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France’s economic
policy strategy






Introduction

Since 2012, the government’s economic
policy objective has been to achieve a sustai-
nable recovery for France’s economy. In the
previous decade, and more specifically after the
2008 economic and financial crisis, followed
by the sovereign debt crisis in Europe, France's
government debt soared. Its economy became
less competitive, leading to a loss of market share
for French companies requiring them to cut their
margins, and unemployment surged, especially
youth unemployment. Since 2012, the govern-
ment has implemented a strategy to meet these
challenges that is built on five pillars: (i) fiscal
consolidation that is compatible with economic
recovery, (i) boosting the competitiveness of
French companies, (iii) modernising the business
environment to stimulate investment and produc-
tivity, (iv) improving the functioning of the labour
market to lower unemployment and (v) resolute
action for social justice and inclusion.

This strategy, which relies on structural
reforms, will take time to have its full impact
on economic activity and employment.
However, the results have already been very
positive. Efforts to contain expenditure have
produced a large reduction in the public deficit,
which stood at 3.5% of GDP in 2015, despite
unfavourable economic conditions. It will be
lowered to 3.3% of GDP in 2016, before dipping
below the 3% mark in 2017, when it will stand
at 2.7% of GDP. Fiscal consolidation has been
backed by a gradual return to growth, which
reached 1.3% in 2015, following 0.6% in 2014.
Growth is expected to reach 1.5% in 2016 and
again in 2017, driven by brisk consumption and
a recovery in investment. This improvement has
come with a stabilisation of export market shares,
following a decade of losses, and an improve-
ment in competitiveness achieved through larger
corporate margins. Some of the improvement can
be attributed to measures to cut labour costs and
corporate taxes. Then, more than 155,000 new
jobs were created in non-farm market sectors,
between the first quarter of 2015 and the second
quarter of 2016 (the highest figure since 2007).
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This caused the unemployment rate to dip below
the 10% mark.

France’s economic recovery has been achie-
ved in compliance with social justice impe-
ratives since the measures introduced have
greatly strengthened the redistributive
power of France’s social and tax system. All of
the tax and social security measures introduced
since 2012 have raised the living standards of
households in the six lowest income deciles, with
a particularly large impact on the households with
the lowest incomes. Households with the highest
incomes have been asked to contribute more to
achieve fiscal consolidation, but the impact on
their overall standard of living has been moderate.
There have also been many measures to promote
inclusion and fight poverty.

However, along with the signs of improve-
ment, there are persistent uncertainties and
risk factors. On the one hand, the rate of growth
remains moderate and unemployment has not
fallen as much as expected, particularly for young
people. The impact of reform on the number of
jobs created is bound to gather strength over
time. On the other hand, international geopoliti-
cal tensions constitute a permanent threat and
are bound to increase uncertainty and the volati-
lity of exchange rates and commodity prices and,
consequently, hamper global growth. In Europe,
the European Union is coping with the exit of the
United Kingdom. It is still difficult to measure the
medium-term economic effects of this event. In
France, terrorism is likely to affect business confi-
dence, but its impact on growth should continue
to be minor.

Consequently, it is still critical to further the
implementation of the measures introduced
since 2012 and complete the action taken in
recent years with further measures. At the
same time, the government plans to defend its
economic and social vision, both within Europe,
to promote a Europe that is closer to its citizens,
and in discussions and negotiations within other
international bodies.
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l. Complying with our European commitments
regarding fiscal consolidation without com-
promising growth

a) Starting from a low point

France’s deficit was already large, standing
at 3.2% of GDP in 2008 when the crisis struck.
It then rose to 7.2% of GDP in 2009, raising
Maastricht debt to 79.0% of the GDP that
year. In 2011, the situation was still very unfavou-
rable, with the deficit standing at 5.1% of GDP
and government debt at 85.2%. The challenge
facing the Government was to achieve fiscal
consolidation at a pace that was compatible with
a resumption of growth.

b) A sustainable fiscal consolidation strategy
in compliance with social justice imperatives

The government has implemented a fiscal conso-
lidation strategy that relies on a temporary tax
hike and a gradual but lasting decrease in public
expenditure. This strategy was adopted right at
the beginning of the President’'s term with the
primary aims of (i) coping with the urgent need
for consolidation in 2012, (i) while providing
maximum protection for households with the
lowest incomes by having households with the
highest incomes contribute more and (iii) avoi-
ding the harmful impact on short-term growth
of a sudden cut in public expenditure. At the
same time, the government undertook long-term
efforts to reduce expenditure, making it possible
to consider gradual tax cuts.

The spending cuts were made using an approach
built on three pillars:

- Lasting containment of expenditure
across all general government sectors,
with follow-up measures to offset the
impact of weaker-than-expected inflation
on public finances. The nominal growth
rate of public expenditure was at an historic
low of 0.8% in 2015, following growth of
1.0% in 2014 and compared to an average
growth rate of 3.2% between 2007 and
2012;

- Apolicy aimed at analysing the quality of
expenditure with spending reviews and
government policy assessments;

- Far-reaching structural reforms affecting
public finances, such as the 2014 pension
reform, the 2015 reform of supplementary
pension schemes and local government
reform.

This resolute action is continuing in 2016 and
will carry on in 2017. The deficit should fall to
3.3% of GDP in 2016, before hitting the target of
2.7% for 2017 as reaffirmed by the government.
The additional expenditure measures introduced
after the April 2016 Stability Programme were
decided during the public finance policy debate
to finance the government'’s priorities relating to
education, jobs and security. An additional series
of measures, aimed at adjusting the Responsibility
Pact and cutting taxes for the middle classes,
were decided upon during the third quarter.
These measures are fully financed and do not
compromise the deficit reduction target set out
in the Stability Programme. The improvement in
the budget balance is expected to be driven by
structural adjustment of 0.3 percentage points of
GDP in 2016, followed by 0.5 points in 2017. This
pace of fiscal consolidation is compatible with
economic recovery. Government debt is expec-
ted to stabilise in 2016 to stand at 96.0% of GDP
in 2017.

¢) Results: a smaller-than-expected deficit
in 2015, fulfilment of our European commit-
ments and great credibility with investors

This fiscal consolidation policy has led to
a major reduction in the deficit, despite a
macroeconomic climate that was unfavourable for
public finances on the whole, particularly in 2012
as a result of the euro area crisis. The Maastricht
deficit stood at 4.8% of GDP in 2012. It was cut
to 3.5% of GDP in 2015. This result is in line
with the March 2015 recommendation of the
Council of the European Union. Meanwhile, the
structural deficit has been reduced to its lowest
level since 2000. It was cut nearly in half between
2012 and 2015, from 3.5% of GDP in 2012 to
1.9% in 2015.

At the same time, containment of expen-
diture went hand in hand with a fall in the
aggregate tax and social security contribu-
tion rate for the first time since 2009. The



aggregate rate, excluding tax credits, stood at
44.7% in 2015, following 44.8% in 2014.

Keeping the reduction of its deficit on track
has lent France a high degree of credibility.
Investors’ confidence in France's creditworthi-
ness can be seen in the extremely favourable
financing terms that the government has enjoyed
since early 2016. The weighted average yield on
medium- and long-term government debt securi-
ties stood at 0.40% as of 1 September 2016, as
compared to 0.63% for 2015 as a whole.

Il. Implementing a comprehensive strategy to
deal with the impact of the crisis on cost com-
petitiveness

a) Cost competitiveness declined after the
2008 crisis

After the 2008 crisis, French companies’
cost competitiveness continued to decline.
Non-financial corporations’ margin rates shrank
by some 3 percentage points after 2007, dipping
below 30%.

b) A comprehensive response

The government’s approach to the challenge
of cost competitiveness covers multiple
aspects, dealing with all of its components.
It consists of reducing the different cost compo-
nents of factors of production (labour, capital
and intermediate inputs). The purpose of the
Competitiveness and Employment Tax Credit
(CICE) and the Responsibility and Solidarity Pact
is to reduce the cost of labour. Similarly, the intro-
duction of a temporary hiring bonus for compa-
nies with fewer than 250 employees that offer
open-ended or fixed-term contracts of more than
6 months is aimed at stimulating hiring as the
job market recovers. Along with these schemes,
targeted measures reducing the cost of capital
were implemented: the elimination of the excep-
tional corporate income tax payment for large
corporations and the social solidarity contribu-
tion (a tax on turnover) for most companies, as
well as measures to promote access to financing,
especially for troubled companies. In addition,
measures under the Growth, Economic Activity
and Equal Economic Opportunity Act have
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reduced input costs, particularly the cost of busi-
ness services. This approach has been combined
with other measures to improve the functioning
of the labour market and the capacity of busi-
nesses to adapt to economic changes. All in all, a
coherent strategy has been implemented to meet
the competitiveness challenge.

¢) The results are already being felt across the
whole economy and they will continue past
2017

The results are already being felt:

- The cost of labour has been contained.
Between the fourth quarter of 2012 and
the first quarter of 2016, the cost of labour
in France increased less than the euro area
average, both in industry, construction and
services (a 3.5% rise in France versus a
4.7% rise in the euro area) and in industry
excluding construction (@ 4.2% rise in
France versus a 5.8% rise in the euro area);

- After falling to a low point in 2013 (29.9%
of value added), the margin rate of non-
financial corporations recovered sharply
to stand at 31.4% in 2015. The margin
rate should post a further large increase to
32.0% in 2016 and then stabilise in 2017,

- France’s market shares have been stable
since 2013, following more than a decade
of steady losses, and its current account
balance was close to equilibrium in 2015.

All of the measures adopted will continue to
produce results past 2017.

lll. Boosting productivity and growth by mo-
dernising the business environment and sti-
mulating investment and innovation

a) France’s productivity gains and growth
slowed after the 2008 crisis, as they did
across Europe

Productivity is the main driver of France's long-
term growth, but productivity gains slowed, as
they did in all advanced economies.
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Therefore, promoting productivity gains is a criti-
cal means of boosting the French economy’s
growth potential.

b) A comprehensive strategy

The government’s strategy to unleash growth
potential is a set of complementary policies
that have a positive impact in the long term.

- Modernising the business environment

The Growth, Economic Activity and Equal
Economic Opportunity Act of 6 August 2015
modernised certain markets (transport, retail
trade, regulated professions) by lifting barriers to
entry to facilitate the emergence of new players.

- Supporting investment and innovation

Support for investment takes the form of finan-
cing instruments designed to overcome market
failures, along with more targeted policies to
boost productive investment, such as the higher
depreciation allowance measure, which has been
extended until April 2017. Since 2012, the govern-
ment has implemented measures to ensure that
France is a world leader for research and innova-
tion. The Research Tax Credit (CIR) has become
a permanent measure and Bpifrance has worked
hard to promote innovation. The third phase of the
Invest for the Future Programme will be launched
in 2017, with resources of €10bn to continue the
efforts started during the first and second phases.

- Simplifying business

Radical administrative streamlining continued
with a third raft of 90 business-oriented measures
and 80 more aimed at individuals launched in
February 2016. Furthermore, the Act on Labour-
Management Dialogue and Employment of 17
August 2015 has smoothed out threshold effects
through more uniform and rational requirements
regarding collective bargaining, disclosures and
consultation with employee representatives.

Reform is moving forward with the upcoming
adoption of the Digital Republic Bill, and the
Transparency, Anti-Corruption and Economic
Modernisation Bill. This legislation will make
France more attractive by strengthening its anti-
corruption tools and by improving the business

environment, as well as making the most of the
digital revolution.

c¢) Tangible results

These policies are starting to bear fruit. The busi-
ness environment is gradually improving.
Since 2012, France has moved up 11 places in
the A.T. Kearney FDI Confidence Index to eighth
place in terms of perceived attractiveness for
international investors. In the last two years,
it has also moved up 11 places in the World
Bank Doing Business report, to 27th place, and
it has just moved up one place to the 21st spot
in the Global Competitiveness Report ranking
(World Economic Forum — WEF). Furthermore,
French corporate R&D expenditure rose by
16% between 2008 and 2014, outstripping R&D
growth in Germany and the United Kingdom.
These improvements, along with cost competiti-
veness gains, provide strong support for invest-
ment and business creation.

IV. Improving the functioning of the labour
market to cope with the challenges of high
unemployment and a dual labour market

a) High unemployment, particularly among
young people, older workers and those with
few skills, and a two-tier labour market

The 2008 financial crisis brought with it a high rate
of unemployment, which rose from 7.1% in 2008
t0 9.4% in 2012. Despite an economic upturn and
an increase in market-sector employment, parti-
cularly linked to measures to bring down labour
costs, France has yet to create enough jobs to
bring about a significant drop in the unemploy-
ment rate (which has, however, fallen below
10%). To reduce structural unemployment,
which is relatively high in comparison with most
other European countries, we need to better
match supply and demand, strengthen labour-
management dialogue within companies and
curtail the two tier aspect of our labour market by
encouraging companies — SMEs in particular — to
hire people on permanent contracts.



b) Structural efforts
A strategy with three main areas for action:

- Facilitating adaptation to the employer’s
economic circumstances and specific
characteristics

The signature of job protection agreements,
which were created by the 2013 Job Security
Act, was made easier by the Growth, Economic
Activity and Equal Economic Opportunity Act. Act
of 8 August 2016 for employment, modernisation
of labour-management dialogue and strengthe-
ning of safeguards for employees (hereinafter
referred to as the «Labour Act») extended the
possibility of implementing such agreements
to cases of job protection and employment
development.

Moreover, company- and branch-level nego-
tiations have been overhauled — the Labour Act
gives greater legitimacy to company-level agree-
ments and reduces the number of occupational
sectors to make them more active and more
effective.

The Labour Act also introduces reforms to
France’s Labour Code, with an eye to leaving
more room to collective bargaining and
allowing companies to better adapt to fluc-
tuating business conditions, while simulta-
neously providing employees with new rights.

- Securing labour market transitions and
improving the quality of jobs

For employers, the reforms underway will
provide increased visibility in terms of staffing
and in creating greater incentives to hire workers
on permanent contracts. Thus, the Job Security
Act of 14 June 2013 makes mass redundancy
procedures more secure. As regards individual
dismissals, the Growth, Economic Activity and
Equal Economic Opportunity Act has reformed
the labour tribunal system. Clarifications in
the Labour Act concerning redundancies for
reasons for economic hardship help reduce legal
uncertainty in cases of contract termination, and
encourage employers to hire workers on
permanent contracts.
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Employees’ career paths are now easier and more
secure thanks to the creation of the Personal
Activity Account. The Account gives them
greater visibility as to rights (concerning training
or difficult work situations) that they can claim
as part of their career paths. Rights also follow
individuals when they change jobs or job status.
The Account will ease professional transitions
and ensure a more fluid labour market. These
measures are supplemented by efforts to provide
training to young people who left school without
a diploma.

- Promoting participation in the labour
market and improving the effectiveness of
unemployment insurance

The Act of 5 March 2014 on Vocational Training
has simplified financing for companies and has
improved jobseekers’ access to training. In
addition to this, the Emergency Jobs Plan of 18
January 2016 earmarked €1 billion to double the
number of training courses for jobseekers.

The three-party agreement signed in 2014
between the central government, the unemploy-
ment insurance agency (Unédic) and the public
employment service agency (Péle Emploi) has
improved support for jobseekers, and Pole
Emploi’'s approach is focused on providing custo-
mised service. In addition, professional training
contracts for older workers and the long-term
unemployed have been drawn up.

Young people can take advantage of the Youth
Guarantee scheme, the goal of which is to intro-
duce young people who are neither employed nor
in education or training into the job market. The
scheme will be rolled out on a wider basis in 2017.

Finally, to get people to return to the job
market, the in-work benefit (prime d’activité) was
created by merging the earned income tax credit
(prime pour I'emploi) and the in-work income
supplement (RSA activité), and income tax rates
were lowered. For the eight million households
who will benefit, lower tax rates account for total
savings of nearly €2 billion in 2016. Moreover, in a
bid to provide more incentives to return to work,
negotiations between labour and management
over unemployment benefits will resume.

"
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c) Efforts that will gather momentum over
the medium and long term

Measures taken by France have already begun
to bear fruit: the percentage of mass redundancy
procedures that end up in court has been reduced
to 7%, compared with 20-30% previously.

Labour market reforms, combined with efforts to
lower labour costs, will help bolster the upturn on
the labour market and improve labour-manage-
ment dialogue in companies, thereby fostering a
long-term drop in unemployment.

V.The challenge of inequality, increasing social
justice and inclusion

a) The challenge of inequality

Starting in 2002, the share of individuals living in
poverty began to rise, reaching 14.1% in 2010 —
an increase of 1.2% in 8 years. This accelerated
following the 2008 financial crisis, resulting in
greater disparities in standards of living, and in
particular to a rise in unemployment that dispro-
portionately affected disadvantaged populations.
Government action was required to reverse this
trend, particularly among young people.

b) Fiscal consolidation and social justice

Fiscal consolidation has been a priority of
the government since 2012, but with an
ongoing concern for social justice. As a result,
the tax burden on the highest income brackets
has been increased, but doing so has allowed
the government to maintain purchasing power
for disadvantaged and middle-class households,
which also were the hardest-hit by the increase in
unemployment.

Throughout the current mandate, the govern-
ment has focused tax and social measures
on improving living conditions for low and
middle-income households. Every tax- and
social  security-related initiative introduced
between 2012 and 2017 has had the effect of
maintaining the standard of living for households
in the six lowest income deciles, and the gains
were particularly noticeable for the poorest 10%
of the population (+4.7%). The highest income
brackets were asked to do more than their share,

but this had little impact on their standards of
living (1.7% for the top decile).

This action in favour of social justice was
mainly implemented through adjustments
of personal income tax. At the beginning of
the President’'s term, the government chose
to make high-income households contribute to
fiscal consolidation, above all those in the highest
income decile, through capped family benefits,
the creation of a 45% tax bracket and the align-
ment of taxes on investment income with those
on earned income. Simultaneously, successive
tax scale reforms since 2014, which focused on
households between the 4th and the 8th income
deciles, have reduced the income tax burden for
middle-income brackets.

¢) Multifaceted social investment

The multiyear plan to fight poverty and social
exclusion, which was adopted in 2013, was the
result of a broad-based consultation and of a
shared analysis of the causes of poverty and the
means to address it. The plan, which was updated
with a 2015-2017 roadmap, aims to promote the
concept of support to enable the beneficiaries to
start over, especially by securing employment
and having improved access to housing and
healthcare.

As a core government concern, an extra €2 billion
will be earmarked for fighting poverty by 2017.
This will fund measures supplementing the initia-
tives to promote job creation mentioned above.
The goals are:

- Improved access to minimum social
benefits and allowances, which have
been increased by 10% over five years
for the Social Inclusion Benefit (RSA), by
25% over five years for the family support
benefit for single parents and by 50% over
five years for the income supplement paid
to low-income families

- Better access to childcare solutions and
support in finding work for families with
children, particularly single-parent families,
schooling for children as young as two, the
fight against dropping out of school and,
more broadly, support for the educational



and family environment (e.g. support for
parenting)

- An end to the emergency management
of housing: the plan to prevent evictions,
housing assistance, energy vouchers, a
social housing allocation quota for the
poorest applicants, emergency accommo-
dation, etc.

- Improved access to healthcare for the
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Moreover, the government is prioritising
support for young people. It has introduced
tailored measures for employment and integra-
tion, including the Youth Guarantee scheme and
the Jobs for the Future initiative. It has also set
up an in-work benefit (prime d'activité) for young
people.

In addition, in the wake of the April 2016 report
from the MP, Christophe Sirugue, provisions for

streamlining minimum social benefits will be
written into the 2017 draft budgetary plan and
draft Social Security budget to simplify access
thereto, to provide greater support for the disabled
and to foster a return to the workforce.

most vulnerable individuals: expansion
of the direct settlement system, better
supplementary health insurance for the
least well-off households, health insurance
for all citizens

These measures are part of a broader approach
to paving the way for the future, materialised by
actions to promote the ecological transition, the
rollout of a digital strategy and a bold education
policy (refer to the box).

- Financial inclusion and tackling over-
indebtedness

Reforms paving the way for the future

Ecological transition — The Energy Transition and Green Growth Act of 17 August 2015 sets new long-
term targets for greenhouse gas emissions and energy consumption. By 2030, France is aiming to cut
its greenhouse gas emissions by 40%, to achieve a 32% share of renewable energy in its final energy
consumption and to reduce its energy consumption by 20% compared to 2012. The longer term objective
is to divide greenhouse gas emissions by four by 2050. These goals will be reached thanks to initiatives to
speed up energy-saving renovation works and control of energy consumption, bolstered by tax measures,
in particular, an upward trajectory for the carbon component of energy taxes.

Digital strategy — A very wide-reaching digital strategy is currently being rolled out to better integrate
digital technology into France's economy. The Digital Republic Bill, which was passed on 28 September
2016, incorporates support for innovation and new business models, wider access to open public data,
better personal protection, heightened platform fairness, network neutrality, data transferability and greater
access to digital technology. At the same time, the High-Speed Broadband Plan is being implemented with
the aim to cover the whole of France by 2022.

Education — /n the last five years, the goal of reducing dropout rates, which was identified as a national
priority in the Public School Reform Act of 8 July 2013 and which was the subject of a national plan
introduced in 2014, has begun to produce positive results. There has been a reduction of almost 20% in the
number of young people leaving the education system with no qualifications and a 20% fall in the number
of unqualified 18 to 24 year olds who are not on training courses. Moreover, the reform of the entire
education system is focusing on bolstering basic skills and reducing inequality. Lastly, President Hollande
has set a target of 60% of an age cohort to be highereducation graduates to better match demand for a
more qualified workforce and to lay the foundations for future growth.
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d) Tangible results on the main poverty and
inequality indicators since 2012

These measures have helped reduce poverty
and inequality. The latest figures published by
France's National Statistics Institute (Insee) on
living standards in 2014 show that inequality indi-
cators have returned to their pre-crisis levels. The
Gini coefficient, which measures global income
inequality, has also returned to its pre-crisis
level. It fell significantly between 2012 and 2014,
cancelling out the successive increases since
2008. Ultimately, since the start of the crisis,

inequality in France has fallen slightly more than
in the remainder of the EU’s 27 Member States.
It has not increased as it has in some euro area
countries, particularly those whose fiscal conso-
lidation efforts have included cutting social
protection expenditure since 2008. Moreover, the
proportion of people living below the poverty line
(standard of living 60% lower than the median)
has fallen by 0.2 percentage points to 14.1%
since 2012, thus partially offsetting the rise since
the start of the crisis.
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Economic outlook: overview

Following moderate growth between 2012
and 2014, the French economy has been
experiencing a marked recovery since late
2014. Growth reached +1.3%’ in 2015 after an
average of +0.5% between 2012 and 2014.

Since 2015, business investment and household
consumption have recovered significantly. After
decreasing for four years, household investment
in construction started to recover at the end of
2015. The fall in oil prices since summer 2014
has reduced the French energy bill, and impro-
ved finances for households and businesses
after corporate margins bottomed out in 2013.
Lastly, the economic policy measures rolled out
over the last four years, such as those to cut
labour costs and, more broadly, all the structu-
ral reforms, have supported and will continue to
underpin the French economy’s potential growth
and competitiveness.

The recovery is expected to be confirmed
with GDP growth of +1.5% for both 2016 and
20172. This growth scenario is identical to the one
contained in the Stability Programme. For their
part, the September 2016 Consensus Forecasts
project +1.4% in 2016 and +1.2% in 2017.

The French economy should get back to a
more sustained pace of growth in Q3 2016

Following a vibrant Q4 2015 in spite of an
adverse environment (terrorist attacks of 13
November, clement weather at the year-end),
there was a sharp rise in growth during Q1
2016 before a substantial slowdown in Q2.

These fits and starts can be partly explained by
one-off and temporary factors. Manufacturing
output, especially in the refinery and chemical
industries, was severely affected by the strikes

(1) Within the meaning of the annual national accounts.

(2) The forecast set out in the Economic, Social and Financial
Report is based on the second estimate for Q2 2016 which
was published on 26 August 2016.

in the spring. Household consumption was
virtually stable during Q2, both as an indirect
consequence of very healthy consumption in
Q1 (ticket purchases for the Euro 2016, strong
television sales ahead of the change in Digital
Terrestrial Television standards) and due to the
adverse impact of the strikes on household
expenditure on transport services. Concurrently,
business investment fell slightly in Q2, partly due
to the backlash from the sharp spurt at the end
of 2015 and during Q1 2016 as investors anticipa-
ted the end of the higher depreciation allowance
measure, before its extension was announced.
Similarly, household investment was slightly
down due to less new-home sales at the end of
2015, pending the extension of the zero-interest
loan scheme on 1 January 2016.

Activity is expected to pick up during Q3.
Manufacturing output should benefit from the
positive knock-on effects of the strikes in May
and June, in particular in the refinery and chemi-
cal industries. Business investment is also expec-
ted to recover as augured by the upswing of
balances regarding investment both in industry
(Insee quarterly survey - July) and in the services
(Insee monthly survey - September). The surveys
show that there is more extensive use of indus-
trial production facilities with the manufacturing
capacity utilisation rate reaching its highest level
since October 2008 according to Insee’s July
survey. Lastly, household investment should
expand under the impetus of the extension of the
zero-interest loan scheme.

Growth is expected to be hindered by the de-
terioration in the international environment in
2016; the latter should be more favourable in
2017, in particular with the recovery of demand
from emerging economies?

(3) See TrésorEconomics no. 181 “The world economy in
summer 2016: moderate but gradually accelerating growth
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The uncertainty surrounding the UK'’s with-
drawal from the EU and future relations
between the two is expected to dampen the
UK’s growth in 2016 and 2017. The probable
causes of this slowdown will be lower business
and household confidence, a deterioration in
financial conditions and a potential rise in volatility
on the markets.

The slowdown in the UK should only have
marginal impact on growth in the euro area
which should no longer accelerate. Growth
should still be buttressed by the ECB’s accom-
modative monetary policy and positive employ-
ment momentum in most countries. On the other
hand, the progressive lessening of the impact of
positive external factors (lower oil prices and the
past depreciation of the euro) and the repercus-
sions of the referendum in the UK (rising doubt
amongst investors and less trade due to the UK's
slowdown) are expected to undermine growth.

The economic difficulties experienced by the
US at the start of the year are expected to
weigh heavily on annual growth in 2016 but
should lessen from the summer onwards.
This should allow the US economy to exceed its
growth potential in 2017. In Japan, the recovery
in Asian trade and the recent announcement of
a wide-reaching economic stimulus package
should significantly boost growth in 2017 despite
the adverse impact of the recent strengthening
of the yen.

Lastly, amongst the emerging economies,
Brazil and Russia should gradually pull out of
recession in 2017 whereas growth is expec-
ted to slow in China and Turkey.

Brazil and Russia are expected to pull out of reces-
sion in 2017 owing, in particular, to stable commo-
dity prices and competitiveness gains made
possible by past depreciations. In Brazil, recovery
from the crisis is expected to depend on whether
or not the interim government is a success. In
Turkey, growth is slated to slow considerably due
to the economy’s structural vulnerability (subs-
tantial current account deficit) and the impact of
the failed military coup in July on tourism and the
inflow of foreign capital. As for China, the econo-
mic stimulus measures enacted by the authorities

should enable a sharp slowdown in growth to be
avoided whereas in India, growth should be near
its potential rate, buoyed up, in particular, by low
commodity prices.

World demand for French exports should
ease to +2.7% in 2016 - a downward revi-
sion of more than 1 point since the Stability
Programme in April 2016 - after +3.9% in 2015,
owing to weak imports in the euro area during Q1
and the downturn in domestic demand in English-
speaking countries. It should pick up to +3.6%
in 2017 - again a downward revision of more
than 1 point on the back of Brexit ramifica-
tions - driven by the US’ recovery and emerging-
country imports that should align more closely
with domestic demand.

After expanding for three years and with very
strong momentum in 2015, foreign trade is
expected to be less buoyant but should re-
main underpinned by measures to cut labour
costs and by the gradual recovery in external
demand

After a sharp downturn in 2012 due to pres-
sure on the sovereign debt in the euro area, total
exports have gradually recovered as a result
of stronger growth in the euro area. Exports
surged in 2015, in spite of the problems faced by
the emerging economies, due to strong exchange
rate depreciation and measures to support compe-
titiveness, and the conclusion of major aerospace
and military contracts.

They are however expected to dip significant-
ly in 2016 (+0.9% after +6.1% in 2015). \Whilst
this slowdown is in large part due to foreign trade
in services falling back to a lower growth rate,
exports of goods are also expected to be flatter in
2016 after the sharp increase in 2015, against the
backdrop of slower foreign demand. In addition,
since the end of 2015, unusual sector-specific
events, notably delays in deliveries in the aeronau-
tical industry, have caused a slight decline in the
external balance. These delays do affect exports
but have been partly materialised by an increase
in inventories. The overall impact on growth is
therefore more limited than on foreign trade.



Exports are expected to pick up again in 2017
(+3.5%) as foreign demand progressively reco-
vers (+3.6%).

As in the other OECD member countries,
imports have also accelerated sharply since
2013, reaching a sustained pace in 2015
(+6.6%). This momentum can be partly attributed
to structural factors related to changing interna-
tional trade rules and the impact of specialisa-
tion. Since the end of 2014, imports have also
been supported by cyclical developments (the
expected recovery of manufacturing, the higher
depreciation allowance measure boosting invest-
ments in capital goods partly met by imports).
As a result, imports of manufactured goods
should remain strong in 2016 although at a
slower rate of growth (+4.1% after +6.7%
in 2015)% In 2017, these imports are expec-
ted to slightly accelerate (+4.3%) in spite of the
slowdown in consumption and business invest-
ment, in connection with the pick-up in foreign
demand.

The net contribution of foreign trade to GDP
growth should worsen in 2016 at -0.4 pp after
-0.3 pp in 2015. Although it is expected to
remain negative, it should improve markedly
in 2017 to -0.2 pp.

Having improved since 2012 and buttressed
by a further reduction of the energy bill, the
trade balance (based on customs data) is
expected to be virtually stable in 2016. It is set
to decline slightly to -€49bn in 2017, due to the
effects of Brexit and a worsening energy trade
balance following rising oil prices.

Household consumption is expected to remain
robust due to sustained purchasing power

Real wage growth should remain strong in 2016
before slowing down in 2017, notably as infla-
tion picks up and businesses attempt to maintain
their financial position. After a noticeable upturn
in 2015, market sector employment should stay

(4) Total imports should slow down more significantly due to
imports of services.
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on an upward path in 2016 and 2017, thanks to
GDP growth and economic policy measures (the
Competitiveness and Employment Tax Credit
(CICE), the Responsibility and Solidarity Pact and
the new SME recruitment incentive programme).
Households should also benefit from the growth
in property income, since larger operating
margins should lead companies to pay out more
dividends. Moreover, households should receive
more interest income as interest rates gradually
rise. Conversely, social security benefits will start
to slow over the forecast period as unemployment
falls and savings measures begin to kick in. In all,
after a sharp turnaround that began in 2013,
household purchasing power should conti-
nue to enjoy sturdy growth in 2016 (+1.9%)
and 2017 (+1.5%).

After a marked increase in 2015 (+1.5% after
+0.7% in 2014), household consumption is
expected to continue to accelerate in 2016
(+1.8%). It was particularly robust in the first
half of the year, despite an uneven quarterly
profile due to factors that were partly tempora-
ry. Although slightly decelerating in connection
with purchasing power, household consumption
should remain strong in 2017 (+1.6%).

Thus, the savings rate should be +14.5% in
2016 and in 20175.

The construction sector’s difficulties are ex-
pected to dissipate progressively and house-
hold investment should support activity

After falling for four years, household invest-
ment should pick up in 2016 (+0.4%, after
-0.8% in 2015), and then accelerate strongly in
2017 (+2.6%). The extension of the zero-interest
loan scheme on 1 January 2016 is expected to
support household investment in construction as
from Q3 2016. Construction industry data points
to an uptick in housing starts in recent months

(5) Note that the annual national accounts from May 2016
revealed, for the period 2013-2015, a marked downward revi-
sion in the household savings rate, which stood at +14.5% in
2015 (against +15.4% at the time the detailed results for Q4
2015 were published in March 2016).
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(+4.7% from May to July over the same period
in 2015).

Under the combined effects of economic po-
licy measures and healthier profit margins for
companies, investment (excluding construc-
tion) remained high and has been expanding
steadily since 2012

Excluding construction, corporate invest-
ment is expected to be very robust in 2016
(+4.9%, against +3.7% in 2015), buoyed by
the temporary higher depreciation allo-
wance measure, and should then slow in
2017 (+4.5%), despite the extension of the
allowance measure until 1 April 2017. This is
partly due to the uncertainty created by the
Brexit vote. Companies’ improved financial situa-
tion, in particular through healthier margins which
have noticeably picked up since the low point in
2013 (an expected 32.0% in 2016 and 2017, after
31.4% in 2015), should support their investment
decisions.

Due to the continued fall in oil prices at the
start of the year, inflation is expected to be
near zero in 2016 (+0.1%) and should only rise
in 2017

After a steady downward trajectory between
2012 and 2015, inflation should be close to zero
in 2016 (+0.1%, after 0.0% in 2015), essentially
due to the continued fall in oil prices between the
end of 2015 and the beginning of 2016. Despite
the rise in energy taxation, the contribution of
energy prices to inflation should once again be
negative, at -0.3 points. Core inflation is expec-
ted to slightly increase (+0.7%, after +0.5%). The
effect of past euro depreciation on the prices of
imported manufactured goods should more than
offset slower growth in the price of services, in
connection with past sluggish labour costs, the
slowdown in rent prices and the decrease in the
price of public transport.

Inflation is expected to pick up in 2017 (+0.8%),
mainly due to the impact of the mechani-
cal increase in volatile inflation (under the
conventional assumption of steady oil prices

and exchange rates). Core inflation is expected
to remain stable at +0.7%: the recent apprecia-
tion in exchange rates is expected to bring about
a more noticeable drop in the price of imported
manufactured goods, whereas the prices of
services should rise slightly, in connection with
wages evolution and accelerating unit labour
costs (as measures to lower labour costs come
fully online).

Market sector employment should rise as the
economy recovers, and should benefit from
vigorous policies in favour of employment

The momentum in job creation seen in 2015
continued in the first quarters of 2016, and is
expected to gather steam in the ensuing quarters.
On an annual average basis, nearly +120,000 jobs
are expected to be created in 2016, the biggest
increase since 2007. In 2017, growth in market
sector employment should be stronger than in
2016 (an annual average of +160,000 jobs).

The Competitiveness and Employment Tax Credit
and the Responsibility and Solidarity Pact should
contribute to this sharp rise in employment. The
new SME recruitment incentive programme is
expected to create an average of +35,000 jobs in
2016 and +60,000 jobs in 2017. Moreover, thanks
to additional support for government-sponsored
employment contracts that was announced for
the second half of the year, employment in the
non-market sector should continue to expand in
2016 before stabilising in 2017.

Uncertainties are surrounding this forecast

This recovery scenario is based notably on
oil prices and the euro exchange rate staying
close to recent levels.

The performance of French exports will
depend on our partners’ growth levels, which
could be affected by Brexit, the outcome of
which remains uncertain, as well as by the econo-
mic situation in emerging economies, China in
particular.

The behaviour of French households and
businesses is also uncertain. The investment



strategy of households and businesses consti-
tutes a risk: private investment could be more
dynamic if household construction investment
recovers more quickly than anticipated and if
businesses react more positively to the extension
of the higher depreciation allowance measure.
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However, private investment could be less
dynamic if the uncertainty triggered by the Brexit
vote has more adverse effects than expected,
or if businesses decided to continue to consoli-
date their financial situation and use these higher
margins to reduce their debt.

Table 1: Economic forecasts 2016-2017

(real changes in %, unless otherwise stated)

GDP - France

World demand for French exports

Consumer price index - France

World GDP

United States GDP

Euro area GDP

Exchange rate USD/EUR (annual average)

Qil prices (Brent, USD/barrel, annual average)

2015 2016 2017
1.3 1.5 1.5
3.9 2.7 3.6
0.0 0.1 0.8
3.1 3.0 3.4
2.6 1.5 21
2.0% 1.6 1.6
1.1 1.1 112
53 42 45

(*) The economic deceleration in the euro area in 2016 is due to Ireland’s pronounced growth in 2015 (+26.3%) in connection

with temporary factors.
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Box 1: Review of the forecasts for 2016-2017

The overall macroeconomic scenario underlying the 2017 Draft Budgetary Plan is globally unchanged from
the scenario underlying the April 2016 Stability Programme. The growth forecast is still +1.5% for 2016 and
2017 Revisions concern only the components of growth, with a stronger domestic demand and a weaker
contribution of the international environment.

The revisions of the growth components in 2016 are the direct result of information published in the
quarterly accounts covering the second quarter

Growth should be sustained by more robust than expected domestic demand for the first half-year,
particularly due to the effects of the higher depreciation allowance measure (despite a setback in Q2).
On the other hand, foreign trade is expected to put a drag on growth for two reasons: the weakness of
exports caused by softer foreign demand and difficulties in the aeronautics industry, and still strong imports
connected to the turnaround of France's productive process. For the second half of the year, the surveys
remain close to their long-term level, in line with a quarterly growth rate of about 0.4%. Growth should
also benefit from a bounceback effect in Q3 after the strikes put a damper on second-quarter growth, and
from betterthan-expected investment at the end of the year due to the extension of the higher depreciation
allowance measure.

GDP growth should stabilise in 2017, as forecast in the Stability Programme

Since the Stability Programme was published, the main negative shock that will affect France's economy
in 2017 is the result of the referendum on whether the UK should leave the European Union. Nonetheless,
several indicators issued after the results of the vote suggest that the short-term effects of Brexit could be
more modest (in the most recent surveys, the effects of the referendum on business confidence appeared
to be limited, and the tensions in the immediate wake of the vote appear to have subsided). On the contrary,
the trend path for investment, sustained by the extension of the higher depreciation allowance measure
until 1 April 2017 is expected to be stronger than predicted in the Stability Programme, as shown by the
vigour of businesses’ investment excluding construction in the first half of 2016. Household consumption
should also be more robust than forecast in the Stability Programme: sustained by strong employment
— thanks in particular to the extension of the recruitment incentive programme — and by a lower inflation
forecast, both of which boost household purchasing power. Finally, the shift in France’s fiscal consolidation
composition in 2017 should be favourable to growth in the short term.
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Table 2: Comparison of the 2017 Draft Budgetary Plan and the April 2016

Stability Programme forecasts

Stability Programme

. DBP 2017
Average annual growth rate in % (April 2016)
2016 2017 2016 2017

International environment
Oil prices (Brent, USD/barrel) 37 38 42 45
Exchange Rate USD/EUR 1.10 1.10 1.1 1.12
World demand for French exports 3.8 4.7 2.7 3.6
France
GDP growth 1.5 1.5 1.5 1.5
Imports 4.8 5.1 2.1 4.0
Private consumption expenditure 1.6 1.6 1.8 1.6
Gross fixed capital formation (GFCF) 1.7 3.0 2.7 3.1

o.w. GFCF of non-financial entreprises 3.2 3.8 3.8 35
Exports 3.9 4.8 0.9 3.5
Contribution of external trade to growth
(in percentage points of GDP) -0.3 -0.1 -0.4 -0.2
Contribution of changes in inventories to GDP growth
(in percentage points of GDP) 0.4 0.0 0.1 0.0
CPI 0.1 1.0 0.1 0.8

Source: Economic, Social and Financial Report forecasts.

Box 2: Authority responsible for producing forecasts and independence of the forecasting

The Directorate General of the Treasury prepares macroeconomic forecasts and compiles public finance
forecasts. It works with the Budget Directorate, which is responsible for central government fiscal policy
and preparing budget acts, and with the Social Security Directorate, which oversees the financing of social
security funds and prepares the social security draft budgetary plan. The Directorate General of the Treasury
relies on information produced by other government departments, such as the Public Finances Directorate
General and the Directorate General of Customs and Excise for interim financial reporting. These forecasts
were submitted to the High Council on Public Finances (“Haut Conseil des finances publiques. HCFP) for
its opinion. The HCFP is an independent body, set up by Constitutional Bylaw no. 2012-1403 of 17 December
2012. Its task is to give its opinion on the macroeconomic forecasts used as a basis for draft budgetary plans
and on the consistency of the introductory article of the draft budgetary plan with the multiyear structural
balance path set out in the Public Finance Planning Act.

The HCFP issues an opinion on all of these matters. This opinion is then attached to the draft budgetary
plan submitted to Parliament and made public by the HCFP at the same time. The Constitutional Council
upheld the principle that the opinions of the HCFP are among the items that it considers when assessing
the accuracy of the legislation brought before it.
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Box 3: Comparison with the forecasts from the European Commission, international organisations
and the Consensus Forecasts

The Draft Budgetary Plan forecast is close to the latest forecasts from international
organisations

The government’s forecast for 2016 is +1.5%, the same as that of the IMF from the month of July. It is
slightly higher than the OECD's forecast of +1.3% in its interim forecasts from 21 September, and also
above the European Commission’s forecast, also +1.3%, which it issued in early May (see Table 3).

The Draft Budgetary plan for 2107 expects the rate of economic growth to stabilise at +1.5%, which is
higher than the one predicted by the OECD, which anticipates +1.3%, whereas the Commission expects an
acceleration to +1.7% in 2017 under the usual no-policy change scenario. The IMF's forecast is less dynamic,
and predicts that growth will slow to +1.2%.

The macroeconomic scenario underpinning the Draft Budgetary Plan is more dynamic for 2017 than
the one in the latest Consensus Forecasts

For 2016, the forecasts in the DBP (+1.5%) and the September Consensus Forecasts (+1.4%) are very
similar (see Table 4).

For 2017 Consensus Forecasts are predicting a slight slowdown (+1.2 %).

The Consensus Forecasts from September show consumer prices rising by +0.2% in 2016 and by +1.2%
in 2017 This is slightly higher than the Draft Budgetary Plan scenario showing +0.1% inflation in 2016 and
+0.8% in 2017

Forecasts of domestic demand in 2016 are close when it comes to household spending and corporate
investment, but the DBP is more optimistic than the Consensus about the change in productive investment
in 2017

The assumptions underlying the international environment in the Draft Budgetary Plan are on the whole
comparable to those of the Consensus Forecasts, with similar growth forecasts for the United States and
the euro area, although the Consensus is expecting a more marked downturn for the UK over the forecast
horizon.

Table 3: Forecasts for France
Draft Budgetary Plan, OECD, IMF and the European Commission

2017 Draft OCDE** FMI OCDE cg:::::::;n
Budgetary Plan  Sept. 2016 July 2016 June 2016 May 2016

Avg. annual growth rate (in %) 2016 2017 2016 2017 2016 2017 2016 2017 2016 2017

GDP 15 15 1.3 1.3 1.5 1.2 1.4 1.5 1.3 1.7
Harmonised Index of Consumer
Prices 0.2 0.9 n.d. n.d. n.d. n.d. 0.1 0.8 0.1 1.0

Net Lending (+) or Borrowing (-)
of the General Government
(in percentage points of GDP)* -3.3 -2.7 n.d. n.d. n.d. n.d. -3.4 -3.0 -3.4 -3.2

* according to the Maastricht definition ** OECD September: interim forecasts



Table 4: Comparison between DBP forecasts and Consensus Forecasts

Annual growth rate (in %)

International environment

GDP growth
United States
Japan
United Kingdom
Euro area

France

GDP

Household consumption expenditure

Gross fixed capital formation - non-financial corporations
Consumer price index

core economic scenario

2016

1.5
0.5
1.7
1.6

1.5
1.8
3.8
0.1

DBP 2017

2017

2.1
1.3
1.2
1.5

1.5
1.6
3.5
0.8

EcoNoMic ouTLOOK

Consensus Forecasts

September 2016
2016 2017
1.5 2.3
0.6 0.8
1.7 0.7
15 1.3
14 1.2
1.7 1.4
3.6 2.2
0.2 1.2
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FISCAL OUTLOOK

1. Fiscal overview and strategy

The government is continuing the fiscal
consolidation effort made since 2012 to put
public finances back on a sustainable path.
The public deficit will be below 3% of GDP in
2017, in keeping with the commitments made
in the 2014-2019 Public Finance Planning Act
(LPFP), and government debt will be stabi-
lised, following ten years of steady increases.
This policy of fiscal responsibility has provi-
ded fiscal room for the implementation
of government policies. Again in 2016 and
2017 this strategy will free up the resources
needed to implement reforms that promote
growth and social justice and to finance
priorities such as education, youth, jobs and
security.

The fiscal consolidation effort has been imple-
mented consistently since May 2012 and
produced a significant improvement in the deficit
between 2012 and 2015. The deficit has been
reduced more rapidly than foreseen in the Public
Finance Planning Act of December 2014, despite
the difficult economic situation since 2012. The
headline deficit went from 5.1% of GDP at the
end of 2011 to 3.5% in 2015, and the structural
deficit was reduced by a total of 2.5 percentage
points of GDP between 2012 and 2015, to reach
1.9% in 2015, its lowest level since 2000.

The fiscal consolidation effort continues: the
government deficit should stand at 3.3% of GDP
in 2016, before reaching 2.7% in 2017. This impro-
vement will primarily be of a structural nature and
the structural deficit should fall from 1.9% of GDP
in 2015 to 1.1% in 2017". The medium-term objec-
tive (MTO) of achieving structural fiscal balance
should be reached in 2020.

Fiscal consolidation has relied mainly on contai-
ning expenditure since 2013. The growth rate
of public expenditure has fallen to historic lows,

(1) Measured according to the potential growth forecast in
the Stability Programme, 1.3% of GDP according to the Public
Finance Planning Act forecast.

standing in 2015 at 0.8% in nominal terms, exclu-
ding tax credits, following 1.0% in 2014. The
average annual growth rate of public expenditure
over five years from 2013 to 2017 should stand
at 1.3%, compared to average growth of 3.6%
between 2002 and 2012.

In 2016, the deficit should be down to 3.3% of
GDP. Deficit reduction relies on containment
of expenditure, which should grow at a mode-
rate 1.4% in nominal terms, excluding tax
credits. The aggregate tax and social security
contribution rate should fall from 44.7% in
2015 to 44.5% in 2016, as the measures under
the Responsibility and Solidarity Pact take
effect.

The priority on containing expenditure led to
savings measures that were set out in the April
2014 Stability Programme and upheld and streng-
thened by subsequent budget acts. This effort
was bolstered with further measures to cope with
the adverse fiscal impact of lower-than-expected
inflation. These measures were announced in the
April 2015 and April 2016 Stability Programmes
and amounted €5bn and €3.8bn respectively.

This effort to contain expenditure will make it
possible to finance measures to strengthen secu-
rity and the Emergency Jobs Plan announced
by the President of the French Republic on 18
January 2016, without abandoning the fiscal
targets and while maintaining the appropriate
conditions for renewed growth.

The total contribution of expenditure measures to
the structural effort should amount to 0.5 percen-
tage points of GDP in 2016. The public expendi-
ture ratio should continue to fall to 55.0% of GDP,
compared to 55.5% in 2015.

The fiscal room for manoeuvre created by these
expenditure efforts will make it possible to
reduce taxes and social security contributions for
businesses and households. The measures fore-
seen for the second year of the Responsibility and
Solidarity Pact will lower the aggregate tax and
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social security contribution rate, which should
see a further fall from 44.7% in 2015 to 44.5%
in 2016.

In aggregate, following a nominal adjustment of
0.2 points, the deficit should be reduced to 3.3%
of GDP in 2016. Growth should reach its poten-
tial, so this adjustment would result from a struc-
tural adjustment of 0.3 points, partially offset by
one-off and temporary measures making a nega-
tive contribution of 0.1 points.

Deficit reduction is the result of efforts made by
all general government sub-sectors. For example,
the cap on central government expenditure,
excluding debt service and pensions, passed in
the 2016 Initial Budget Act is lower than the cap
planned in the 2014-2019 Public Finance Planning
Act. At the same time, low interest rates and the
credibility of the government'’s fiscal policy will
produce savings on debt service. Central govern-
ment agencies will also contain their expenditure,
notably as disbursements under the Invest for
the Future Programme slow down. Local govern-
ments should also do their part for the fiscal
consolidation effort. The upswing in local govern-
ment expenditure, which is usual at this point in
the municipal election cycle, should indeed be
moderate. Savings on administrative expenditure
in particular should be achieved as central govern-
ment transfers are cut by €3.3bn, and as local
government reform creates room for manoeuvre.
The local government expenditure growth target
(ODEDEL) was lowered to 1.2% in the 2016 Initial
Budget Act and should be met once again.

Finally, in terms of social expenditure, the national
healthcare expenditure growth target (Ondam)
was set at €185.2bn in the Social Security
Budget Act. This figure represents growth of
1.8% compared to 2015 healthcare expenditure.
This target should also be met, as indicated in the
early warning committee’s opinion dated 27 May
2016. Growth of other social protection expendi-
ture should slow as past reforms take effect and
as the additional savings announced in the April
2016 Stability Programme are implemented.

The fiscal consolidation strategy has been
maintained in the Draft Budgetary Plan and
the draft social security budget for 2017.

The government deficit should stand at 2.7%
of GDP in 2017, in accordance with the 2014-
2019 Public Finance Planning Act. Containment
of expenditure will continue in 2017, while still
ensuring financing for such priorities as educa-
tion, youth, jobs and security, as was announced
during the Public Finance Policy Debate. The
Draft Budgetary Plan and the draft social secu-
rity budget provide details of measures to contain
government expenditure and to provide full finan-
cing for the measures introduced since the April
2016 Stability Programme.

The growth of nominal government expenditure,
excluding tax credits, should reach 1.6% in 2017.
This growth will be slightly faster than in 2016,
but will still be contained at a level that is much
lower than the growth rate observed between
2002 and 2012. This slightly faster growth will
stem from the €3.4-billion increase in central
government expenditure, excluding debt service
and pensions, compared to the central govern-
ment expenditure figure in the 2016 Initial Budget
Act. The increase in expenditure was announced
during the Public Finance Policy Debate. It was
needed to finance such priorities as security,
justice, jobs and education. The pace of cuts in
operating grants for local governments has been
adjusted, with cuts of €2.8bn in 2017, following
cuts of €3.3bn in 2016. The local government
expenditure growth target was set at 2.0%, in
accordance with the 2014-2019 Public Finance
Planning Act. Meanwhile, the national healthcare
expenditure growth target has been set at 2.1%.
This means that 2015, 2016 and 2017 will have
been the three years with the lowest healthcare
expenditure growth rates since 1997.

The effort to contain expenditure set out preci-
sely in the draft social security budget for 2017
will make it possible to meet this target. In this
manner the government expenditure ratio should
continue to fall to 54.6% of GDP.

The government will continue to implement tax
reforms for growth and social justice. For example,
the corporate income tax rate will be cut to 28%
in 2017 for small and medium-sized enterprises
(SMEs). Self-employed craft workers will see a
bigger cut in their social security contributions



and a further personal income tax cut worth €1bn
will be implemented, for a total of €6bn in targe-
ted income tax cuts since 2014.

Energy taxes are expected to ramp up and the
structure of growth should become more favou-
rable for revenues, which means the aggregate
tax and social security contribution rate should
stabilise at 44.5% of GDP.

The headline deficit should improve by 0.6 percen-
tage points of GDP in 2017, with a structural
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adjustment of 0.5 percentage points of GDP. The
structural adjustment will primarily be the result
of an effort to cut expenditure by 0.4 percentage
points of GDP.

Government debt should be stabilised and
should start to decrease slightly. This develop-
ment stems from the combined effects of redu-
cing deficits and a gradual economic recovery.
From 96.2% of GDP at the end of 2015, the debt
ratio should decrease to 96.1% in 2016, then to
96.0% at the end of 2017.

Table 1: Government balance by sub-sector

Lending capacity (+) or borrowing requirement (-) as a % of GDP 2015 2016 2017

Central government

Other central government agencies
Local government

Social security funds

Government balance

-3.3 -3.3 -3.0
-0.1 -0.1 0.0
0.0 0.0 -0.1
-0.2 0.0 0.4
35 -3.3 2.7

Table 2: Structural balance

As a % of GDP, unless otherwise noted 2015 2016 2017
Government balance -3.5 -3.3 -2.7
of which, cyclical balance -1.6 -1.6 -1.6
of which, structural balance (excluding one-off measures, -1.9 -1.6 -1.1
as a % of potential GDP)
of which, one-off measures (as a % of potential GDP) 0.0 -0.1 -0.1
Structural adjustment (excluding one-off measures, 0.4 03 05
as a % of potential GDP) )
of which, structural effort 0.5 0.4 0.4
discretionary tax measures -0.1 -0.2 0.0
expenditure saving effort 0.5 0.5 0.4
of which, non-discretionary component 0.0 -0.1 0.0
of which, adjustment for accrual-based measurement of tax credits -0.1 0.0 0.1

39



FiscAL ouTLOOK

Table 3: Key figures

As a % of GDP, unless otherwise noted 2015 2016 2017
Government debt, excluding financial support to the euro area 93.1 93.1 93.1
Total government debt 96.2 96.1 96.0
Real growth rate of expenditure, excluding tax credits (% change) 0.8 13 0.8
Nominal growth rate of expenditure, excluding tax credits (% change) 0.8 1.4 1.6
Government expenditure, excluding tax credits b5.5 55.0 54.6
Aggregate tax and social security contribution rate, net of tax credits 44.7 44.5 44.5

Box 1: The Responsibility and Solidarity Pact

The Responsibility and Solidarity Pact announced in January 2014 is contributing to the reduction of taxes and
social security contributions over the period from 2014 to 2017 The objectives of the Pact include promoting jobs,
bolstering businesses’ capacity for productive investment and competitiveness, as well as making personal
taxes and contributions more progressive for low and middle-income households. The first measures under the
Pact were passed in 2014 and implemented in 2015. In 2016, a second round of cuts in employers’ social security
contributions, a further cut in the corporate social solidarity contribution (C3S) and the elimination exceptional
corporate income tax payment for large corporations took effect. The corporate income tax rate will be lowered
down, with a first step in 2017 for small and medium sized enterprises. Households will save €1bn in personal
income tax following a further cut targeting the middle class that has been included in the 2017 Draft Budgetary
Plan.

a) €40bn competitiveness package for businesses in 2017

The Responsibility and Solidarity Pact, the Competitiveness and Employment Tax Credit (CICE) and measures
to promote employment, such as the hiring bonus, help to boost employment and restore the competitiveness
of French companies. Combined with plans to support investment and very small enterprises and SMEs, these
measures will save businesses €36bn in 2016 and €40bn in 2017

CICE tax credit -1 -17 -18 -19

Cuts in social security contributions

R ibili lidarity P -5 E -1
esponsibility and Solidarity Pact (including self-employed workers) 51 9 0
Cut in the C3S -1 -2 -2
Phasing-out of the exceptional 3 3
corporate income tax payment
Cut in standard rate of corporate Ry
income tax 2
Sub-total -1 -23% -32 -34"
Plans to support investment .

- 175 17
and VSEs/SMEs 2 ’ :
Emergency jobs plan -2 -3
Cuts in farmers’ social security
contributions
Total measures benefiting businesses -1 -24 -36 -39

Key: the figures are rounded. Consequently, the apparent sum of the rounded figures may be different from the rounded sum.
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Additional exemptions under the Pact will expand the reduction in the cost of labour initiated by the
CICE tax credit:

- a full exemption from employers’ social security contributions on minimum wage jobs (except for
unemployment insurance contributions), and a 1.8-point cut in family benefit contributions on wages up
to 1.6 times the minimum wage as of 1 January 2015, for a total savings of approximately €56bn by 2017
This exemption was backed up by a €1-billion cut in self-employed workers’ family benefit contributions,
to be followed by a further cut of €0.15bn in 2017

- an extension of the 1.8-point cut in employers’ family allowance contributions to jobs paying between
1.6 and 3.5 times the minimum wage starting on 1 April 2016, which cuts contributions by €3bn in 2016
and by €4bn in 2017

Furthermore, CICE tax credit will be increased from 6% to 7% on wages paid in 2017 to enhance its beneficial
impact on employment and investment, for an additional cost of €3bn in 2018.

The Pact is streamlining and reducing corporate taxes. Following the introduction of a second deduction in
2016, the corporate social solidarity contribution was eliminated for more than 90% of the 300,000 companies
that had been paying it. The exceptional corporate income tax payment for large corporations was abolished in
2016, reducing large corporations’ tax bills by €3bn. Furthermore, the standard rate of corporate income tax will
be lowered gradually from the current 333:% to 28% in 2020, with a preliminary reduction in 2017 for SMEs.

As part of the plan to stimulate investment and growth initiated in April 2015, the one-off higher depreciation
allowance measure to support productive investment has been extended until April 2017 and eligibility has been
expanded to include the digital industries.

The aggregate effect of these measures to support businesses in 2017 will be to offset all of the increases
in businesses’ taxes and contributions implemented since 2011. After seeing their taxes and contributions
increase by €23bn between 2011 and 2013, one third of which being the result of measures decided before May
2012, businesses will have seen their taxes and contributions reduced by more than €25bn since 2014. This
movement will intensify in 2018 and beyond with the continuing take-up of the CICE tax credit, along with the
reduction of corporate income tax rate included in the Draft Budgetary Plan.

Chart 1: Cumulative change in discretionary tax measures
affecting businesses (in € billion)

25

20

15

10

B I B

° ]
-5 2011 2012 2013 2014 2015 2016 2017

Key: i) All taxes and contributions paid by businesses, excluding indirect taxes, local direct taxes and one-off events, such as the cost of the
plan to revive and reform the local business tax and the revenue from fighting fraud and tax disputes.

ii) The CICE tax credit is recorded as the sum of credits claimed (€16bn in 2017) and not the sum of accrued credits (€19bn).
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b) Personal income tax cuts worth approximately €6bn

Several successive measures to boost the purchasing power of low and middle-income households have been

implemented:

- In 2014, a one-off income tax cut of €1.5bn was passed in the Supplementary Budget Act of 8 August
2014, lowering the tax bills of 4.2 million households.

- The 2015 Initial Budget Act eliminated the lowest income tax bracket, thereby lowering the tax bills of

9.5 million households by €1.5bn in 2015.

- The 2016 Initial Budget Act included a further income tax cut that reduced the tax bills of 8 million

households by €2bn.

-The 2017 Draft Budgetary Plan introduces a 20% means-tested reduction in income tax that will reduce
the tax bills of more than 5 million households by €1bn.

A total of 12 million households will benefit from these tax cuts.

The final stage of tax relief measures for the middle classes will be rounded out by a measure aimed specifically
at low-income pensioners. Expenditure in 2017 will start including the expansion of the tax credit for in-home
services to all taxpayers, including those with the lowest incomes.

a. Outtum in 2015

Overview of the year

In a macroeconomic context featuring a gradual
economic recovery and no inflation, the govern-
ment deficit shrank between 2014 and 2015,
falling from 4.0% of GDP to 3.5%. After accoun-
ting for the latest INSEE estimates of the social
security balance?, which led to an improvement
in the general government balance of €1bn
compared to the one estimated in the May 2016
Budget Review Act (Loi de reglement). That
estimate was based on the provisional general
government accounts that INSEE published on
30 May 2016.

A structural effort equivalent to 0.5 percentage
points of GDP was achieved in 2015. This effort
was attributable solely to expenditure savings
(0.5 points) that reflect the containment of
government expenditure, which reached a histo-
ric low, with nominal growth of 0.8%, excluding
tax credits. This improvement was slightly dimi-
nished, by 0.1 percentage points of GDP, by cuts
in taxes and social security contributions stem-
ming from the first year of the Responsibility and
Solidarity Pact. Finally, the accounting discre-
pancy arising from the recognition of the CICE

(2) Published on the INSEE website on 6 September 2016.

tax credit as an accrued claim in the System of
National Accounts and as an offset or refund in
fiscal accounting reduced structural adjustment
by 0.1 percentage points of GDP. Consequently,
structural adjustment stood at 0.4 percentage
points of GDP.

This structural adjustment, combined with
favourable cyclical effects that contributed 0.1
percentage points of GDP to adjustment, as
actual economic growth stood at 1.3%, outstrip-
ping the potential growth of 1.1% forecast in the
2014-2019 Public Finance Planning Act, explains
why the improvement in the general govern-
ment balance came to a total of 0.5 percentage
points of GDP.

Government expenditure in 2015

The outturn in 2015 reflects the priority given
to containing expenditure in fiscal consolidation
efforts since 2014. Nominal growth of govern-
ment expenditure, excluding tax credits, stood
at 0.8%, following 1.0% in 2014. These results
testify to the sharp drop in nominal expenditure
growth from an annual average of 3.6%, exclu-
ding tax credits, between 2002 and 2012.

Moderate expenditure growth in 2015 is primarily
the result of the savings measures set out in the
2014-2019 Public Finance Planning Act, which
were enhanced by further measures announced



in the April 2015 Stability Programme to account
for the impact of lower-than-expected inflation
on public finances. Central government expendi-
ture, excluding debt service and pensions, fell by
€1.3bn on a like-for-like basis compared to 2014.
Meanwhile, additional expenditure decided in
the course of the year, specifically to ensure the
security of the French population as part of the
plan to fight terrorism, was financed by means
of a supplemental appropriation decree of 9 April
2015, where new appropriations were offset
by cancellations. Furthermore, accrued interest
expense decreased by €2.1bn over the year.

Other central government agencies have
contributed to this effort through a decrease in
disbursements under the Invest for the Future
Programme, which is monitored by the General
Commission for Investment, along with lower
caps on the taxes allocated to them and claw-
backs from their working capital.

Local government expenditure has also slowed
down considerably as a result of i) the €3.5-
billion cut in central government transfers to local
governments, which gave them an incentive to
contain the growth of their operating expendi-
ture, which posted actual growth of 0.9%, as
opposed to the forecast of 2.0% growth in the
Public Finance Planning Act, and ii) the usual
pattern of local government capital expenditure
driven by the local election cycle, which resul-
ted in a 10.2% drop in local government invest-
ment, excluding the Greater Paris Authority. In
addition, the introduction of the local govern-
ment expenditure growth target (ODEDEL) in
the 2014-2019 Public Finance Planning Act has
involved local governments more closely in the
effort to contain government expenditure.

Meanwhile, the national healthcare expendi-
ture growth target was lowered to 2.0% in the
course of the year and was met for the sixth
year in a row, while other measures passed in
the 2015 Social Security Budget Act, particularly
measures affecting family benefits, including the
means-testing of family allowances, helped to
contain government expenditure.

FISCAL OUTLOOK

Aggregate tax and social security contribu-
tion rate in 2015

For the first time since 2000, the government
deficit is improving even as taxes and social
security contributions are decreasing. In 2015,
the aggregate tax and social security contribu-
tion rate stood at 44.7% of GDP, compared to
44.8% in 2014. Discretionary measures dimi-
nished the rate by 0.1 percentage points of GDP,
since spontaneous revenue growth was in line
with GDP growth.

The discretionary measures decreased reve-
nues by €1.6bn%. This decrease was the result of
take-up of the CICE tax credit and the implemen-
tation of the Responsibility and Solidarity Pact,
which cut employers’ social security contribu-
tions, the corporate social solidarity contribu-
tion and personal income taxes. Some of these
cuts were offset by other measures, such as
the increase in eco-taxes, higher pension contri-
butions under the terms of the 2014 pension
reform and the 2013 agreement on supplemen-
tary pension schemes, along with revenue from
the fight against tax fraud and measures that
eliminated corporate income tax deductions for
several different taxes.

Taxes and social security contributions would
have grown spontaneously (i.e. excluding the
effects of discretionary tax measures) at a rate
of 1.9%, with an aggregate tax elasticity to
GDP equal to unity (1.0). Spontaneous growth
of central government revenue matched GDP
growth. Value added tax (VAT) revenue growth,
in particular, suffered from low inflation, but
other tax revenue, such as gift and inheritance
taxes, showed strong growth. The spontaneous
growth of local government taxes was greater
than nominal GDP growth (elasticity of 1.5), due
in part to strong growth of stamp duty revenues
(DMTO). In contrast, the growth of social secu-
rity contributions was slower than GDP growth
(elasticity of 0.9). More specifically, wage bills
grew more slowly than GDP, leading to slower

(3) All of the discretionary measures affecting taxes and
contributions are detailed in Table 21 of the “Detailed Forecast
Tables"” section.
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growth of social security contributions and the
general social security contribution (CSG).

b. Mid-year outturn
Government expenditure in 2016

The following presentation is based on the most
recent information available at this point in the
year.

The nominal expenditure cap set in the 2016
Initial Budget Act for central government expen-
diture, excluding debt service and pensions, is
lower than the cap stipulated in the 2014-2019
Public Finance Planning Act. This lower cap
on expenditure should be met. More specifi-
cally, the additional expenditure incurred under
the Emergency Jobs Plan announced by the
President of the French Republic on 18 January
2016 will be covered by savings on other expen-
ditures. A supplemental appropriation decree
first provided €766 million in June 2016, and
the balance will be provided according to the
updated requirements under the Supplementary
Budget Act at the end of the fiscal year. The
contingency reserve now stands at €10.4bn,
excluding staff expenditure, following careful
management of releases of frozen appropria-
tions. In fact, the rate of appropriations put into
reserves was particularly high this year at 8%
(excluding staff expenditure). It was increased
by a supplementary allocation to reserves of
€1.8bn in appropriations carried over from 2015
to 2016. This means that the government now
has the means to implement the self-insurance
principle within and between the line ministries’
programmes.

The accrued interest expense on central govern-
ment debt should reach €35.2bn in 2016, compa-
red to €37.2bn in 2015. This projection is based
on issuance since the beginning of the year and
the updated yields and inflation forecasts. It
assumes that 10-year yields will gradually rise to
reach 0.5% at the end of the year and that infla-
tion will stand at 0.1%.

The initial and supplementary budgets of other
central government agencies do not diverge
from the expenditure growth forecasts.

The preliminary outturn data on local government
expenditure corroborate the forecast for 0.8%
growth, which is lower than the local govern-
ment expenditure growth target of 1.2% set out
in the 2016 Initial Budget Act (or the 1.9% growth
target in the 2014-2019 Public Finance Planning
Act). Moderate expenditure growth reflects local
governments’ efforts to contain administrative
expenditure, which were facilitated by very low
inflation, while their capital expenditure growth
picked up between 2015 and 2016, as is the
usual pattern at this point in the local election
cycle.

The growth of social security expenditure
covered by the national healthcare expenditure
growth target (Ondam) should not be more than
1.8%, which would be the lowest figure since
1997. The Ondam early warning committee'’s
latest opinion, dated 27 May 2016, deemed that
the target set in the 2016 Social Security Budget
Act should be met.

Government revenue in 2016

The revenue forecast for the current year is based
on data about tax revenue collection in the early
months of the year and the macroeconomic
determinants of the tax base.

The estimates are based on the following items:

- Social contributions and levies account for
approximately half of the aggregate tax
and social security contributions. They are
based primarily on wages and salaries?,
which are now expected to grow by 2.6%
in the non-farm private sector. This fore-
cast is consistent with the latest wages
and salaries data available.

- The forecast of value added tax revenue is
based on 1.6% growth of the tax base, in
accordance with revenue collection data as
of the end of August.

(4) However, the growth of these contributions and levies
may diverge from the growth of wages and salaries because
of exemptions from payroll contributions, the specific dyna-
mics of contributions paid by self-employed workers, and the
fact that some social levies are based on investment income.



The forecast for corporate income tax
revenue is based on data available as of the
end of August: The first two instalments
and a large share of the remainder due
have already been received. The growth
of taxable earnings in 2015 will be slower
than expected. Furthermore, the forecast
incorporates the latest available data about
the CICE tax credit. Even though data
about the revenue impact of the tax credit
are still incomplete, the data available as
of the summer point to a decrease in its
cost compared to previous forecasts. The
CICE claimed on eligible wages and sala-
ries in 2015, which is incorporated into the
calculation of the 2016 government deficit,
as defined by the Maastricht Treaty, will be
lower than forecast.

The forecast for personal income tax
revenue is based on an analysis of prelimi-
nary tax assessments.

FISCAL OUTLOOK

The revenue collection forecast for the
contribution on business value added
(CVAE) is based on accounting data for
May and the first instalment in mid-June.

Forecasts for local direct tax revenue in
2016 rely mainly on the partial data avai-
lable at this point in the year on changes in
tax bases and decisions on tax rates.

Monthly collection data concerning stamp
duty (DMTO) at the end of August were
consistent with a scenario of spontaneous
increase, linked with historically low inte-
rest rates that stimulated the real estate
market in 2015.

The tax collection data from the Offshore
Disclosure Unit (STDR) corroborates the
revenue forecast of €2.4bn for the year as
a whole.
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DETAILED FORECAST TABLES

Table 1: Resources and uses of goods and services

Nominal gross domestic product and components

2015 2016 2017
NOMINAL GROSS DOMESTIC PRODUCT (GDP) - level in billions 21811 2232.2 2 286.9
Volume
Level

inBne  Rateof Rateof Rateof
change change change

RESOURCES

Real gross domestic product 21811 1.3 1.5 1.5

Imports 685.0 6.6 2.1 4.0

TOTAL RESOURCES 2 866.0 25 1.6 21

USES

Private consumption expenditure 12015 1.5 1.8 1.6

Government consumption expenditure 521.8 1.4 0.7 0.6

Gross fixed capital formation (GFCF) 469.2 1.0 2.7 3.1
- GFCF of Non-financial enterprises 262.7 2.8 3.8 3.5
- GFCF of Households excludind self-employed 107.6 -0.8 0.4 2.6
- GFCF of General Government 75.3 -3.8 2.4 2.6

Exports 654.9 6.1 0.9 3.5

Changes in inventories and net acquisitions of valuables 18.6

TOTAL USES 2 866.0 2.5 1.6 2.1

Contributions to real GDP growth

Final domestic demand excluding inventories 1.4 1.8 1.7
Changes in inventories and net acquisitions of valuables 0.1 0.1 0.0
Net foreign trade -0.3 -0.4 -0.2

Table 2: Resources and uses of goods and services - price developments

2015 2016 2017
Rate of Rate of Rate of
change change change
RESOURCES
Gross domestic product 0.6 0.9 0.9
Imports -3.0 2.9 0.6
TOTAL RESOURCES -0.2 0.0 0.8
USES
Private consumption expenditure -0.2 0.1 0.9
Government consumption expenditure -0.2 0.1 0.5
Gross fixed capital formation -0.3 0.6 1.0
Exports -0.4 -1.3 0.8
TOTAL USES -0.2 0.0 0.8
OTHER PRICES INDICES - annual average
Consumer Price Index (CPI) 0.0 0.1 0.8
Consumer Price Index excluding tobacco 0.0 0.1 0.8

Harmonized Index of Consumer Prices (HICP) 0.1 0.2 0.9
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Table 3: Sectoral balances - Net lending (+)/ borrowing (-)

2014 2015 2016 2017
pp of GDP pp of GDP pp of GDP pp of GDP

NET LENDING (+)/ BORROWING (-) vis-a-vis the rest -3.3 -2.0 -1.8 -1.8
of the world
Of which:

- Balance of goods and services -2.0 -1.4 -1.2 -1.3

- Balance of primary incomes and transfers -1.2 -0.6 -0.6 -0.5

- Capital account 0.0 0.0 0.0 0.0
NET LENDING (+)/ BORROWING (-) of the private sector 0.7 15 1.5 0.9
Of which:

- Households 3.2 3.4 3.4 3.3

- Non financial corporations -2.6 -1.7 -1.4 -2.0
NET LENDING (+)/ BORROWING (-) OF GENERAL
GOVERNMENT* -4.0 -3.5 -3.3 2.7

(*) According to the Maastricht definition.

Table 4: French external trade

2014 2015 2016 2017

Level Level Level Level
in Bn€ in Bn€ in Bn€ in Bn€

TOTAL GROSS TRADE BALANCE CIF-FOB -73.2 -60.2 -59.8 -63.4

Of which:

- Manufacture of food products 2.7 2.6 2.1 1.9

- Energy -54.8 -39.7 -29.6 -32.0

- Industry -23.8 -26.6 -35.9 -37.3
Total trade balance FOB-FOB - in level -58.7 -45.7 -45.3 -48.9
Total trade balance FOB-FOB - in pp of GDP -2.8 -2.1 -2.0 -2.1

COMMERCIAL BALANCE EXCLUDING ENERGY
AND MILITARY EQUIPMENT - in level CIF-FOB -21.6 -24.1 -34.0 -35.5
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Table 5: Non financial Corporations - Detailed data

2014 2015 2016 2017
Level Rate of Rate of Rate of
in Bn€ Change Change Change

GROSS VALUE ADDED 1083.6 2.4 3.2 2.6
Compensations of employees 719.8 1.6 2.5 2.8
Ratio: compensations of employees / Gross Value Added -
level in % 66.4 65.9 65.5 65.6
Taxes on production 60.1 0.0 0.5 4.8
Subsidies on production -25.3 20.1 3.3 11.8
Gross operating surplus (GOS) 329.0 6.1 5.0 2.6
Ratio — Gross operating surplus / Gross Value Added:
margin rate of non-financial corporations - level in % 30.4 31.4 32.0 32.0
Property income paid 276.3 2.7 -3.2 11.2
Property income received 200.1 2.0 -2.4 10.0
Taxes on income and wealth 39.4 -1.2 0.3 4.1
GROSS SAVING 187.8 16.6 9.4 -0.7
Ratio: Saving Rate (Gross Saving / Gross Value Added) -
level in % 17.3 19.7 20.9 20.2
Gross fixed capital formation (GFCF) 2470 2.7 4.7 4.8
Ratio: Self-financing rate (Saving / GFCF) - level in % 76.0 86.3 90.1 85.4
Ratio: Investment rate (GFCF / Gross Value Added) -
level in % 22.8 22.9 23.2 23.7
Changes in inventories ") 15.0 19.8 23.1 23.8
NET LENDING (+) / BORROWING (-) - in level. pp of Gross
Value Added -5,1 -3.3 -2.7 -3.9

(1) Changes in inventories - level in billions.

Table 6: Households - Income Accounts

2014 2015 2016 2017
Level Rate of Rate of Rate of
in Bn€ change change change
RESOURCES
Wages and salaries 828.8 16 2.2 2.4
- Employees’ social contributions 175 2.8 3.2 3.1
Wages and salaries (net of employees’ social contributions) nms3 14 21 2.3
Mixed income (mainly self-employed) 116.9 2.4 1.2 2.8
Gross operating surplus (excluding self-employed) 171.9 0.1 1.7 2.9
Social benefits in cash 468.3 1.9 1.8 13
Property incomes 126.7 -3.5 -1.9 8.3
Other resources 68.1 3.8 2.3 2.4
USES
Social contributions by self-employed and non-employed
persons 31.0 -1.0 -1.3 -0.5
Current taxes on income and wealth 212.4 1.7 1.5 2.1
Property income paid (paid interests) 16.4 -18.6 -28.2 41.6
Other uses 70.5 0.6 2.3 24

Gross Disposable Income (GDI) 13328 1.4 2.0 2.4
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Table 7: Households - From disposable income to net lending

2014 2015 2016 2017

Level Rate of Rate of Rate of

in Bn€ change change change
1332.8 14 2.0 2.4
GROSS DISPOSABLE INCOME (GDI) 07 16 19 15
Purchasing power of GDI 1140.9 1.3 1.9 25
Final consumption expenditure 191.9 21 2.3 2.0
GROSS SAVING 14.4 14.5 145 145
GLOBAL SAVING RATE ( Gross saving/ GDI) - in level 174 06 12 3.7
Gross fixed capital formation (GFCF) 5.2 -9.7 62.5 -4.6
Other net uses 69.4 74.6 74.8 74.7

NET LENDING (in billion €)

FINANCIAL SAVING RATE (Net lending / GDI) - in level 5.2 5.5 5.4 5.3

Table 8: International Environment - Basic assumptions

2015 2016 2017
Short-term interest rate (annual average) 0.0 -0.2 0.0
Long-term interest rate (annual average) 0.8 0.4 0.9
USD/€ exchange rate (annual average) 1.1 1.1 1.12
Nominal effective exchange rate of the French economy -3.9 1.4 -0.2
World GDP growth (excluding EU) 3.3 3.3 3.7
Growth of relevant foreign markets 3.9 2.7 3.6
World imports (excluding EU) 0.7 0.0 2.8
Qil prices (Brent, USD / barrel) 53 42 45

Table 9: International Environment

Detailed forecasts of the GDP growth

2014 2015 2016 2017

Level* Rate of Rate of Rate of

(Bn USD) change change change
France 2843 1.3 15 1.5
United Kingdom 2 992 2.2 1.7 1.2
European Union (28 countries) 18 540 2.2 1.9 1.7
Euro area 13430 2.0 1.6 1.5
Euro area excluding France 10 587 2.2 1.7 1.5
United States 17 348 2.6 1.5 2.1
Japan 4 596 0.6 0.5 13

(*) System of National Accounts 2008 (2008 SNA) for the United States; 2008 SNA / European System of Accounts (ESA 2010)
for France, United Kingdom, the euro area and the EU while those of Japan are in 1993 SNA.



DETAILED FORECAST TABLES

Table 10: International Environment - Consumer price Index

2014 2015 2016 2017
France 0.5 0.0 0.1 0.8
United Kingdom 1.5 0.0 0.7 2.2
Euro area 0.4 0.0 0.2 11
United States 1.6 0.1 1.2 2.0
Japan 2.7 0.8 -0.1 -0.1

Table 11: Labour market developments

2015 2015 2016 2017
Rate of Rate of Rate of
Level
change change change
Employment, persons’ - Total economy - Annual average 27 523 0.5 0.8 0.7
Employment, persons - Metropolitan France, all sectors -
Annual average, thousands of persons? 26 760 95 21 199
Employment, persons - Metropolitan France.
Non-farm market sector - Annual average? 15 897 0.0 0.8 1.0
Employment, persons - Metropolitan France.
Non-farm market sector — YoV, thousands of persons? 15 963 97 131 153
Compensations of employees - Total economy 1136,8 13 2.0 2.5
Wages and salaries per employee - Non-farm market sector 1.6 1.6 1.7
Labour productivity - Total economy? 0.8 0.7 0.8

(1) Occupied population, domestic concept according to the national accounts definition.
(2) Localized employment estimates (Estel data).
(3) Productivity per person employed (Real GDP / total Employment).

Table 12: Real and potential GDP growth

2015 2016 2017
Rate of Rate of Rate of
change change change
Actual GDP growth 1.3 15 1.5
Potential GDP growth 1.1 15 15
Contributions:
- Labour (total hours worked) 0.2 0.3 0.3
- Capital 0.5 0.6 0.6
- Total Factor Productivity (TFP) 0.4 0.4 0.4
- Effect of structural reforms 0.0 0.2 0.2

Output gap (in pp of potential GDP) -2.8 -2.8 -2.8
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Table 13: General government budgetary targets broken down by subsector

2015 2016 2017
ESA Code % % %

GDP GDP GDP
Net lending (+) / net borrowing (-) ( B.9) by sub-sector
1. General government S.13 -3.6 -3.3 -2.7
2. Central government S. 1311 -3.3 3.3 3.0
3. State government S.1312 - - -
4. Local government S.1313 0.0 0.0 -0.1
5. Social security funds S.1314 -0.2 0.0 0.4
6. Interest expenditure D.41 2.0 1.8 1.8
7. Primary balance (1 + 6) -1.5 -1.4 -0.9
8. One-off and other temporary measures* 0.0 -0.1 -0.1
9. Real GDP growth (%) 1,3 1,5 1,5
10. Potential GDP growth (%) 11 1,5 1,5
11. Output gap (% of potential GDP) 2.8 2.8 -2.8
12. Cyclical budgetary component (% of potential GDP) -1.6 -1.6 -1.6
13. Cyclically-adjusted balance (1 - 12) (% of potential GDP) -1.9 -1.7 -1.1
14. Cyclically-adjusted primary balance (13 + 6) (% of potential GDP) 0.1 0.2 0.7
15. Structural balance (13 - 8) (% of potential GDP) -1.9 -1.6 -1.1

(*) A plus sign means deficit-reducing one-off measures.
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Table 14: General government debt developments

2015
ESA Code %
GDP
1. Gross debt’ 96.2
2. Change in gross debt ratio 0.8
Contributions to changes in gross debt
3. Primary deficit 1.5
4. Interest expenditure D.41 2.0
5. Stock-flow adjustment -0.9
Of which:
- Differences between cash and accruals?
- Net accumulation of financial assets®
Of which:
- privatisation proceeds
- Valuation effects and other*
p.m.: Implicit interest rate on debt® 2.1

Other relevant variables
6. Liquid financial assets6
7. Net financial debt (7=1-6)

8. Debt amortization (existing bonds) since the end
of the previous year

9. Percentage of debt denominated in foreign currency

Average maturity

[1] As defined in Regulation 479/2009.

2016

%
GDP

96.1

-0.1

2.0

2017

%
GDP

96.0

-0.1

0.9

1.8

1.9

[2] The differences concerning interest expenditure, other expenditure and revenue could be distinguished when relevant or in

case the debt-to-GDP ratio is above the reference value.

[3] Liquid assets (currency), government securities, assets on third countries, government controlled enterprises and the diffe-
rence between quoted and non-quoted assets could be distinguished when relevant or in case the debt-to-GDP ratio is above

the reference value.

[4] Changes due to exchange rate movements, and operation in secondary market could be distinguished when relevant or in case

the debt-to-GDP ratio is above the reference value.
[5] Proxied by interest expenditure divided by the debt level of the previous year.

[6] Liquid assets are here defined as AFR1, AR2, AE3 (consolidated for general government, i.e. netting out financial positions

between government entities), A.F511, AE52 (only if quoted in stock exchange).

67
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Table 15: Contingent liabilities

2015 2016 2017
% GDP % GDP % GDP
Public guarantees® 8.6%

Of which: linked to the financial sector

(*) It corresponds to guarantees provided by the central government within financial laws, under clearly defined agreements
as regards loans. It is worth noticing that the debt of the Unedic, which is a public administration, is already included into the
Maastricht debt (its guaranteed debt, which is included here, represents around 0.5 pt of GDP). Moreover, following Eurostat’s
decision (27th of January 2011), the Member States’ guarantees for the EFSF loans are already recorded as part of their Maastricht
debt in proportion to their guarantee (it represents around 1.9 pt of GDP).

Table 16 : General government expenditure and revenue projections in ESA 2010

at unchanged policies broken down by main components

2015 2016 2017
General government (S13) ESA Code % % %
GDP GDP GDP
1. Total gross revenue at unchanged policies TR 53.5 53.1 52.9
Of which
1.1. Taxes on production and imports D.2 15.9 15.9 15.9
1.2. Current taxes on income, wealth, etc D.5 12.6 12.4 12.3
1.3. Capital taxes D.91 0.6 0.6 0.6
1.4. Social contributions D.61 18.9 18.8 18.8
1.5. Property income D.4 0.7 0.7 0.7
1.6.0ther 4.7 4.8 4.7
p.m.: Tax burden 44.6 44.4 44.1
2.Total expenditure at unchanged policies TE 57.0 56.4 55.6
(including tax credits)
Of which
2.1. Compensation of employees D1 12.9 12.7 12.6
2.2. Intermediate consumption P2 5.1 5.0 4.8
2.3. Social payments D.62, D.63 26.0 25.9 25.6
of which Unemployment benefits 1.5 1.5 1.4
2.4. Interest expenditure D.41 2.0 1.8 1.8
2.5. Subsidies D.3 2.5 2.6 25
2.6. Gross fixed capital formation P51 3.5 3.5 3.5
2.7. Capital transfers D.9 1.0 0.9 1.0

2.8. Other 3.9 4.0 3.8
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Table 17: General government expenditure and revenue targets,

broken down by main components

2015 2016 2017
General government (S13) ESA Code % % %

GDP GDP GDP

1. Total gross revenue target TR 53.5 53.1 53.2
Of which

1.1. Taxes on production and imports D.2 15.9 15.9 16.0

1.2. Current taxes on income, wealth, etc. D.5 12.6 12.4 12.4

1.3. Capital taxes D.91 0.6 0.6 0.6

1.4. Social contributions D.61 18.9 18.8 18.8

1.5. Property income D.4 0.7 0.7 0.7

1.6. Other 4.7 4.8 4.7

p.m.: Tax burden 44.6 44.4 44.4

2. Total expenditure target (including tax credits) TE 57.0 56.4 55.9
Of which

2.1. Compensation of employees D.1 12.9 12.7 12.6

2.2. Intermediate consumption P2 5.1 5.0 4.9

2.3. Social payments D.62.D.63 26.0 25.9 25.6

of which Unemployment benefits 1.5 15 1.4

2.4. Interest expenditure D.41 2.0 1.8 1.8

2.5. Subsidies D.3 2.5 2.6 2.7

2.6. Gross fixed capital formation P51 3.5 3.5 3.5

2.7. Capital transfers D.9 1.0 0.9 1.0

2.8. Other 3.9 4.0 3.9

Table 18: Amounts to be excluded from the expenditure benchmark

2015 2015 2016 2017

Level % % %
(Bn €) GDP GDP GDP
1. Expenditure on EU programmes fully matched by EU funds revenue
2. Cyclical unemployment benefit expenditure 33.1 0.0 0.0 0.0
3. Effect of discretionary revenue measures 973.2 -0.1 -0.2 -0.1

4. Revenue increases mandated by law
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Table 19: General government expenditure by function*

% of GDP
1. General public services 6.7
2. Defense 1.7
3. Public order and safety 1.6
4. Economic affairs 5.1
5. Environmental protection 1.0
6. Housing and community amenities 1.4
7. Health 8.2
8. Recreation, culture and religion 1.5
9. Education 5.5
10. Social protection 24.8
11. Total Expenditure 575

Source: Eurostat, 2014.

(*) Eurostat data are not fully updated. In particular, the 2014 GDP has been revised, with an impact on the expenditure ratios.
Taking into account the last Insee data, the total expenditure ratio amounts to 57.3% of GDP

Table 20: Divergence from latest SP

2015 2016 2017
ESA Code % % %
GDP GDP GDP
Target general government net lending/ net borrowing B.9
Stability Programme -3.5 -3.3 -2.7
Draft Budgetary Plan -3.5 -3.3 -2.7
Difference 0.0 0.0 0.0
General government net lending projection at unchanged
policies B.9
Stability Programme -3.5 -3.3 2.9
Draft Budgetary Plan -3.5 -3.3 -2.7
Difference* 0.0 0.0 0.2

(*) This difference can refer to both deviations stemming from changes in the macroeconomic scenario and those stemming from
the effect of policy measures taken between the submission of the SP and the submission of the DBP Differences are expected
due to the fact that the no-policy change scenario is defined differently for the purpose of this Code of Conduct with respect to
the Stability Programme.
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Table 21: Methodological aspects

Estimation Technique

MESANGE’

Opale?

Guyon-Sorbe?

Step of the budgetary
process for which
it was used

Macroeconomectric model,
used for the analysis

of the impact of measures
on growth

Macroeconomic forecasts

for 2015-2016,

on which are based the public
finance forecasts presented
in the Draft Budgetary Plan

Structural effort decomposed
by general government
subsector

Relevant features of the
model/ technique used

Vector error correction model
(VECM) estimated on the
national accounts of INSEE

Vector error correction model
(VECM) estimated on the
national accounts of INSEE

Module of decomposition
of the structural balance

(1) See « Le modele MESANGE réestimé en base 2000 », mars 2010, document de travail de la DESE de I'Insee et de la DGTrésor.
(2) See «La maquette de prévision OPALE », décembre 2010, document de travail de la DG Trésor 2010/07.
(3) See « Solde structurel et effort structurel: vers une décomposition par sous-secteur des administrations publiques », décem-

bre 2009, document de travail de la DGTrésor 2009/13.

Table 22: Multiyear public finance trajectory

(% of GDP)

General government balance (Maastricht definition)
Of which State
Of which Other central government bodies
Of which Local governments
Of which Social security funds
Cyclical balance
One-off and other temporary measures (% of potential GDP)
Structural balance (% of potential GDP)
Structural adjustment
Nominal growth rate of expenditures excluding tax credits (%)
Real government expenditure rate excluding tax credits (%)

General government expenditures excluding tax credits
(% PIB)

Tax burden excluding tax credits (% PIB)
Government debt (Maastricht definition)

Government debt (excluding financial support
for the euro area)

2015 2016 2017

-3.5 -3.3 -2.7
-3.3 -3.3 -3.0
-0.1 -0.1 0.0
0.0 0.0 -0.1
-0.2 0.0 0.4
-1.6 -1.6 -1.6
0.0 -0.1 -0.1
-1.9 -1.6 -11
0.4 0.3 0.5
0.8 1.4 1.6
0.8 1.3 0.8

56.5 56.0 54.6

447 44.5 44.5

96.2 96.1 96.0

93.1 93.1 93.1

2018 2019 2020

-2.0 -1.2 -0.6
-1.4 -1.0 -0.7
-0.1 0.0 0.0
-0.6 -0.1 0.1
0.5 0.5 0.2
1.6 1.8 1.8
0.2 0.0 0.0

53.8 52.8 51.8

44.3 44.2 43.8

95.1 92.9 90.1

92.2 90.2 875

71
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Table 23: In-Year quarterly budgetary execution

on cash basis for the general government and its sub-sectors

In Bn€ for 2016 Quarter 1 Semester 1
Overall balance by sub-sector
General government
Central government* -275 -61.8
State government
Local government -126 0.2
Social security funds 4.4 -73
Total revenues / inflows
Local government 41.2 126.7
Social security funds 91.7 1872
Total expenditures / outflows
Local government 53.7 126.5

Social security funds 96.1 194.5

(*) Monthly report June 30: http://www.performance-publique.budget.gouv.fr/ressources-documentaires/documentation-
budgetaire/situation-mensuelle-budget-etat/situation-mensuelle-budget-etat-en-2016#.V_TZLJWa3PR

Table 24: In-Year quarterly budgetary execution

in accordance with ESA standards for the general government and its sub-sectors

2016
In Bn€ ESA Code
1st quarter 2nd quarter
Overall balance by sub-sector

General government* S.13 -18.6 -175

Central government S. 131

State government S.1312

Local government S.1313

Social security funds S.1314

For general government

Total of revenues TR 294.6 296.4
Total of expenses TE 313.3 313.9

(*) CE http://www.insee.fr/fr/themes/theme.asp?theme=16&sous_theme=8&type=2&nivgeo=0&page=publications.html





