if the debt-to-gdp ratio is above the reference value.
7 calculated as the ratio of gross interest expenditure to gross outstanding debt on 31 december of the previous year.
8 Fa1, Fa2, Fa3 (consolidated at market value), Fa511 (listed equities), Fa52 (mutual fund units or shares)
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TABLE 5. CYCLICAL AND STRUCTURAL DEVELOPMENTS

1 a plus sign denotes deficit-reducing one-off measures.

TABLE 6. DIVERGENCE FROM PREVIOUS UPDATE
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TABLE 7. LONG-TERM SUSTAINABILITY OF PUBLIC FINANCES*

1 systemic pension reforms refer to reforms that introduce a switch to a multi-pillar system, including a compulsory
fully-funded pillar.

TABLE 7A. CONTINGENT LIABILITIES

*these are guarantees granted by the central government in budget acts under clear-cut agreements.
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TABLE 8. BASIC ASSUMPTIONS

1 euribor 3-month rate
2 yield on 10-year French treasury bonds.
3 the growth forecasts for 2021 and 2022 are taken from the October 2018 world economic Outlook by the iMF.

8.2 METHODOLOGICAL ANNEX: CALCULATING STRUCTURAL 
ADJUSTMENT AND THE EXPENDITURE BENCHMARK

rolE oF PoTENTIAl GrowTH

potential gdp is the level of output that can be sustained without straining factors of production and, more specifically,
without putting pressure on prices and wages. this notion is used to guide the conduct of fiscal policy (medium-term
growth) and monetary policy (inflation risk). unlike gdp or inflation, potential growth cannot be observed so it must

be estimated.

there are different methods for estimating potential growth. the first estimates potential gdp directly, using a filter. the
second, more economics-based, method uses a production function that breaks gdp down into its different
components (labour, capital, productivity). the latter method is generally used by international organisations and for
public Finance planning acts. this means that differences in the estimates stem from the different treatment applied to
each component.

STruCTurAl BAlANCE

the value of the structural balance lies in the fact that it strips out the part of the general government balance that
depends directly on cyclical developments. this makes it possible to measure the impact of economic policy decisions
on the fiscal balance, as distinct from the impact of cyclical developments. Therefore, calculating the structural

balance relies intrinsically on the definition of the business cycle and, accordingly, the gap between GDP and

potential GDP. More specifically, we observe that revenue is lower and expenditure is higher (particularly expenditure
on unemployment benefits) when gdp is below its potential and, inversely, that revenue goes up and expenditure goes
down when gdp is higher than its potential level.

THE GENErAl GovErNmENT BAlANCE For EACH yEAr CAN BE BroKEN
DowN INTo:

a cyclical component that captures the impact of the business cycle stage on the general government balance,w

i.e. the different revenue and expenditure items affected by the business cycle;

a structural component that corresponds to an estimate of what the balance would be if gdp were equal tow

its potential;

one-off measures, which have no lasting impact on the deficit and are therefore excluded from the assessmentw

of the structural balance.

On the expenditure side, only expenditure on unemployment benefits is assumed to be cyclical. all other expenditure
is assumed to be structural at every point in the cycle, either because it is discretionary, or because its relationship to
the business cycle is difficult to measure.

On the revenue side, we assume that all taxes and contributions have a cyclical component, whereas other revenue
(e.g. interest and dividends) is assumed to be non-cyclical.
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we quantify the components of the cyclical balance on the basis of average historical elasticities (called

conventional elasticities) of these expenditure and revenue items to the output gap. the elasticities are based on an
econometric estimate made by the Oecd30. revenue is broken down into four categories of taxes and contributions
(personal income tax, including the general social security contribution, corporate income tax, social contributions
and other taxes and contributions) since the reaction of the tax bases to cyclical changes can vary greatly depending
on the tax under consideration. on average, the aggregate conventional tax elasticity is very close to one.

the elasticities of the taxes and contributions under review are presented in table 931. they were updated in 2014.

TABLE 9. SEMI-ELASTICITIES TO THE OUTPUT GAP

in practice, France’s cyclical balance is a bit more than half of the difference between actual gdp and potential gdp.
this is because cyclical items account for about half of France’s gdp and the average tax elasticity to gdp is about 1. 

the variation in the general government balance, therefore, results from the variation attributed to cyclical changes,
structural adjustment and the impact of one-off measures. structural adjustment itself is the result of a structural effort,
which measures the discretionary component of the balance controlled directly by the government and a “non-
discretionary” component (see below). 

BOX 10 - STRUCTURAL BALANCE

Y denotes actual GDP and Y* denotes potential GDP.

For each category of taxes and contributions R, the structural component Rs can be written as a function of the
conventional elasticity  to the output gap (see Table 9):

Therefore, the aggregate structural revenue is obtained as the sum of structural revenue, calculated as Rs (for the four
categories of cyclical taxes and contributions: personal income tax, including the General Social Security Contribution,
corporate income tax, social contributions and other taxes and contributions), and the rest of revenue.

Structural expenditure is obtained as the difference between actual expenditure and cyclical expenditure on unemployment
benefits, denoted DCcho. Structural expenditure on unemployment benefits is determined in the same way as structural
revenue, as a function of the conventional elasticity e of expenditure on unemployment benefits to the output gap.

The difference between structural expenditure and structural revenue is the structural balance Ss. Finally, the ratio of the
structural balance to potential nominal GDP is adjusted by the GDP deflator.

30 See “New tax and expenditure elasticity estimates for EU budget surveillance”, by R.W.R Price, T. Dang and Y. Guillemette, OECD Economics Department Working
Papers No. 1174 2014.
31 More precisely, the semi-elasticity to the output gap.
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STruCTurAl EFForT

The structural balance needs to be supplemented with another public finance analysis tool: structural effort

each year, the (instantaneous) actual tax elasticities to cyclical changes fluctuate around their historical mean. some of
the fluctuations are significant. For example, in 2009, tax revenue, especially revenue from corporate income tax, dipped
in an over-reaction to cyclical changes. in practice, the differential between instantaneous elasticity and conventional
elasticity is passed on in full in variations in the structural balance, even though the differential corresponds to a non-
discretionary component of variations in the general government balance. this means that it is beyond the control of
policy-makers and yet it is still incorporated into the structural balance. Furthermore, insee’s revisions of actual growth
figures may entail revisions of structural adjustment up to three years later.

To mitigate these limitations, the structural effort corresponds to the variation of the structural balance that

can be attributed to discretionary factors. 

Furthermore, the accounting conventions of ESA 201032 introduced in 2014, change the treatment of refundable
tax credits. tax credits reduce taxes and social security contributions by an amount equivalent to their impact on tax
revenue (meaning allocations and refunds actually granted to corporations and households), but the outstanding claims
acquired by taxpayers contribute to the general government balance under the accruals accounting principle. an
additional term is used in this decomposition to maintain the same revenue effort and maintain its consistency with the
concepts of aggregate tax and social security contribution rate and discretionary measures, which recognise tax credits
as reduced revenue, as well as the expenditure effort, excluding tax credits. this term is the variation in the discrepancy
between the fiscal cost and the national accounts cost of refundable tax credits (in practice, this means the
competitiveness and employment tax credit and the research tax credit). when the fiscal cost (under discretionary
revenue measures) of the claims is less than the cost recorded in the national accounts (which affects the general
government balance), this item reduces the structural effort. conversely, when the fiscal effort measured as a revenue
effort is greater than the accrued effort recorded in the national accounts, this item increases the structural effort. the
correction for accrual-based measurement of tax credit refunds has been incorporated into the structural effort item in
the decomposition of structural adjustment since the 2018-2022 public Finance planning act. the new decomposition
is warranted by the replacement of the competitiveness and employment tax credit and it will smooth its impact on
structural effort without requiring any further restatement of data.

32 See the Insee document from May 2014: “Les comptes nationaux passent en base 2010”.
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change in general government balance

change in one-offs

structural adjustment

cyclical adjustment

discretionary component (“structural effort”)

discretionary revenue measures

expenditure effort

correction for tax credits

non-discretionary component

tax elasticity effects

contribution from non-tax revenue

therefore, the variation in the structural balance can be broken down into:

a discretionary component called “structural effort”;w

a non-discretionary component.w

the structural effort can then be broken down into a revenue effort (discretionary tax and contribution measures), an

expenditure effort (net of tax credits) and the correction for accrual-based measurement of tax credits.

Discretionary revenue measures are decided and implemented by the government authorities. w

Expenditure effort is measured in relation to potential growth: an expenditure effort implies that real structuralw

spending growth (adjusted by the gdp deflator) is lower than potential growth, and vice-versa.

The correction for accrual-based measurement of tax credits makes it possible to switch from the fiscalw

measurement of tax credits as reduced revenue, which is included in the revenue effort, back to an accruals-

based measurement.

the non-discretionary component of the variation in the structural balance corresponds to two terms:

the contribution of non-tax revenue, which is assumed to be non-discretionary (equal to the variation in thew

ratio of non-tax revenue, excluding one-offs, to potential gdp).

“Tax elasticity effects”, which measure the impact of the differential between the instantaneous andw

conventional tax elasticities to the output gap.
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8.3 ADJUSTMENT PATH UNDER THE NO-POLICY-CHANGE 
SCENARIO 

This Stability Programme presents a “no-policy-change” scenario, in accordance with the european council
directive of 8 november 2011. this is a contra-factual scenario for 2018-2022 presenting what would have happened
in the absence of the measures taken by the government since 2017. the following assumptions underlie this scenario: 

On the revenue side, the adjustment path is not affected by any of the discretionary measures taken by thew

government since May 2017, or by any prior discretionary measures that the government maintained or
assumed;

On the expenditure side, real expenditure growth after 2017 is assumed to match the average growth rate overw

the last ten years. this corresponds approximately to potential gdp growth over the planning period, or 1.2%
per year33.

TABLE 10: NO-POLICY-CHANGE PATH

(*) including the net contribution of tax credits to revenue and expenditure

by 2022, the cumulative divergence of expenditure would not match the reduction of the general government
expenditure ratio by 2.9 percentage points of gdp, excluding France compétences, since the ratio is also affected by
cyclical developments. similarly, the cumulative divergence of revenue would not match the reduction of the aggregate
tax and contributions ratio of 1.4 percentage point of gdp, excluding France compétences. this mismatch can be
attributed primarily to the fact that the divergence incorporates the positive variation of the correction for accrual-
based measurement of tax credits over the period.

In 2018, the no-policy-change scenario would correspond to a deficit of 3.0% of gdp. discretionary expenditure
measures have reduced the general government expenditure ratio by 0.7 percentage points of gdp compared to the
baseline scenario. without these measures, the debt ratio would have stood at 99.1% of gdp.

In 2019, the no-policy-change scenario would produce a deficit of 2.7% of gdp. the target adjustment path includes
savings of 0.9 percentage points of gdp on the expenditure ratio, excluding tax credits. however, the cumulative cost
of the discretionary revenue measures is equivalent to 0.5 percentage points of gdp. this cost stems from the
emergency measures, along with the cost equivalent to 0.8 percentage points of gdp of replacing the competitiveness
and employment tax credit. this means that the deficit with no policy change would temporarily be smaller than under
the adjustment path in the stability programme. absent the one-off impact of replacing the competitiveness and
employment tax credit, the actual deficit would reach 2.3% of gdp, instead of 2.7% under the “no-policy-change”
scenario.

In 2020, 2021 and 2022, the end of the double cost of replacing the competitiveness and employment tax credit will
make direct explanations of the differences between the no-policy-change path and the actual path easier. efforts to
contain expenditure will continue until the end of the government’s 5-year term. the no-policy-change deficit should
reach 2.4% of gdp in 2022, compared to 1.2% under the adjustment path set out in the stability programme. the debt-
to-gdp ratio would stand at 99.6% in 2022, compared to 96.8% under the adjustment path set out in the stability
programme. 

33 Expenditure related to the disputed 3% dividend tax is treated as part of the spontaneous adjustment path.
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