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FRANCE STABILITY PROGRAMME 2014-2017

4, Excessive Deficit Procedure (EDP)

Efforts to ensure compliance with the Council recommendations

On 21 June 2013, the ECOFIN Council addressed a recommendation to France to end by 2015
the excessive deficit that has existed since 2008. The recommendation set nominal deficit
targets of 3.9% of GDP in 2013, 3.6% in 2014 and 2.8% in 2015. These targets are consistent
with structural adjustment of 1.3 points of GDP in 2013, 0.8 points of GDP in 2014 and
0.8 points of GDP in 2015.

In response to the draft budget submitted in September 2013 and based on November 2013
forecasts, the European Commission's communication to the Council on 18 November 2013
stated that France could be considered to have taken effective action in compliance with the
Council recommendation of 21 June 2013, while also pointing out a number of risks relating
to its forecasts. The Eurogroup meeting on 22 November validated the main thrusts of the
draft budget, endorsing France's fiscal strategy.

The Commission identified a risk of non-compliance with the time limit established in the
Council’s recommendation for correcting the excessive deficit given that its winter 2014
forecast shows a deviation of France's government balance from the targets set in the June
2013 recommendation. The Commission addressed a specific recommendation to France on
5 March 2014, asking it to adopt additional corrective measures. The Government will take
the necessary steps to comply with its fiscal commitments and to ensure that the
government deficit returns to 3% of GDP in 2015 [see details of the corrective measures in
2014 in Box 2, section 3.4).

The 2013 deficit reported in the interim by France's national statistics institute (INSEE) stands
at 4.3% of GDP. However, government spending growth seems to have been much slower
than the Commission anticipated in its winter 2014 forecast. This has major conseguences
for the assessment of effective action in accordance with the Commission’s methodology.

This result shows that the Government has the capacity to meet its expenditure reduction
objectives. As announced in lanuary 2014, central government expenditure, along with
healthcare expenditure, was below the target set. The published statistics show that
spending control was even tighter {see Section 3.2) for both social {unemployment benefits
in particular) and central government agencies’ expenditure, and that the cost of debt
servicing turned out to be lower than projected in the draft budget. This tighter control of
spending offset some of the decline in tax revenues since the fourth quarter of 2013. This
decline stems from two consecutive years of very weak growth and remains beyond the
Government’s control.

This means that structural adjustment in 2013 came out at 1.1 points of GDP'". It was greatly
diminished by adverse elasticity effects, which contributed -0.5 points of GDP. Were it not

44

'® Based on potential growth outlined in the 2012-2017 Public Finance Planning Act.
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for these effects, the aggregate structural adjustment as defined by the 2012-2017 Public

Finance Planning Act, would have reached 1.6 points of GDP. This means that the measures
introduced since 2012 did in fact make it possible to comply with the Council
recommendation for 2013.

Compliance in 2014 with the June 2013 recommendation will be ensured by the measures
introduced since May 2012. More specifically, the effort required this year has already been
stepped up in the 2014 draft budget by nearly 0.4 points of GDP compared to the projections
in the 2012-2017 Public Finance Planning Act of December 2012. In view of the larger-than-
expected structural deficit in 2013, this effort will be supplemented by additional measures
totalling some €4 billion in 2014. These measures mean that the adjustment will comply with
the recommendation calling for a structural effort of 0.8 points of GDP to achieve a nominal
deficit of 3.8% of GDP.

The 2015 government deficit will stand at 3% of GDP and structural adjustment should reach
0.8 points of GDP.

The Government has chosen not to carry out an over-adjustment, which would have
negative consequences for future growth. At the same time, the Government complies with
the fiscal consolidation effort of 0.8 paoints that the recommendation calls for in 2014 and
2015. Therefore, the Government upholds the 2015 time limit for correcting the excessive
deficit.

Box 12 - Fiscal consolidation measures for 2013 and 2014 introduced since the previous
Stability Programme

The measures introduced since 2012 enabled us to get a tight rein on spending in 2013. More
rigorous multiyear planning under the Public Financial Planning Act produced results with
regard to expenditure covered by the national healthcare expenditure growth target and
central government expenditure, excluding debt servicing and pensions. Healthcare spending
{Ondam) was €1.4 billion under target in 2013, rising by only 2.4% instead of the
2.7% projection passed in the fourth cquarter of 2012. Central government expenditure
excluding debt servicing and pensions, was €0.1 billion under the target set in the Initial
Budget Act and £3.4 billion if we look at aggregate central government expenditure. The initial
growth forecast was 2.6% in the 2013 draft budget and 2.5% in the 2014 draft budget. In the
end, however, spending grew by only 2.0% in nominal terms in 2013 ({see Section 3.6.1).
Revenue increased by some €25 hillion as a result of the recovery measures introduced since
May 2012, and, more specifically, the measures under the 2012 second and third
Supplementary Budget Acts, the 2013 Initial Budget Act and the 2013 Social Security Budget
Act, for a total of €29 billion in discretionary measures in 2013. These measures primarily
targeted the most affluent households and largest corpaorations and the financial sector to
safeguard investment and jobs. The effort to reduce the structural deficit in 2013 was deemed
“substantial” by the French Government Audit Office in its public annual report. The effort was
particularly noteworthy because it was accomplished against the backdrop of falling inflation
and a euro area recession.

The measures outlined by the Government in the 2014 Budget Act and the 2014 Social
Security Budget Act made it possible to continue the fiscal consolidation efforts started in

May 2012. These measures called for spending efforts amounting to €15 billion.
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This ambitious budget will be rigorously met in 2014: for example, the suspension of the green
tax on heavy goods vehicles has been offset by limiting the expenditure of the French
Transport Infrastructure Agency (AFITF} and by a supplementary central government transfer
of £0.8 billion that will be fully financed by savings on management costs during the fiscal year.
Similarly, additional consolidation measures worth some €4 billion in 2014 will be
implemented by the third quarter to uphold our fiscal objectives in full compliance with our
commitments. The March 2014 labour-management agreement on the unemployment
insurance system will contribute nearly €0.5 billion. Furthermaore, the savings achieved in 2013
will be consolidated, particularly in the case of the expenditure covered by the national
healthcare expenditure growth target {Ondam). Measures to delay the increase of certain
benefits until October 2015 will initially result in savings of nearly €0.4 hillion in 2014.

Since the last Stability Programme, the 2014 Initial Budget Act and the 2014 Social Security
Budget Act, along with pension reform, have produced an increase in the tax burden of around
0.4 points of GDP:

- Most of the additional effort by households falls on the most affluent, such as the exceptional
tax on very large salaries and compensation packages, the removal of the income tax
exemption for pension increases and the further lowering of the cap on family deductions;

- Large corporations also contributed to the additional effort with the increase in the corporate
income tax surcharge;

- An increase in old-age pension contributions was also introduced to finance pension reform;

- The reduced VAT rate has remained at 5.5% in the end, instead of being cut to 5.0% as
originally planned;

The départements have been given the option of increasing duties payable on real property
sales (DMTQ};

- The transition to cleaner energy has been backed with a new climate and energy tax and
enhanced incentives for greener cars.

The medium-term budgetary objective set in the 2012-2017 Public Finance Planning Act is to
achieve a balanced budget in structural terms. The Act also sets out the adjustment path for
achieving this objective. This path is the benchmark for this Stability Programme, which
complies with the requirements of the preventive arm of the Stability and Growth Pact.

Once a country exits the excessive deficit procedure, the Growth and Stability Pact reguires
structural adjustment of at least 0.5 points of GDP per year until the medium-term budgetary
objective has been attained™.

The structural balance adjustment path described in this Stability Programme is compatible
with these reguirements, since it calls for structural adjustment of 0.5 points per year in
2016-2017, after bringing the deficit back down below 3% in 2015 (see Section 3.4). This
46

™ Article 5 of Regulation 1466/97 as amended.
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adjustment path complies with the rules of the Stability and Growth Pact and leads to

attainment of our medium-term objective of a balanced budget in structural terms in 2017 |-
% points of GDP). If we strip out the Responsibility and Solidarity Pact, the budget should
balance in structural terms in 2016, in keeping with the forecast in the Public Finance
Planning Act.

The adjustment path will be set out in detail in a future Multiyear Public Finance Planning
Act.

5. Sensitivity analysis and comparison to previous programmes

The pace of France’s economic recovery and underlying spontaneous public finance
developments will depend on global demand for French exports, fluctuations in euro
exchange rates and changes in interest rates.

The international scenario underlying the projections is as follows:
¢ Qil prices remain at $107 per barrel after 2014.
e The euro exchange rate is stable at US$1.36 starting in 2014.

¢ The growth rates of the global economy and world trade gradually return to their
long-term average. Global demand for French exports should increase by 6.5% in
2015, which is its long-term average, compared to growth of 1.9% in 2013 and 4.8%
in 2014.

The euro exchange rate assumptions are the same as in the Commission's 2014 winter
forecast. In contrast, however, the Commission expects a barrel of oil to cost US$104.1 in
2014 before falling to US$99.6 in 2015. The Commission also expects global demand for
French exports to grow by 4.5%in 2014 and 5.7% in 2015.

In addition to providing figures about how the assumptions concerning export demand,
exchange rates, oil prices and interest rates will affect growth, inflation and the government
deficit in nominal terms {see Tables 1 to 4], this section assesses the main upside and
downside risks surrounding the forecast.

Uncertainty about the expected economic recovery of France’s leading trading portners

After two years of weak growth in the euro area, demand for French exports started to pick
up again in the second quarter of 2013. This trend should gather strength as global growth
picks up speed, particularly in the euro area.

The recovery in world demand could even be stronger than expected, if the euro area
economy bounces back more rapidly than the latest business surveys could lead us to expect.
In a rosier scenario, where global demand growth in 2014 returns to its average historical
trend of around 6.5% per year seen between 2000 and 2008, the stronger recovery of
foreign trade would lead to a substantial jump in GDP and improve the job market without
any significant increase in inflation. In this case, France's aggregate growth would he
0.3 points higher in 2014 and 0.1 point higher in 2015. The stronger growth of taxable
expenditure and payrolls will have a positive impact on revenue from taxes and
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contributions. The minor impact on inflation of this upturn in demand would cause little

change in expenditure growth, which should be slower than revenue growth. Ultimately, the
government's net lending would rise by approximately 0.1 point of GDP starting in 2015.

On the other hand, the problems of some emerging economies at the end of 2013 and the
beginning of 2014, with falling exchange rates {Russia, India, Brazil, Turkey), tighter monetary
policy {Brazil, Indonesia, Turkey)} and rising political and social instability {Turkey, Ukraine),
point to slower-than-expected growth in those countries, which could hamper the recovery
of France's exports.

How will o return to more standard monetary policy affect interest rates?

The United States Federal Reserve announced tapering of its asset purchases in December
2013 in view of robust US economic growth. Even though this announcement was
unexpected, the financial markets took it quite well. The Stability Programme forecasts
assume a gradual return to more standard monetary policy, starting with the United States,
which will lead to a gradual and moderate rise in interest rates as economic growth picks up.

A resurgence of financial tension cannot be ruled out in the run-up to the second phase of
maonetary policy normalisation. If central banks are unable to provide clear forward
guidance, sovereign yields could over-react with big jumps that hamper the recovery of the
advanced economies and undermine the emerging economies that are most vulnerable to a
sudden stop in the capital inflow, such as India, Turkey and Brazil. However, this risk needs to
be looked at in perspective, since central bankers are likely to remain vigilant about over-
reaction and they have enhanced their forward guidance strategies. In particular, the ECB
has expressed its concern about the euro’s strength and the level of inflation.

How could the euro move against our partners’ currencies?

The Stability Programme forecasts assume that the euro will remain stable against all other
currencies and, more specifically, that the euro/dollar exchange rate will stabilise at US$1.36
starting in the second quarter of 2014.

The Federal Reserve’s tapering of its asset purchases and the internal vulnerabilities of
emerging economies led to major depreciation of some emerging currencies in the second
half of 2013 and the beginning of 2014.

Changes in capital flows in 2014 caused by bad news coming from emerging markets or
central banks' difficulties in providing clear forward guidance on interest rates as monetary
policy returns to a more standard stance could lead to further depreciation of emerging
countries’ currencies, driving up the euro and hampering France’s economic growth in the
short term.

On the other hand, a faster-than-expected monetary policy normalisation in the US could
cause the dollar to appreciate, triggering a corresponding depreciation of the euro. In a
scenario with a 10% depreciation of the euro against the dollar in 2014, this decline in the
exchange rate would automatically improve France’s price competitiveness outside of the
euro area and boost economic growth for our euro area partners. The resulting jump in
exports would give a short-term boost to both growth and jobs. As in the rest of the euro
area, higher import prices would increase inflation. On the whole, the French growth rate
would be 0.1 point higher in 2014 and in 2015.

#sher growth and inflation resulting from a depreciation of the euro would have a positive
impact on revenue from most taxes and therefore on public finances. A lower exchange rate
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would also increase social security contributions {which are based on payrolls). Only part of

this increase in revenue would be offset by higher spending, some of which is linked to
inflation. The overall improvement in the government balance would be gradual, coming out
at 0.1 point of GDP in 2015.

What uncertainties surround the behaviour of domestic private-sector agents?

Businesses’ more favourable expectations for economic growth could produce a scenario
with faster growth. Employment would improve, boosting wages and household income.
This could mean that household consumption posts stronger growth.

Uncertainty persists about businesses' behaviour. Businesses could pass on more of the
savings from the Competitiveness and Employment Tax Credit in their selling prices. This
would lead to greater price-competitiveness gains that boost exports and curb domestic
inflation. On the other hand, businesses could respond to a faster-than-expected rise in
long-term interest rates by using the tax credit to pay down their debts and improve their
profit margins. This behaviour could hit households' income and consumption, causing
businesses to restrict their investment.

Table 14 - Impact on France’s economy of a 1% increase in world demand for French goods {*)

(Aeviation from the baseline scenario in %) n n+l n+2
GDP growth 0.2 0.2 Ya
Total jobs created (thousands) 9 27 40
Heusehaold consumption deflator 0.0 0.1 0.1
Net government lending/ borrowing (in % points of GDP) 0.0 0.1 0.1

(*)5ustained 1% increase inexport demand at the start of year n with no changein real interest rates

NB: An increase in global demand would boost exports which would feed through to the rest
of the economy, increasing business investment in particular.

Tahble 15 - Impact on France's economy of a 10% appreciation of the euro against all other
currencies (*})

(deviation from the baseline semario in %) n n+l n+2
GDP growth -0.6 -1.0 -1.2
Total jobs created (thousands) =30 -85 -149
Heuscheld consumption deflater -0.5 -0.7 -1.2
Net government lending/borrowing (in % points of GDP) -0.2 -0.4 -0.6

(*) & 10% depreciation in the value of the euro against all other currencies at the beginning of year n, with no change in real irterest rates,

endogenous reaction of the rest of the world,

NB: A stronger euro would hamper growth in the short term by harming France's price
competitiveness outside of the euro area and by slowing the economic growth of its euro area
partners.
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Table 16 - Impact on France’s economy of a 520 increase in oil prices (*)

{Aeviation from the baseline scenario in %o) n n+l n+2
GDP growth -0.1 -0.2 -0.2
Total jobs created (thousands) -3 -28 -62
Heusehaold consumption deflator 0.3 0.3 1.2
Net government lending/ borrowing (in % points of GDP) 0.0 -0.1 -0.2

(*) 520 increase inthe price of oil per barrel at the beginning of year n, with no changeinreal interest rates, endogenous reaction of the rest of the

world,

NB: With no change in exchange rates, an increase in the price of oil would have an inflationary
impact. The resulting increase in consumer prices and decrease in corporate profits would

weaken growth.

Table 17 - Impact on France's economy of a 100-basis-point increase in short-term interest rates

for two years {*)

(Aepiation from the baseline seenario tn %) n n+l n+2
GDP growth 0.2 -0.3 -0.1
Total jobs created {thousands) -10 -36 -45
Heusehold consumption deflator 0.1 -0.1 0.2
Net government lending/ borrowing (in % points of GDP) -0.1 -0.2 -0.1

(™) & 100-basis-point increase in euro area shart-term interest rates lasting for two years and occurring at the beginning of year n that has an impact

on long-term interest rates and on the value of the euro and endogenous reaction of the rest of the world.

NB: An increase in central bank interest rates would hamper growth by restricting business
investment and the return on capital. It would promote savings over consumption and lead to
a further appreciation of the euro. However, this scenario fails to account fully for the impact
of a rise in long-term interest rates that could result, for example, from a change in

expectations regarding US monetary palicy.
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2012 2013 2014 2015 2016 2017

20142017 Stability Programme (April 2014)
Real GDF growth (in %) 0.0 0.3* 1.0 1.7 2% 2%
Government balance (% of GDTF) -4.9 -4.3 -58 -3.0 22 -1.3
Stmictural balance (% of potential GDF) -4.0 2.9 21 -12 -0.8 -l

Structural adidstoeent (% of porential GDFP) i 1 o8 0.8 0.5 0.5
Government debt %4 of GDE) 90.6 93.5 956 95.6 942 919
Government debt, excl suppott for the euro area (% of GDF) 88.2 90.4 92.4 92.5 91.2 89.0
20132017 Stability Programme (April 2013)
Real GDF growth (in %) 0.0 01 12 2.0 20 2.0
Government balance (% of GDT) -4.8 -3.7 -2.9 -2.0 12 -0.7
Stmuctural balance (% of potential GDF) -3.7 -2.0 -1o -02 0.2 05

Strsictwral admsiveent (%0 of potential GDF) [ 1.3 e 0.7 2.5 0.2
Govemnment debt (%4 of GDP) 90.2 93.6 94.3 92.9 a0.7 85.2
Government debt, excl suppott for the euro area (% of GDT) 87.8 90.6 91.1 §9.8 87.8 853

* Change i qrarierly aceounis, adiusted Jor seasonal varatis and working days

The structural adjustment in 2013 was smaller than the level set under the 2013 Stability
Programme. This difference stems primarily from weak elasticity of 0.2, compared to 0.9

under the previous Stability Programme. To a lesser extent, the structural effort was

hampered by falling inflation, which ate into the expenditure savings effort, despite similar
growth in nominal terms. On the other hand, the discretionary measures produced less tax

and contribution revenue than expected, leading to a smaller structural effort than forecast
in the April 2013 Stability Programme. The cyclical component of the balance was virtually

the same as in the previous programme. GDP growth was in line with expectations at 0.3%"

compared to 0.1% in the 2013 Stability Programme. The government balance in nominal
terms improved by 0.6 points of GDP, which was less than forecast in the previous

programme (1.1 points of GDP).

In 2014, the outlook for growth has been trimmed to 1.0% compared to 1.2% in the previous
Stability Programme, but is higher than the previous government forecast of 0.9% growth.
The reduction of the government deficit by 0.5 points of GDP from 4.3% of GDP in 2013 to
3.8% in 2014 will be slightly less than the reduction of 0.8 points forecast in the previous
Stability Programme. This can be explained by the smaller structural adjustment, despite the

larger savings on expenditure. The reduction will be in line with the projections for the 2014

draft budget.

In 2015, the adjustment of 0.8 points of GDP in nominal terms will be smaller than the

adjustment of 0.9 points of GDP forecast in the previous Stability Programme. This can be

explained by a less favourable economic environment, with real growth of 1.7% instead of
2.0%. However, the structural adjustment will be very similar. the larger savings on

expenditure will finance the net cost of the measures in the Responsibility and Solidarity Pact

and the added cost of one-off and other temporary measures in 2015 (see Box 3).

In 2016-2017, the aggregate adjustment of 1.7 points of GDP in nominal terms will be
greater than the adjustment of 1.3 points forecast in the previous Stability Programme. This

will be the result of a greater structural adjustment of 0.5 points of GDP each year and an

upwards revision of the cyclical adjustment following the revision of the growth forecast to
account for the impact of the Responsibility and Solidarity Pact.

= Adjusted for seasonal variations and working days.
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In its winter forecast published on 25 February 2014 before this Stability Programme was
published, the European Commission foracast that France's government deficit would stand
at 4.2% of GDP in 2013, 4.0% in 2014 and 3.8% in 2015 under its usual no-policy-change
assumption and growth rates very similar to the ones used by the Government in this
Stability Programme, namely 0.3% in 2013, 1.0% in 2014 and 1.7% in 2015.

The Commission’s deficit forecast is similar to the deficit published by France’s national
statistics institute {INSEE) for 2013, but more pessimistic that the Government's forecast for
2014, The Commission forecast is for a deficit of 4.0% of GDP in 2014, compared to the
Government forecast of 3.8%.

In 2013, despite a deficit forecast that was very close to the actual deficit, the Commission
overestimated expenditure growth in nominal terms, forecasting 2.5% compared to 2.0% in
the INSEE statistics published on 31 March 2014. This differential between the latest
Commission forecast and the outturn has an impact on the excessive deficit procedure. The
underspending boosts the savings effart on expenditure, thereby raising the indicators that
the Commission uses to assess effective actions on a “bottom-up” basis.

In 2014, the differential between the Commission scenario and the Stability Programme
scenario stems from the fact that the Commission’s forecasts do not factor in the additional
savings recantly announced by the Government amounting to £4 billion.

In 2015, the Commission’s forecasts are not comparable to the Government’s, since the
Commission’s adjustment path, computed on the basis of a no policy change assumption,
does not incorporate all of the effects of the rules in force governing central government and
healthcare expenditure, or the Government’s announcements of expenditure measures in
this Stability Programme, such as the reduction of central government expenditure, the
reduction of transfers to local government, the lowering of the national healthcare
expenditure growth target, and the delay in the increase of social benefits, other than
minimum social benefits, until October 2015. Nor does the Commission’s forecast
incorporate the impact on revenue of the Responsibility and Solidarity Pact.

Table 19 - Comparison with the European Commission’s forecasts

2012 2013 2014 2015
20142017 Stability Programme (April 2014)
Real GDF growth (in %) 0.0 0.3%* 1.0 1.7
Government balance (% of GI2F) -4.9 4.3 -3.8 -3.0
Structural balance (%o of potential GDF) -4.0 -2.9 2.1 -l1.2
Strucural adiustment (Yo of poterntial GDP) 77 i1 0.8 0.8
Government debt (%0 of GIOF) 90.6 93.5 95.6 95.6
Government debt, excl. support for the euro area (% of GDF) 88.2 904 92.4 92.5
European Commission's winter forecast (Febmary 2014)
Real GDF growth (in %) 0.0 0.3 1.0 1.7
Government balance (% of GDF) -4.8 4.2 -4.0 -3.9
Structural balance (% of potential GDT) -3.6 -2.8 2.3 -2.7
Strugurel adfustment (% of potential GDP) 1.7 0.9 78 3.3
Government debt (% of GDF) 90.2 93.9 96.1 97.3
* Change du quarierly accounts, adjusted for sasoral variations and workdy days
52
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6.

Quality of public finances

The ongoing spending review process {MAP) was launched in 2012 and is slated to
continue until 2017. The objective is to inform decision-making and assist with the
implementation of structural reforms affecting all general government sectors. Based on a
consultative and transparent approach, the aim is to increase the efficiency and
effectiveness of all public services. This will require public policy assessments {évaluations
de politiques publiques, EPP) aimed at achieving a common vision of policy issues and
objectives. The assessments will cover all public policies during the President’s term. This will
also regquire modernisation programmes drawn up by the ministries themselves and
designed to identify users’ needs and streamline how the government entities are organised
and how they aperate.

Four meetings of the Interministerial Committee supervising the spending review process
{CIMAP) have already been held. They resulted in the launch of 61 public policy assessments,
covering more than 30% of public expenditure. Some public policy assessments made it
possible to identify needed reforms and substantial savings. The 2014 Initial Budget Act and
Social Security Budget Act implemented several of the decisions made on the basis of
assessments submitted at the third meeting of the CIMAP:

- Refocusing ecocnomic intervention on four pricrities: innovation, industry,
investment, and internatichal development. Business subsidies will be streamlined.
The new focus will produce €635 million in savings in 2014 via a lowering of the cap
on certain earmarked taxes, reducing their working capital and cutting tax and social
expenditure;

- Thoroughly reforming family policy: the measures implemented in response to the
report produced by the Vice-Chairman of the High Council for the Family, Bertrand
Fragonard, will produce gains of €1.2 hillion in 2014, €14 billicn in 2015 and
€1.6 billion in 2016;

- Refarming the policy that promotes sandwich courses, which will ultimately result in
savings of €550 million.
The fourth meeting of the Committee held on 18 December 2013 launched 12 new public
policy assessments (see Box 13). They will contribute to the Government’'s efforts to
streamline government expenditure and will help document the reforms that improve
efficiency and effectiveness in areas where room for improvement has been identified.

9935/14 ADD

5 MCS/ah
DGG 1A

www.parlament.gv.at

10
EN


http://www.parlament.gv.at/pls/portal/le.link?gp=XXV&inr=30771&code1=RAT&code2=&gruppen=Link:9935/14;Nr:9935;Year:14&comp=9935%7C2014%7C

Box 13 - Details about the assessments announced on 18 December at the fourth meeting of the
CIMAP

At the meeting of the CIMAP held on 18 December 2013, the Government launched 12 new public policy
assessments that cover all areas of public expenditure {central government, local government, social
security funds) in line with the previous assessments. The table below lists the highly important subject
areas covered. The Government's objective for these assessments is to achieve savings of €3 -€4 billion

in 2015-2017.
Ministry Areas of assessment and chjectives
Housing and Housing policy
Regional
Equality Streamlining government haousing policy tools

Developing outpatient surgery

Increasing the proportion of outpatient procedures without overnight
hospital stays to improve patient comfort, to optimise the use of
operating theatres and resources and working conditions for staff;
target set of more than 50% of surgical procedures on an outpatient
Social Affairs basis by 2016.

and Health

Promoting generic drugs

Increasing generic drugs’ share of the French drug market to one-
guarter by 2017.

Defining actions aimed at private practitioners and hospital doctors
and at patients to increase confidence in generic drugs.

Business support and subsidies: streamlining tools and arrangements
for businesses

Harmonise the support system for businesses throughout the country
regardless of their location.

Streamlining and refocusing support after the initial assessment.

Industrial
renewal Supervision of businesses: more effective, less burdensome
Drawing up a comprehensive list of all supervision of businesses and

coordinating, supplementing and improving this supervision to make it
more effective.
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Ministry

Areas of assessment and chjectives

Organisation of political elections

Examining ways and means of moving to a paperless campaign and

Interior optimising the management of all election operations, from assistance
for candidates to centralisation of election results and post-election
operations.

Local management of household waste
Completing the preparations for the “2014-2020 Waste Plan”
Ecclogy, announced at the environmental conference.
Sustainable oo ) . . . . . .
Optimising the financing for this public policy by improving
Development L )
and Ener coordination between local and central government and businesses to
&y reduce the policy’s estimated cost of £8 billion (French Government
Audit Office, 2011).
Developing the proprietary resources of cultural establishments
under the central government’s authority
Culture and

Communication

Developing dynamic self-funding policies {sponsarships, ticket sales,
facilities rentals, trademark licensing, engineering services, etc.) to
enable a larger number of cultural establishments to increase their
financial autonomy.

Higher Education
and Research

Involving universities in life-long learning

Identifying the obstacles to universities’ and public higher education
institutions’ involvement in life-long learning for workers.

Doubling the number of trainees and the revenue from such training in
the next five years.

Foreign Affairs
and Internaticnal
Development

Improving the coherence, impact and terms of our development
assistance in the area of healthcare

Assessing the amount of French financing allocated to development
assistance in the area of healthcare and its impact.

Ensuring the visibility and transparency of France’s financial
contribution and striking a balance between bilateral and multilateral
assistance.

Justice

Improving user relations from reception to trials

Reducing waiting times for the 7 million people who use the justice
system each year. Improving working conditions for staff and cutting
costs by improving caseload management.
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Decentralisation, Pocling local government resources at municipal level

State Reform and Facilitating pooling of resources within intermunicipal cooperation

the Civil Service establishments.

Furthermore, government performance is improving. Efforts to modernise public
procurement will produce €910 million in savings in the hospital sector {through the PHARE
programme) between 2012 and 2014 and €2 billion in savings for central government and its
agencies between 2013 and 2015. Furthermore, the modernisation of central government
infrastructure and optimisation of retirement fund support functions will produce efficiency
gains for users and generate savings.

At the same time, the government has drawn up an administrative streamlining
programme for 2014, 2015 and 2016 which was presented in July 2013. The “Tell Us Once"
programme {Dites-le nous une fois) will reduce the amount of red tape businesses have to
deal with. To this end, 17 procedures have already been simplified. For example, since
1 January 2014 more than 100,000 businesses have benefited from the removal of the
reguirement for them to declare the contribution made to construction {“1% for housing”};
the equivalent requirement for farming businesses has also been abolished. Accounting
requirements for SMEs have been reduced. Two enabling acts empowering the Government

to use a fast-track procedure to cut red tape have already been passed.

A new organisation has been introduced to speed up the streamlining of administrative
procedures for businesses. An enabling act empowering the Government to use a fast-track
procedure to simplify formalities for businesses was passed in December 2013. An
Administrative Streamlining Board co-chaired by the Member of Parliament Thierry Mandon
and business leader Guillaume Poitrinal was set up to propose measures to cut red tape. The
Board came up with a preliminary set of 50 proposals and submitted a report in April 2014.
All of its proposals have been approved by President Hollande and most of these measures
will take effect immediately or by 31 December 2014.

The effort to reduce red tape also applies to individuals, through, for example, the extension
of the validity of national identity cards from 10 to 15 years or the introduction of paperless
tax stamps. More generally speaking, the Government’s ohjective is tc make Internet the
main channel of communication for France’s citizens by 2016 for all of their administrative
needs.
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Budgetary constraints make it all the more necessary to prioritise public investment projects
to select those with the best overall cost-benefit ratio. The Government has launched a
reform to renovate the system for overseeing public investments, with a special focus on
enhancing the role of cost-benefit analyses to optimise the social and economic return on
each euro of public funds invested. Article 17 of the 2012-2017 Public Finance Planning Act
extends the cost-benefit analysis requirement to all major civilian public investment projects
and not just transport sector projects. The same Article requires a second opinion from
independent experts on the largest projects.

The decree of 23 December 2013 implementing the Act specifies the contents of the
cost-benefit analyses for projects receiving at least €20 million from central government and
its public establishments, and requires a prior second opinion from independent experts for
projects receiving more than £100 million in public financing and for which public financing
accounts for 5% of the total sum invested in the project. The General Commission for
Investment {CGl}, which answers directly to the Prime Minister, oversees the second-opinion
process. The analyses and second opinions are submitted to Parliament. The Government is
also working on improving the procedures for examining projects to provide a more clearly
defined structure for the stages in the decision-making process.

At the same time as these governance changes are taking place, the General Commission for
Strategy and Planning {CGSP) published a report in September 2013 that was drafted by the
group chaired by Professor Emile Quinet on “Cost Benefit Assessment of Public

8
Investments"

. The report updates and supplements the benchmarks for cost-benefit
calculations and improves the analysis methods by drawing on the latest technigues
available. Mare specifically, the report provides guidance for expanding the application of

cost-benefit analyses to sectors other than transport, where they are already widely used.

The key role of cost-benefit analyses in the Invest for the Future Programme

The Invest for the Future programme is a two-stage spending scheme designed to ensure
high social and economic returns on public investments. The first stage was launched in
2010. The second stage, worth €12 hillion, was passed as part of the 2014 Budget Act. It
focuses on two strategic objectives: enhancing our competitiveness to create jobs and
ensuring the sustainability of our economic development. The €12 billion will be invested
starting in 2014.

Projects are examined following a strict cost-benefit analysis methodology and selected
using the following process: following calls for projects, panels of top experts select which
projects will receive financing. Their selection is based on scientific excellence, profitability
and their expected impact on potential growth. Ex ante and ex post evaluation of each

: http: A strategie, goun fr/blogden Awp-contentuploads,/2014,/04/CG5P-
CALCUL_SOCIOECOMOMIGUE_english. pdf
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project is planned from the outset. Therefore, the Invest for the Future programme entails
the evaluation of the measures implemented. Each project is monitored by the General
Commission for Investment, which is responsible for overseeing the Programme. The
Commission coordinates the drafting of the specifications for calls for projects and
supervises the examination of investment projects. It produces opinions and proposals and
oversees analysis of the investments. It also produces an annual report on the execution of
the Programme. The bodies responsible for implementing the projects monitor expenditure
closely. They are now required to conduct analyses of the scientific, economic, social and
environmental effectiveness of the Programme under the oversight of a supervisory
committee and in partnership with specialised external teams. The simplicity and speed of all
of these procedures will be improved under the second phase of the Programme approved
as part of the 2014 Budget Act.

Deployment of the national health strategy and the ensuing structural reforms of the
healthcare system will produce efficiency gains that make it possible to curb expenditure
without jeopardising the guality of care or transferring costs to households or supplementary
health insurance.

The strategy relies on using all of the available leverage in three areas:

- Reorganising treatment: the idea is to adapt the patient’s entire treatment process
by coordinating the actions of healthcare providers. This will start by strengthening
primary care. Hospital stays will be reduced as much as possible while ensuring the
quality of care by developing outpatient surgical procedures, using alternatives to
hospitalisation, providing support for patients returning home, and limiting first-time
hospital stays and rehospitalisations.

- Ensuring that drug expenditure is more targeted based on the continuing promotion
of generic drugs and prescription thereof, conducting campaigns to promote the
correct use of drugs across all healthcare sectors and applying a pricing policy that
ensures fair compensation for innovative products.

- Making treatments more effective, mainly by reducing the number of unnecessary

treatments and tests.

The strategy will provide support for multi-disciplinary structures with GPs at the centre to
coordinate the treatment provided by the various healthcare providers for each patient. The
role of the public hospital system will be reaffirmed and will focus on its core function:
providing more efficient and more patient-centred care. At the same time, financial
obstacles to accessing care will be removed by making supplementary health insurance
generally available and by expanding the direct settlement system. These changes will be
backed up by renewed research in the field and the promotion of appropriate initial and
ongoing professional training. Finally, the use of technological innavations in medicine will be
encouraged, including the roll-out of telemedicine for inpatient and outpatient care, and the
creation of a public health information service.
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These structural objectives will be broken down into annual targets under the national
healthcare expenditure growth target (Ondam). The latest estimates of expenditure covered
by the national healthcare expenditure growth target show underspending of €1.4 billion
compared to the target set in the 2013 Social Security Budget Act. For the fourth year in a
row, the outturn is lower than the initial target.

In view of underspending in 2013 and the early economic data reported at the start of 2014,
the target for 2014, which had already factored in underspending of £650 million compared
to the original 2013 target, should be met again as announced by the early warning
committee on 11 April. Furthermore, the underspending in 2013 will be consolidated to
ensure that expenditure growth does not exceed 2.4% in 2014.

The adjustment path for 2015-2017 calls for further progress, with a national healthcare
expenditure growth target of 2% on average over the period resulting in additional savings of
£3 billion. Compliance with this medium-term adjustment path will rely on continuing efforts
in the market for healthcare goods and services. These efforts will be underpinned by
improved treatment through increased regulation of care to break down the divisions
hetween private practitioners, hospitals and the healthcare and social service sectors as part
of the national health strategy.

In addition to keeping a tighter lid on the growth in local government expenditure {see
Section 3.6.5), the Government considers improving the quality of local government finances

a priority.

To this end, the President of the Republic assigned Alain Lambert and Martin Malvy, two
former ministers who currently hold elective mandates and are members of the Local
Finance Committee, the task of making proposals to reform the current local and regional
government organisational set-up by identifying "ways and means of improving control over
local government expenditure”. They submitted their findings on 16 April 2014, which
included 53 practical proposals’® that aim at fully involving local and regional governments in
the fiscal consolidation effort as well as improving their organisational set-up.

The streamlining of local government expenditure is already underway, with the reform of
local government organisation through the Act on modernising local government and
strengthening metropolitan areas. This Act creates a local governance pact for urban areas
that is an effective tool for harmonising local government powers. The Act also encourages
balanced local development through the creation of clusters in rural areas and small and
medium-sized towns. It also encourages the pooling of services at municipal level to curb
expenditure.

? Pour un redressement des finances publiques fondé sur la confiance mutuelle et Fengagement de chacun,
Martin Malvy and Alain Lambert, April 2014 (the French version of the report can be downloaded from:
http:/fwwaw elysee.frfassetsfUploads/Rapport-Lambert-Malvy.pdf).
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The reform of local government will continue with a decentralisation act later this year.
Several measures in the Act are bound to produce savings by clarifying the scope of
intervention of the different layers of local government and by introducing provisions that
will foster associations between them.

In his general policy speech to Parliament, the Prime Minister announced that the £€11-billion
cut in central government transfers to local government would be accompanied by structural
reforms. This will both make the cut sustainable and improve the efficiency of local
government expenditure. More specifically, the Prime Minister announced:

- Areform of the general operating transfer starting in 2015 to ensure better
distribution of central government transfers;

- The elimination of the clouse générafe de compétence. This means that the regions
and départements will each have specific powers;

- The launch of local government reform with the aim of streamlining local
administrations. The reform will entail halving the number of regions, with a new
map to be drawn up by 1 January 2017. The future of the département councils will
also be debated. The Prime Minister proposed eliminating these councils by 2021.
And a new map of intermunicipalities based on community catchment areas will
come into effect on 1 January 2018.

The reduction in the tax burden on labour which began in 2013 will continue until 2017.
The Competitiveness and Employment Tax Credit, which will rise from 4% to 6% in 2014, has
lowered the cost of labour. The tax credit has been financed through expenditure savings,
changes in VAT rates and the gradual phasing in of green taxation. The Responsibility and
Solidarity Pact calls for further labour cost reductions. This will make the overall structure of
France’s taxes and social security contributions more geared towards promoting growth,
improving competitiveness and creating jobs.

Businesses will become more competitive as taxes that weigh heaviest on activity levels
are abolished and corporate income tax is cut. Taxes on turnover that do not take into
account how much value has been created will gradually be phased out. The turnover tax
{IFA}, which was inefficient, has been abolished, and the corporate social solidarity
contribution (C3S) will be phased out by 2017. The exceptional corporate income tax
payment for large corporations will be maintained in 2015 before being abolished in 2016.
The standard rate of corporate income tax will be lowered from the current 33.33% to 28%
in 2020, with a preliminary cut in 2017. This will enhance France’s appeal and continue to
reduce the bias in favour of corporate financing through debt which began when deductible
loan interest payments were capped. This measure was passed as part of the 2013 Initial
Budget Act, with a cap equivalent to 85% of net financial expenses for FY 2013 and 75% for
FY 2014. In addition, the tax incentives for business investment have been maintained. The
research tax credit has been made a long-term fixture and its computation method has
become more flexible {the requirements regarding jobs for young researchers were eased
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and the eligible expenditure was extended to include international industrial property
protection}). Finally, some minor, complex taxes that generate little revenue will be
abolished.

In addition to the measures to promote employment in the Responsibility and Solidarity
Pact, the Government reinstated the cost-of-living adjustment of personal income tax rates
in 2014, following a two-year stabilisation, to enhance social justice and support the
purchasing power of the least well-off households. Along similar lines, the Government also
increased the tax relief ceiling for low-income taxpayers {under the “décote” mechanism) by
5% more than the inflation rate. As part of the Responsibility and Sclidarity Pact, solidarity
measures to boost the purchasing power of the least well-off households will total
£5 billion by 2017, with €0.5 billion coming into effect in 2014.

Consumption taxes have been reformed for greater efficiency. The reduction in the gap
between the intermediate {raised from 7% to 10%) and standard rate of VAT (raised from
15.6% to 20%) has helped to reduce tax expenditure. The focus of some lower VAT rates,
such as for personal services, is now placed on activities that help the most vulnerable
individuals. In addition, the environmental slant of the tax system has been strengthened
through the introduction of a carbon component in the current energy tax base in
accordance with the guidelines established by the Green Tax Committee. This carbon
component will gradually be expanded. At the same time, several tax incentives that are
harmful for the environment will be reviewed and the base for the general tax on polluting
activities {TGAP) has been extended to include seven new air pollutants.

Several tax and social security expenditure schemes have been changed or eliminated to
render the system more fair, straightforward and efficient. In addition to narrowing the gap
hetween value-added tax rates, the personal income tax base was broadened to increase tax
fairness. In keeping with the recommendations of the Fragonard Report on family benefits,
the family deduction was capped at €1,500 instead of €2,000 for each half-unit in the 2014
Initial Budget Act. The income tax exemption on the pension bonus for parents with three or
more children has also been abolished, along with the tax exemption on the share of
supplementary group health insurance premiums paid by the employer.

Tax governance has been reformed to make the tax system more efficient, simpler and
mare conducive to growth. Better governance, based on numerical targets, revamped
procedures and broad consultation will help establish a more sustainable tax environment:

- A reduction in the least effective tax and sccial security contribution exemptions
will continue beyond 2014, with enhanced governance of tax expenditure
programmes under the 2012-2017 Public Finance Planning Act. The Act requires a
freeze on tax exemptions in nominal terms {Article 14), a time limit on any new tax or
social contribution exemptions {Article 16} and ex-post assessments [Article 18).
Conseqguently, as part of the preparations for the draft budget, the Government
introduced a new tax consultation process that entails a joint analysis of the
effectiveness and efficiency of each tax expenditure programme in conjunction with
the ministries that use these programmes to supplement their budgets to propose
any reforms deemed necessary. The 2014 Budget Act has helped abolish a first raft of
inconseguential tax expenditure programmes.
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- In January 2014, the previous Government launched censultations on an overhaul
of the tax system affecting both households and businesses. In 2013, the
Entrepreneurship Conference resulted in a revamped and stable tax and regulatory
framework that facilitates business creation and development to promote jobs
through reform of the capital gains tax on securities, the introduction of an SME
share savings plan {PEA-PME)} and an increase in the maximum depasit on share
savings plans. This approach was extended to reforms affecting all household and
business taxation: two working groups made up of labour and management
representatives, experts and elected officials from the majority and the opposition
were created. The groups submitted their respective findings at the end of March
and the beginning of April. This work was the basis for the Responsibility and
Solidarity Pact that was subseguently presented by the current Government.

The fight against tax evasion, which has been a priority for France on the international
stage, has been stepped up through the introduction of further measures in the 2014 Initial
Budget Act on top of those introduced at the beginning of the President's term. These
include impartant provisions to fight aggressive tax planning, an extension of the VAT
self-assessment system to the construction sector and the creation of a rapid response
mechanism for large-scale cross-border evasion. A total of more than 60 provisions to step
up the fight against tax evasion and avoidance have been introduced since the
supplementary draft budget in the third quarter of 2012.

Box 14 - Tax expenditure consultation process

The first tax expenditure consultation process took place in 2013. Staff from the Ministry for Finance
and from the relevant ministries meet to discuss tax expenditure programmes and earmarked taxes.
They also examine proposals to eliminate or change certain tax provisions based on expert analyses.
This consultation process has provided an innovative framework for streamlining public policies. It
will continue in 2014 and is likely to be extended.

This tax consultation process is part of the framework established by the 31 December 2012 Public
Finance Planning Act for 2012-2017. The Act calls for a stabilisation of nominal aggregate tax
expenditure, with the exception of the Competitiveness and Employment Tax Credit. The total cost of
tax expenditure programmes came to €72 billion in 2012 and this cost is estimated at £70 billion in
2014, excluding the Competitiveness and Employment Tax Credit. The tax consultation process is an
opportunity to perform an in-depth examination of the consistency of tax exemption rules and to
identify ways of making structural savings. Before meeting, the ministries are invited to take part in
an evaluation phase during which they assess the efficiency of tax expenditure programmes within
their areas of competence and come up with proposals for reducing their costs.

The process occurs at the same time as the budget consultation process where budget
appropriations are negotiated; the aim is to have a harmonised and consistent approach to public
expenditure. Conseguently, consultations may be based on an aggregate analysis of budget
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appropriations and tax expenditure programmes within each ministry’s remit, making it possible to
identify ways of streamlining the relevant policies in each sector.

In addition to discussing tax expenditure programmes, the 2014 tax consultation process will also be
an opportunity to examine earmarked taxes and low-yield taxes that often involve complicated
compliance procedures for taxpayers and are expensive for the Treasury to collect. Numerous taxes
that generate inadeguate revenue or serve no clear purpose will be eliminated in keeping with the
findings of the Business Tax Conference and the Prime Minister's announcement. Ways of
transforming or pooling inefficient tax measures will also be discussed. This streamlining of
earmarked taxes will supplement the initiatives started in 2012 to cap earmarked taxes and
reincorporate them into the general budget. The cap introduced in 2012 has been revised and
extended. In 2014, it will be applied to 57 earmarked taxes amounting to more than €5 billion in real
terms and will now be covered by the rules governing central government expenditure.

The tax consultation process will help ensure a consistent and coordinated approach is taken to
steering the public finance adjustment path in terms of both expenditure and revenue. It should help
to improve the transparency and efficiency of France's tax system while identifying ways of achieving
sustainable savings, thus helping to restore structural equilibrium.
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7. Sustainability of public finances

Increased life expectancy should lead to a large increase in the proportion of the population
over the age of 65. This proportion is expected to climb to over one-guarter of the French
population by 2060". However, a strong birth rate, improvement in the older worker
participation rate and the reforms made so far, have placed France in a strong position to
deal with this issue compared to its European partners.

In the short term, the recent economic downturn combined with the wave of baby boomers
reaching retirement has put a strain on the financial balance of the pension system. Several
pension reforms were introduced ahead of the 2013 reform. They have helped to restore the
halance but do not guarantee the schemes' long-term sustainability. Our retirement system
is also facing increasing demands for greater fairness.

With this in mind, the government passed a bold pension reform in 2013 with the aim of
restoring the financial balance by 2020. In the short and medium term, fiscal efforts that are
horne equally by waorkers, businesses and pensioners will help to address this issue. There
are plans to moderately raise employers’ and employees’ social security contributions, which
will be offset to avoid increasing the cost of labour, and to abolish the tax exemption on the
pension banus for parents with three or more children. However, these efforts will not affect
the least well-off pensioners. In the long term, the number of years of service reguired to
obtain a full pension will be raised to 43 in 2035, which will help guarantee the sustainability
of the system. Raising the contribution period will be one of the measures that will ensure
that the actual retirement age keeps on rising as life expectancy increases, with the longevity
gains divided between longer working lives and a longer retirement period. At the same
time, maintaining the statutory retirement age at 62 means that those who started working
when they were very young will not be penalised since the early retirement scheme for long
careers was adjusted and extended by the Decree of 2 July 2012 and by the Decree of 19
March 2014.

This reform increases the transparency and improves the governance of the pension system
by setting up a Pension Steering Committee (Comité de suivi des retraites) with the task of
examining the finances of the various pension schemes and ensuring compliance with the
solidarity and social justice objectives established for the pension system. The Committee
will rely on indicators provided by the Pensions Advisory Council to produce an annual
opinion and to issue warnings in the event of any significant deviations from the baseline
scenario. The Committee will make recommendations to the Government about the
measures to be taken where appropriate. This governance arrangement draws inspiration
from the success of the Warning Committee for healthcare expenditure. It will ensure that

™ nsee Premiere, “Population projections for 2060: one-third of the population aged over 60", no. 1320, October 2010
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the Government’s financial targets for old-age berefits are met, while guaranteeing that
pensioners enjoy a satisfactory standard of living.

This reform is also designed to produce a fairer system. The creation of a personal account
for employees exposed to harsh working conditions enables them to receive vocational
training, work part-time or take early retirement. The reform also aims to reduce gender
inequality through improved accounting for maternity leave, plans to averhaul family
henefits for pensioners and submission of this issue to the Pension Steering Committee for
consideration.

Supplementary schemes in the private sector are also part of the plan to restore the
long-term financial balance of the pension system. Labour and management representatives
adopted remedial measures as part of the national multisector agreement signed on
13 March 2013. On the expenditure side, this agreement calls for lower cost-of-living
adjustments for pensions in 2013, 2014 and 2015. Adjustments are to be ane paint below
the inflation rate in 2014 and 2015, with the stipulation that this rule cannot result in a
pensian cut. Given the low inflation rate, this rule has resulted in a pension freeze in 2014.
On the revenue side, the contribution rate will be raised by 0.1 point on 1January 2014 and
1 January 2015.

A country's public finances are sustainable when it is able to meet its financial obligations
without having to cut expenditure or increase revenue in the long-term. A public finance
sustainability gap is normally assessed by estimating the immediate and lasting fiscal
adjustment {in points of GDP) that would be reguired to avoid a long-term increase in the
government debt-to-GDP ratio, with no change in the structural primary balance {meaning
the structural balance excluding interest expenditure}. This indicator is the sum of two terms:

* The impact of the initial budget position, which corresponds primarily to the
difference between the structural primary balance and the halance that would
stabilise debt in the long term.

* The impact of the ageing population on expenditure on pensions, healthcare,
long-term care and unemployment benefits starting in 2017 based on a
no-policy-change assumption. Work carried out by the Member States and the
European Commission produced a harmonised estimate of this impact at the
European level™.

With no reduction in the government deficit, meaning a constant structural primary balance
from 2013 to 2017, a long-term structural adjustment of 2.5 percantage points of GDP would
have to be achieved in 2018 to stabilise debt in the very long term, in view of the expected
increase in ageing-related expenditure. The discounted additional cost is estimated at
0.8 points of GDP between 2018 and 2060. The expenditure savings set out in this

M see European Commission, 2012, "2012 Ageing Report: Economic and budgetary projections for the
EU-27 Member States {2010-2060)", European Economy, 2/2012
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programme will reduce the necessary adjustment stemming from the initial budget position
by nearly 3 points of GDP, leading to a substantial improvement in the sustainability gap
indicator to -0.5 points of GDP.

Table 20 - Fiscal sustainability gap indicator 52 {percentage points of GDP)

Base year 2013 2017
Sustainability gap (52 indicator) 2.5 -0.5
o.w. umpact of the mitial budget position 1.6 -1.4
o.w. impact of the ageing population (as of 2018} 0.8 0.8
Note:

The 2013 $2 indicator is estimated on the basis of a counterfactual scenario, where the structural primary
balance is assumed to be constant for the duration of the Programme (2013-2017) independently of the
impact of the ageing population: it corresponds to the long-term fiscal adjustment that would have to be
made in 2018 to stabilise the debt-to-GDP ratio in the very long term in view of the impact of the ageing
population after 2018;

The 2017 52 indicator is estimated on the basis of the 2017 structural primary balance expected under this
programme. It corresponds to the long-term fiscal adjustment that would have to be made in 2018 to
stabilise the debt-to-GDP ratio in the very long term in view of the impact of the ageing population after
2018.

The data on ageing-related expenditure (pensions, healthcare, long-term care, education, unemployment)
and expenditure on unemployment benefits underlying the calculation of the $2 indicator are taken from the
Fiscal Sustainability Report by the European Commission {January 2013"%) and factor in the 2013 pension
reforms.

Box 15 - Fiscal consclidation measures under the 2014 pension reform

Financial consolidation of the pension system is one of the prime objectives of the Pension Reform
Act published in the Official Journal of the French Republic on 21 January 2014. The reform
introduces many measures aimed at ensuring a rapid return to financial eguilibrium for the pension
system, as well as guaranteeing its medium and long-term sustainability.

In the short term, pension reform will make it passible to bring the pension system back into
equilibrium by 2020. This rapid return to equilibrium relies on an effort to increase resources that is
shared equally by all economic agents. Employees’ and employers’ pension contribution rates will
both be raised gradually by 0.3 points between 2013 and 2017, while pensioners will also have to
share in the effort through the taxation of the pension bonus for the parents of three or more
children and postponement pension increases fram April to October. These measures will produce an
aggregate reduction of £4.1 billion in the old-age pension system deficit as of 2014 and €8.1 billion in
2020. This means basic pension schemes will achieve financial balance by 2020. However, the
increase in employers’ pension contributions does not call into question the Government’s policy of
reducing the cost of labour. The increase in 2014 will be fully offset by an identical reduction in family
contributions.

2 gee Furopean Commission, 2012, "Fiscal Sustainability Report 2012," Furopean Fconomy, No. 82012
66

9935/14 ADD 5 MCS/ah

DGG 1A

www.parlament.gv.at

23
EN


http://www.parlament.gv.at/pls/portal/le.link?gp=XXV&inr=30771&code1=RAT&code2=&gruppen=Link:9935/14;Nr:9935;Year:14&comp=9935%7C2014%7C

After 2020, the financing effort will be based on a structural measure increasing the
contribution period required to receive a full pension. Longer life expectancy makes it
necessary to work longer to ensure the sustainability of the pension system. Therefore, the
reform calls for the full-pension contribution period to be increased by one-quarter every
three generations, until it reaches 43 in 2035. This increase will affect everyone in the
pension system. It should help improve the balance of basic pension schemes by €5.4bn in
2030 and by €10.4bn in 2040. This improvement, along with the short-term measures,
ensures the equilibrium of pension schemes until 2040. After 2040, relatively strong
population growth will ensure the long-term sustainability of the system.

All in all, the adjustment effort will be evenly divided between reducing expenditure and
increasing revenue. In 2040, nearly half of the planned €21.6bn in consolidation measures
will be paid for through savings on expenditure.

Tahle 21 = Impact of the 2013 reform on all pension schemes

Amounts in constant 2011 euros (billions) 2014 2020 2030 2040
Impact of consolidation measures 4.1 8.1 15.0 216
Effort by pensioners 2.0 32 37 4.2
o.w. postponement of pension increases until 1 October 0.5 1.9 22 2.6
o.w. taxation of the 10% pension bonus 1.2 1.3 15 1.7
Increase in employess” social security contribu tions* 11 2.3 238 3.4
Increase in employers” social security contribu tions* 11 2.3 238 3.4
Savings on mandgement costs 0.0 0.2 0.3 0.3
Increase in the contribution period after 2020 0.0 0.0 5.4 10.4

* Public-secior and private-sector pensions

General government off-balance sheet liabilities cannot be evaluated with certainty and
depend on future developments. If a given event occurs, the central government’s liability
may be invoked. These liabilities may eventually affect public finances. Therefore, they are
very closely monitored by the Government and Parliament. More specifically, central
government off-balance sheet liabilities are described in detail in the central government's
General Financial Statement that is published each year. This financial statement is certified
by the French Government Audit Office. The main general government off-balance sheet
liabilities are:

- liabilities for future ageing-related expenditure {pensions, healthcare, long-term
care, education), where valuations depend on the demographic and macroeconomic
outlook. The impact of these liabilities on the sustainability of debt is measured by
calculating a sustainability gap indicator (see Section 7.1.2).

- contingent liabilities are liahilities that may or may not have to be paid, depending
on future events. In most cases, these relate to guarantees provided by the central
government and to a lesser extent by local government.

Central government guarantees cover a wide range of actions to sustain or preserve
economic activity or to provide financing for certain economic agents when market financing
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is inadeguate. These guarantees are given under clear-cut agreements and they include
central government loan guarantees, guarantees related to general interest functions
{insurance mechanisms operated through the central reinsurance fund, export loan
guarantees through COFACE, guarantees to protect savings, etc.}, liability guarantees (e.g. for
France's share of ESM callable capital) and central government financial commitments for co-
financing projects and providing development assistance. Generally speaking, the risk of such
guarantees being invoked is small. Furthermore, no new central government guarantees can
be given other than in a Budget Act, as stipulated in the Constitutional Bylaw on Budget Acts.
This rule was introduced to reduce the use of such guarantees.

At the end of 2012, the aggregate outstanding central government guarantees under clear-
cut agreements, meaning all central government loan guarantees, came to €163 hillion™
compared to €124 billion in 2011. The reduction in the guaranteed amounts for debt
issuance by SFEF (Société de financement de 'économie francaise) from €53 hillion in 2011 to
£24 billion in 2012 was more than offset by the increase in guarantees given to the EFSF
{European Financial Stability Facility) which rose from €7 billion in 2011 to €58 billion in
2012, to the unemployment insurance scheme {Unedic), which increased from €2 billion in
2011 to €10 billion in 2012, and to Dexia, which rose from €17 billion in 2011 to €27 billion in
2012. It should be noted that the debt of the unemployment insurance scheme, which is part
of general government, is already included in Maastricht debt. Furthermore, following a
decision by Eurostat on 27 January 2011, the funds that the EFSF lends to Member States in
difficulty are recognised directly as part of the Maastricht debt of the Member States
providing the guarantees, in proportion to the amount provided.

In 2013, the main new central government loan guarantees or amendments to central
government guarantees concerned the CIF group. The central government signed a
memorandum of understanding with various entities in the CIF group on 27 November 2013
implementing a final guarantee for the group covering €5.6 billion in domestic debt and
£6.6 billion in external debt. The outstanding loan amounts guaranteed for Dexia come to
£33.6 billion, and those for Bangue P$A Finance stood at €1.2 billion.

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

France does this in three ways:

First, through a decision-making process, where, under the terms of Article 34 of the
Constitutional Bylaw on Budget Acts, Parliament’s authorisation must be obtained in the
Budget Act for any new guarantee scheme. The legislation must include a precise definition of
the guarantee scheme being created. When seeking authorisation from Parliament, the risks
incurred must be described exactly, and, according to Constitutional Council precedent, such

13
Source: 2012 central government financial staterments
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authorisation is not valid unless there is a guarantee limit or a mechanism to maintain financial
control of the scheme. The preliminary assessments are very detailed and public information.
Such vigilance and transparency is rarely matched by our QECD partners.

Secondly, in conjunction with the other entities concerned during the budget-making process,
off-balance sheet liabilities are subject to centralised fiscal monitoring at least twice a year to
assess the risk of the guarantees being invoked. In addition, mare specific information, which is
also public, is provided as part of the various draft budgets, along with many reports on
specific topics submitted to the Finance Committees of both chambers of Parliament. Some of
the reports are required under the terms of the Budget Act that establishes the guarantee
scheme concerned.

Thirdly, the notes to the Central Government Financial Statements on Central Government
Liabilities provide a comprehensive inventory of guarantees given and other off-balance
sheet liabilities incurred by the Ministry for Finance in conjunction with the other ministries
concerned.

This inventory gives France a major advantage in terms of the materiality of its accounting
compared to its partners. This accounting item is audited annually by the French
Government Audit Office, which highlighted the improved quality of the accounting of this
item in its audit report on the 2012 central government financial statements published in
May 2013. The Parliament also monitors this item periodically. Accordingly, the Senate
Finance Committee held a hearing on the central government's off-balance sheet liabilities
on 15 May 2013. Minutes of the proceedings were posted on the Senate website.

As the National Reform Programme explains in detail, the Government is determined to
continue with its bold reforms to promote a stronger, more balanced and mare inclusive
growth. The Responsibility and Solidarity Pact announced by President Hollande is the
keystane of the Government's strategy which aims to support jobs and competitiveness
through social dialogue and consultations with all stakeholders. The Pact also includes
solidarity measures to foster greater social justice. These measures are designed to support
the purchasing power of the least well-off households.

With the main objective of reducing unemployment, the French economic strategy is built
pillars:

- {i} fiscal consclidation: the Government intends to continue reducing structural
deficits, with the priority on expenditure savings against the backdrop of radically
overhauled governance, a pension reform that reinforces the long-term
sustainability of the system and a rearganisation of local government structures;

- {ii}) making businesses competitive again: the Government intends to make French
businesses competitive again on international markets and make France a more
attractive investment destination through the continued reduction of labour costs

on three
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and taxes under the Responsibility and Solidarity Pact, red-tape cutting and support
for innovation;

- {iii) labour market reform, boosting the purchasing power of the least well-off
households and reducing inequality: the Government is continuing its action to
hoost employment and reduce labour market segmentation in consultation with
labour and management representatives, through major structural reforms to
improve employment security {unemployment insurance, training) and to increase
companies' ability to adapt to economic shocks, along with measures targeted to
benefit the most vulnerable population groups, such as young people and older
workers. The first way to improve purchasing power is through growth and
employment. But the Government is also implementing targeted policies to raise the
purchasing power of the lowest incomes, reduce inequality and fight social exclusion
and poverty.

These reforms should improve the growth potential of France's economy in the medium

term, thereby reinforcing the sustainability of public finances.

8. Institutional aspects and fiscal governance

In 2012, France brought its national law into compliance with the Treaty on Stability,
Coordination and Governance (TSCG, which entered into force on 1 lanuary 2013) by
adopting the Constitutional Bylaw 2012-1403 of 17 December 2012 on public finance
planning and governance. In so doing, France also made preparations for the adoption of
Regulation No 473/2013 of 21 May 2013, which is part of the “Twa-Pack*"”, when it was still
being discussed. This Regulation entered into force on 30 May 2013.

The Constitutional Bylaw has reinforced several aspects of fiscal governance. It confirms the
central role now played by the notions of structural balance and structural efforts, which
reflect the size of the adjustment made more accurately than nominal targets while avoiding
the pro-cyclical bias of headline balance targets. It also provides a constitutional framework
for public finance management hased on a multiyear adjustment path in accordance with
the provisions introduced as part of the 2008 constitutional reform. Consequently, the
contents of public finance planning acts are defined by law. The acts define a path for
annual headline balances and structural balances over several years, along with guidelines to
achieve the medium-term budgetary objective defined in the TSCG which sets the lower limit
for the structural deficit at 0.5% of GDP. The Public Finance Planning Acts set the expenditure
ceilings for central government general budget items and the national healthcare

* The term “Two-Pack” commonly refers to two Regulations intended to improve and strengthen economic
governance in the euro area. One of the Regulations deals with strengthening the monitoring and assessment of the
draft budgetary plans of euro area Member States and, more specifically, those that are subject to an excessive
deficit procedure {Regulation No 473/2013 of 21 May 2013). The other Regulation in the Two-Pack strengthens
economic and budgetary surveillance of Member States in the euro area experiencing or threatened with serious

difficulties with respect to their financial stability {(Regulation No 472/2013 of 21 May 2013).
70
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expenditure growth target {Ondam). In addition, the Constitutional Bylaw enhances the
information provided to Parliament: budget acts™ now include an introductory article that
presents the structural balance and the headline balance for the general government. This
introductory article makes it possible to steer public finances at the general government

level during Parliamentary debates.

The Constitutional Bylaw of 17 December 2012 also introduced institutional changes by
founding the High Council on Public Finances which was officially inaugurated on
21 March 2013. This Council meets the TSCG reguirements and the guidelines set out in the
Communication from the Commission of 20 June 2012 on the commaon principles on national
fiscal correction mechanisms. The Council is an independent body that:

* gives its opinion on the macroeconomic forecasts underpinning the proposed budget
acts and the Stability Programme;

e gives its opinion on the macroeconomic forecasts and potential gross domestic
product estimate underpinning the draft Public Finance Planning Act, and assesses
the consistency of the planned programme with France’'s medium-term objective and
European commitments;

e assesses the consistency of the introductory article, which must now be included in
budget acts, with the multiyear projections of the structural balance set out in the
Public Finance Planning Act;

¢ identifies potential deviation of the budget outturn from the multiyear forecast
during the debate on the draft Budget Review Act. Where appraopriate, the High
Council states whether there are any "exceptional circumstances" that could justify
the deviation.

The decisions of the High Council on Public Finances are made public in an opinion attached
to the relevant draft legislation.

The High Council handed down its first opinion in April 2013 on the macroeconomic forecasts
underpinning the 2013-2017 Stability Programme. It then gave its opinion on the 2012 draft
Budget Review Act, confirming that there was no major deviation between the outturn and
the multivear forecasts in the Public Finance Planning Act. In its opinion on the draft budget
and draft social security budget for 2014, the High Council found that the underlying growth
forecast was plausible. Maore recently, the High Council on Public Finances issued its opinion
on the 2013 draft Supplementary Budget, finding that the Government’'s growth forecast
was realistic.

The High Council on Public Finances emphasised the guality of its interaction with
government bodies, as in the example of its opinion on the draft budget and draft Social
Security budget for 2014. In the same opinion, it also stated that it had received satisfactory

responses to its requests for further information.

= The Initial Budget Acts and Supplementary Budget Acts, the Supplementary Social Security Budget Act and the
Budget Review Act. The Social Security Budget Act does not include an introductory article because it is debated and
adopted at the same time as the Budget Act.
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The creation of this new body now provides Parliament and outside observers with an
independent assessment of the Government’s macroeconomic and public finance forecasts.
This outside expertise contributes to the transparency of budget acts, which nourish the
democratic debate. Furthermore, the Constitutional Council indicated that it would use the
opinions of the High Council on Public Finances to assess the constitutionality of draft budget
acts, particularly with regard to their probity. The Conpstitutional Council’s intention, as
expressed in its decision on the Treaty for Stability, Coordination and Governance
{Decision 2012-653 DC of § August 2012}, was confirmed in its decision on the Constitutional
Bylaw on Public Finance Planning and Governance (Decision 2012-658 DC of
13 December 2012}. The Constitutional Council put this doctrine into practice for the 2014
Social Security Budget Act (Decision 2013-682 DC of 19 December 2013). It rejected the
complaints about the probity of the Social Security Budget Act on the basis of the opinion
issued by the High Council on Public Finances on 20 September 2013.

In accordance with other provisions in the Two-Pack and with its own national legislation,
France has also enhanced the contents of the Economic, Social and Financial Report. This
report now includes detailed data about changes in taxes and government spending. France
also complies with the stricter requirements for economic and budgetary reporting to the
Commission and to the Council. Conseguently, in 2013, the Economic, Social and Financial
Report appended to the 2014 draft budget should be taken as the “draft budgetary plan”,
the report on effective action taken in response to the Recommendation of June 2013 issued
under the excessive deficit procedure as well as for the “economic partnership programme”.
This Stability Programme also should be taken as the interim report on in-year budget
execution required under Article 10 of Regulation (EU) 473/2013.

Two Regulations, referred to as the "Two-Pack" and dealing with budgetary surveillance of
the euro area Member States, came into force on 30 May 2013. These Regulations
supplement the new economic and budgetary governance? introduced by the “Six-Pack” in
2011 and the Treaty on Stability, Coordination and Governance {TSCG) in 2012.

Regulation No 472/2013 strengthens economic and budgetary surveillance of Memher
States in the eurc area experiencing or threatened with sericus difficulties with respect to
their financial stability. More specifically, it codifies into EU law the rules applying to
Member States receiving financial assistance under a macroeconomic adjustment
programme, as is the case for Greece, Portugal and Cyprus at this time, and provides for
enhanced surveillance of countries experiencing or threatened with serious financial
difficulties. It also introduces a new post-programme surveillance arrangement that is now
applied to lreland and Spain, which exited their programmes in December 2013 and January
2014. Consequently, the first Regulation in the “Two-Pack” does not apply to France.

Regulation No 473/2013 strengthens budgetary coordination and surveillance for all
Member States in the eurc area. Therefore, it applies to France in particular and its
provisions include:

72
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A common budgetary timeline for all eurc area Member States with publication of
a national medium-term fiscal plan (Stability Programme for France) by 30 April,
publication of a draft budgetary plan for the forthcoming year {Economic, Social
and Financial Report appended to the draft budget for France) by 15 October and
adoption of the forthcoming year's budget by 31 December;

Stronger budgetary coordination in the euro area through ex-ante monitoring of
national budgets by European institutions based on this common budgetary
timeline. The Commission now issues an opinion on the euro area Member States'
draft budgetary plans by 30 November, which leaves enough time to take its
opinions into account before the plans are adopted at national level. The
Commission’s opinions are not legally hinding, but failure to comply could lead to
an acceleration of the excessive deficit procedure, where appropriate. In its opinion
of 15 November 2013, the Commission assessed that France’s draft budgetary
plan was compliant with the rules of the Stability and Growth Pact, but with no
margin. On the other hand, the Commission assessed that the draft budgetary plans
of five countries' presented non-compliance risks and called upon those countries
to take the necessary measures. These conclusions were endorsed by the
Eurogroup meeting on 22 November 2013, which concluded that the pace of fiscal
consolidation in the euro area was satisfactory. The Eurogroup also committed
itself to making regular assessments of the relevance of the fiscal consolidation
strategy in the euro area in relation to the macroeconomic situation. Furthermore,
the Regulation gives the Commission the possibility of requesting that a Member
State revise its draft budgetary plan within two weeks if it identifies particularly
serious non-compliance with the rules of the Stability and Growth Pact. No such
requests were made to any Member State in 2013.

A reguirement for euro area Member States to report on their national debt
issuance plans to the Commission and the Eurogroup.

A reguirement for the establishment of independent bodies with responsibility for
{iy producing or endorsing the macroeconomic forecasts underpinning Stability
Programmes or draft budgets and {ii} ensuring compliance with the budgetary rules,
including the rule instituting the correction mechanism provided for under the
terms of the TSCG. In France, the High Council on Public Finances {HCPF) has the
task of issuing an opinion identifying any major deviations from the adjustment
path defined in the Public Finance Planning Act that could trigger the correction
mechanism, barring exceptional circumstances. The High Council also issues an
opinion about the plausibility of the macroeconomic forecasts that the
Constitutional Council uses to assess the probity of the Budget Acts (see the
Decision of 13 December 2012 on the Constitutional Bylaw on public finance
planning and governance, along with the Constitutional Council’s opinion of
13 December 2013 on the 2014 Social Security Budget Act). In the case of the 2014
draft budget, the HCPF's cpinion of 20 September 2013 found that the growth
forecasts were plausible.

& Spain, ltaly, Luxembourg, Malta and Finland
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e Reinforced surveillance of Member States subject to an excessive deficit
procedure

o Member States that are subject to a recommendation under the excessive
deficit procedure must present an economic partnership programme to
the Commission and to the Council. The programme describes the
structural reforms that the Member State plans to take to ensure an
effective and lasting correction of the excessive deficit. France, which was
subject to a new recommendation in June, presented its economic
partnership programme as part of the Economic, Social and Financial
Report on 1 October.

o The Commission may request closer monitoring, which consists of six-
monthly or quarterly reports {depending on the stage of the excessive deficit
procedure) on the measures adopted or planned to correct the excessive
deficit, as well as on in-year budget execution. For France, this six-monthly
report corresponds precisely to this Stability Programme and the Economic,
Social and Financial Report. For Member States subject to an excessive
deficit procedure, the Commission may also reguest an independent audit
of the public accounts of all general government sub-sectors.

0 The Commission also has the power to issue warnings of its own accord. If
it identifies a risk of non-compliance with the deadline recommended by the
Council to correct the excessive deficit, the Commission may address a public
recommendation to the Member State to initiate corrective measures. On
5 March 2014, based on its own forecasts made in February 2014 which
show France’s government balance deviating from the targets set in the
Recommendation of June 2013, the Commission issued a recommendation
to France of its own accord. It issued a similar recommendation to Slovenia.
Compliance with the June 2013 recommendation is guaranteed by the
consolidation measures introduced since May 2012. These measures, which
include the supplementary adjustment effort presented in the draft
Supplementary Budget, mean that France will comply with the adjustment
path recommended by the Council (see Section 4.1).

France's national statistics institute {INSEE} is responsible for publishing the national
accounts, which include the main public finance aggregates in the national accounts. Until
now, France's national accounts have been prepared in compliance with the European
System of Accounts ESA 85, implemented as “base 2005”7 in French accounts. INSEE
maintains regular contact with Eurostat to ensure compliance. This year, INSEE is rebasing
the accounts to incorporate the new rules stemming from the switch to ESA 2010.
Consequently, INSEE will present ESA 2010 accounts with 2010 as the base year in its May
2014 publication. However, the data reported on 31 March 2014 and in this Stability
Programme are still reported under ESA 95 but incorporate the changes in scope and

74

9935/14 ADD 5 MCS/ah
DGG 1A

www.parlament.gv.at

31
EN


http://www.parlament.gv.at/pls/portal/le.link?gp=XXV&inr=30771&code1=RAT&code2=&gruppen=Link:9935/14;Nr:9935;Year:14&comp=9935%7C2014%7C

methodology for the 2010 base that are not related to the new ESA. The first report under
ESA 2010 will be published at the end of September 2014.

The semi-final and final general government accounts, published with lags of two years and
three years respectively, are compiled on the basis of detailed accounting information. The
main information source for the central government is the budget outturn, supplemented by
the central government's financial statements published by the Public Finances Directorate
General. Restating the budget outturn as government net lending requires a series of
adjustments to correct for some time lags and for the difference in treatment of certain
transactions in budgetary accounting and in the national accounting system. Putting together
the "Other central government bodies" account, which mainly covers central government
agencies, involves posting adjustment entries in each of the agencies’ individual accounts to
convert them to comply with the national accounting system. Local government sector data
{APUL) are taken from the individual management accounts kept by Treasury accountants.
The accounts of the social security funds {ASSQ) are compiled from the accounts of the
various funds, public hospitals and private hospitals providing public healthcare services, the
unemployment insurance agency (UNEDIC} and Péle Emploi, France's public employment
service agency, along with the supplementary retirement scheme management bodies (such
as AGIRC and ARRCO}.

The data available for the provisional general government account, published three months
after the end of the year, are not as exhaustive. The central government's budget cycle ends
in mid-Jlanuary of the following year and the cantral government's public accounts are closed
towards the middle of March of the following year. Conseguently, the data published on
31 March of the following year are virtually final and any minor revisions made later relate
primarily to the adjustments required to bring them into line with the national accounts. The
agencies' accounting data comprises approximately two-thirds of revenue and expenditure,
with the remainder made up of forecasts. The favoured sources for local government are the
data reported in the central government's accounting documents and direct, comprehensive
and centralised data for the regions, départements and virtually all municipalities. For the
31 March publication, the social security funds’ accounts are partially based on estimates as
the financial statements not available on that date. Nevertheless, a large number of
provisional data {e.g. from the general social security funds, unemployment insurance
henefits, public hospitals, etc.} are used. The provisional accounts are therefore a reasonably
accurate estimate of the general government balance and adjustments for the final accounts
tend to be fairly minor'’.

Government debt under the Maastricht definition is compiled using accounting data from
the large majority of the general government sub-sectors, including for the provisional
accounts. The debt of general government sub-sectors is consolidated based on the
"securities survey" conducted by the Bangue de France and the information that the Public
Finances Directorate General gathers directly from the main holders of government
securities.

7 France is one of the European Union countries that make the fewest revisions to their general government
balance after the first release. (See European Commission survey: "How reliable are the statistics for the Stability
and Growth Pact?" L.G. Mora and J.N. Martins, Economic Papers No. 273, February 2007, European Commission).
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The transfer of the accounting data to INSEE is governed by an agreement between INSEE
and the Public Finances Directorate General.

France's Parliament adopted the Economic Modernisation Act in July 2008. Article 144 of this
Act enshrines the professional independence of government statisticians, thus ensuring the
independence of statistical output and government statisticians. The enshrinement of this
principle into law was a response to the European Statistics Code of Practice adopted by the
Statistical System Committee on 24 February 2005 and reiterated in the European
Commission Recommendation of 25 May 2005 on the independence, integrity and
accountability of national and Community statistical authorities, which was revised in
September 2011. The Code's first principle on professional independence states that the
independence of the statistical authorities in producing and disseminating public statistics
must be specified in law. To this end, Article 144 created a Public Statistics Authority
responsible for ensuring compliance with the European Statistics Code of Practice. It covers
all entities producing public statistics.

Stability Programmes are debated and voted on by Parliament by virtue of Article 14 of the
2011-2014 Public Finance Planning Act of 28 December 2010. This Article, which was not
abrogated by the 2012-2017 Public Finance Planning Act of 31 December 2012, stipulates:
"The Government shall send the draft Stability Programme to the Parliament at least two
weeks before it is sent to the European Commission for the purposes of Article 121 of the
Treaty on the Functioning of the European Union. The Parliament shall debate the draft
programme and vote on it".

In compliance with the Treaty on Stability, Coordination and Governance in the Economic
and Monetary Union, the High Council on Public Finances {HCPF} was instituted by the
Constitutional Bylaw of 17 December 2012 on public finance planning and governance.
Article 17 of the Constitutional Bylaw stipulates that the HCPF shall issue an opinion on the
macroeconomic forecasts underpinning this Stability Programme. “The Government shall
refer the macroeconomic forecasts underpinning the Stability Programme drawn up for the
purposes of coordinating the economic policies of the Member States of the European Union
to the High Council on Public Finances, which shall issue its opinion at least two weeks before
the deadline for submitting the Stability Programme to the Council of the European Union
and to the European Commission. This opinion shall be attached to the Stability Programme
when it is submitted.”

The High Council on Public Finances {HCPF} will adopt its opinion on the macroeconomic
forecasts relating to the Stability Programme for 2014 to 2017 on Wednesday, 23 April 2014.
This apinion will be attached to the Stability Programme when it is submitted to the Council
of the European Union and to the European Commission on 7 May 2014,

76
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9. Notes on methodology and statistical tables

Table 1a. Macroeconomic prospects

2012 2015 2013 2014 2015 2016 2017
ESA code
Level Rate of Rate of Rate of Rate of Rate of Rate of
in£bn chianze chianze change change change chan Fe
L. Real GDP Bz oo 0.2 10 17 2 2
P. Nominal GDP Bi*g [.052.3 15 14 22 32 39 59
Components of real GDP
B. Priva te consumption expenditure P.3 1723 0.4 0.8 0.8 1.6 2.2 2.2
H. Government consumption expenditure P3 502.7 14 18 0.4 08 01 0s
b. Gross fixed capital formation P51 401.5 -1.2 -21 0.2 13 3.3 54
b. Changes in inventories and net acquisition of valuables (% of PSMP 53 05 - - - - - -
| Al
7. Exports of goods and services P.& 557.6 24 0.8 3.4 47 6.9 6.9
B. Imports of goods and services Pz 602.6 -11 08 31 41 57 5.7

Contributions to real GDP growth

p. Final domestic demand excluding inventories -0.1 0.2 0.8 14 19 20
10, thanges ininventories and net acquisition of valuables P.52+ P.53 - -0.9 01 0.3 0.2 0o 1]
11, External balance of goods and services B.11 - 1.0 0o 0.0 0l 0.3 03

*geasonally and working-day adjusted data taken from the quarterly accounts (March 2014) apart fram GDP which corresponds to the March 2014 publication. 2013 GDP grawth based
on se asonally and working-day adjusted data stands at 0.3% according to INSEE detafor Q4-2013.

Table 1b. Price developments

2012 2012 2013+ 2014 2015 2016 2017

Esé Rate of Rate of Rate of Rate of Rate of Rate of

code Level change change change change change change

1. GOP deflator 15 11 12 15 17 17
2. rivate consumption deflator 18 06 11 15 17 17
. e 20 0.9 12 15 175 1.75
|4 Public consumption deflator 12 0.4 0.5 07 18] 03
5. Investment deflator 17 05 09 18 2l 2l
6. Eport price deflator (goods and services) 12 -0.1 0.0 0.8 15 15
7. Import price deflator {goods and services) 19 0.8 .05 06 15 L5

*Seasonally and working-das adjusted data taken from the quarterly accounts, March 2014

Table 1¢. labour market developments

2012 2012 2013. 2014 2015 2016 2017
Esh code Level Rate of Rate of Rate of Rate of Reate of Rate of
eve
change change change change change change
1. Employment, persons® 26,956 0.0 .02 i3 0.7 03 0o
2. Employment, hoursworked®
3. Unemployment rate (%)
1. labour productivity, persons® 0.0 04 0.4 10 13 13
5. labour productivity, hours worked®
k6. Compensation of employees (including D1 1,097.4 21 14 21 25 33 37
fermployers’ contributions)
7. Compensation per employee 21 17 15 18
{including employers’ contributions)
1 Occupie d population in thousands, national accounts definition
2 National accounts definition
3ILO concept
4 Real GDP perperson employed
S Real GDP per hour worked
Table 1d. Sectoral balances
asa% of GOP ESA code 2012 2013 2014 2015 2016 2017
1 Metlending/borrowing vis-a-vis the rest of the world B9 -22 -1.6 -1.4 -12 -0.9 -0.5
ofw. Balance on goods and services -22 -2.0 -1.7 -15 -12 -0.9
ofwe. Balance of primary incomes and transfers 0.1 04 03 03 03 0.3
0w, Capital account -01 oo oo oo 0o oo
2 Met lending/borrawing of the private sector B.9
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3. Net lending/borrowing of general gove mment

EDPB.9

1. Statis tical discrepancy
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Table 2a. General govemment budgetary prospects

2013 2013 2004 2015 2016 2017
ES4 code Levelin % of % of % of % of %af
hn GDP GDP GDP GDP GDP
Het lending/bormrowing (EDP B9) per sub-sector
L General government 513 876 4.3 -3.8 -5.0 22 -L3
2 Central govemment 51311 5.8 3.2 5.1 51 27 21
3. State government 51312
4. Local govemment 31315 9.2 0.4 0.4 02 02 02
5 Sodial security funds 51314 125 0.6 0.2 03 06 L0
General government {5.13)
6. Total revenue TR 1087.9 528 523 525 52.4 522
7. Total expenditure TE 11755 57.1 56.6 55.6 54.5 53.5
8 Netlending /borrowing EDFB.9 876 4.3 3.8 -5.0 22 13
9. Inlerest expendi lure EDP D 41 172 2.3 24 25 26 27
10. Primary balance 40.4 -1.9 14 -0.5 04 14
11. One-off and other temporary -0.3 0.0 0o -0.1 -0.1 0.0
measures”
Selected ¢ of revenue
12. Total takes (12=1Za+12h+12c) S0.6 28.7 286 6.6 0.6 265
12a. Taxes on production and 0.2 335.0 158 161 16.2 16.2 16.1
imports
12b. (urent taxes on income, 05 2553 124 120 119 119 119
wealth etc.
12¢. Capital taxes Dol 105 05 05 05 05 05
13. Sotial contributions D.6L 398.9 19.4 195 15,1 18.9 18.9
14. Froperty income D4 13.7 0.7 0.7 0.7 0.6 0.8
15. Other* 845 41 41 4.2 41 41
16=6. Total revenue TR 1,087.9 528 529 52.5 52.4 52.2
ME: tax burden (D.2+ D.5+D.61- 945.2 453 453 5.6 4.4 453

D612+0.91-D.995) *

Selected components of expenditure

17. Compensation of employees DA+P2 3012 150 187 154 178 174
+ i iate ¢ i

17a._Compensation of ermployees D1 2735 133 132 124 125 122
17b. Intermediste consumption P2 117.9 57 55 5.5 5.3 5.2

{including financial
intermediation]

18. Social [ﬁvnﬂﬂss 5419 263 262 258 255 251
(18- 18a+ 18b]
of which unemployment 303 15 14 1.4 15 12

bene fits

D 6311 1241 &0 6.0 6.0 59 58
182 Socla\_transfers inkind 63121
supplied via market produce rs

063131
18b. Socialtransfers otherthan in D&z 4178 203 202 198 196 193
kind
19=9. Interest expenditure EDPD 41 47.2 25 24 25 26 27
20. Subsidies 0.3 30.6 15 15 15 15 15
21. Gross fised capital formation P51 65.0 52 31 28 27 26
22, Capital transfers L3 14.8 0.7 0.7 0.7 0.7 0.6
3. D‘her’(zﬁ=24-17-18-19'2[l- 54.9 4.1 4.1 4.0 3.9 3.6
21-22)
23=7. Total liture TE 11755 57.1 566 S5 6 54.5 535
MB: government consumption P3
1o riinal

1 Adjusted for net flowe of swap-related flows , so that TR-TE=EDP B.9.

2The prirmary balance is calculated as (EDP B9, kem 8) plus (EDP .41, itern 9)

3.4 plus sign means deficit-re ducing one -off me asure s

4P1LP12+P. 1514034 D.7+0D.0

S Including those collected by the European Union and including an adjustment for uncollecte d taxes and social contributions (D.995)
6 Includes cash benefits (D.621 and D.624) and in kind benefits (D.631) relate d to unemployment benefits.

FD294D.4-D A1+ 0D 50 H+P 54K HD 8

* Excluding taxes collected by the European Union
ME: Inthe table, expenditure and revenue are presented in EDPformat which differs slghtly from national accounting due to the treatment of swap-related gains and losses
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Table 2b. Mo-palicy-change projections

2013 2013 2014 2015 2016 2017
Levelintin % of GDP % of GDP % of GOP % of GDP % of GOP
1. Total revenues with at unchanged policy 1.087.3 528 529 52.9 530 531
2. Total expenditure at unchanged policies 1,175.5 571 568 6.1 554 547
Table 2. Amounts to be excluded from the spending expenditure benchmark
2015 2015 2014 2015 2016 2017
Level of GDP of GDP of GDP of GDP % of GDP
inshn
1. Expenditure on EU programmes fully matched by EU funds revenue
2. Oyclical unemployment benefit expenditure 28 0l 02 0.1 01 01
3. Hfect of discretionary revenue measures 294 14 01 -0.3 -0.2 -0.1
4. Revenue increases mandated by lave
Table 3. General govemment expenditure by function
COFOG code
% of GDP 202 2016
1. General public services 1 5.9
2 Defence 2 19
3. Public order and safety 3 15
4. Econornic affairs 4 37
5. Environmental protection 9 11
& Housing and community amentties & 149
7. Health 7 8.3
g. Recreation, culture and religion g 14
9. Education 9 61
10. Social protection 10 24.4
11 Total expenditure Tgl S6.6
1 adjusted for the net flow of swap-related flows, sothat TR-TE=EDP 8.9
Table 4. General government debt developnments
% of GDP EsA code 2013 2014 2015 2016 2017
1. Gross debt* 555 956 55.6 542 51.9
2. thange in gross debt ra tio 29 22 00 -4 2.3
Contributions to changes in gross debt ratio
B. Primary balance® -19 -14 -0.5 0.4 14
1. Interest expenditure® EDP D41 2.3 24 25 2.6 27
I5. Stock-flow adjustment -0.2 0.4 on 0.0 on
o which
" differences bebween cash and acrridls’
- Met cocumulation of fnancial asets®
- privatisation proceeds
- Valuation effects and othes®
MB: Impli nterest rate on debt’ 26 26 27 2.4 30
Other rel evant variables
&_ Liquid financial assets®
7. Net financial debt {7=1-6)
8, Debt amortization
a Percentage of debt denominated in fore ign currency (2]
10 Average maturity

1 As defined in Regulation 3605/93; (not an ESA concept)
Z2%ee itern 10inTable 2.
S%eeitem 3inTable 2
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4 The differences conceming interest expenditure, other expenditure and reve nue may be posted here whe re material or ifthe debt-to-GDP ratio is above the refere nce value.
S Liquid assets (cumency), govemment securities, assets onthird courtries, gavernment cortralle d enterprises and the difference between quoted and non-quaoted assetsmay be
posted here where material or ifthe debt-to-GDP ratio isabove the reference value

6 Change s due to exchange rate movements and operations in se condary markets may be posted here whe re material or if the debt-to-GDP ratio is sbove the reference value
7 Calculated asthe ratio of grossinterest expenditure to gross outstanding debt on 31 December of the previous ye ar.
GFAL FAZ FAS (consalidate d at market value ), FASI1 (listed e quities), FAS2 (mutual fund urits or shares)

Table 5. Cyclicaland structural developments

% of GDP Esa code 2013 2014 2015 2016 2017
1. Real GDPgrowth 0.2 10 1.7 24 2%
2. Met lending of general govemre ik EDPE.Q -3 -3.8 -3.0 -2 -15
3. Interest expenditure EDPD.41 2.3 2.4 2.5 2.6 2.7
l1. One-off and other temporary measures 1 0.0 0.0 0.1 0.1 0.0
5 Patential GOP growth [asa %) 14 15 15 16 18
cortributions:
labour 03 03 0.3 0.3 03
- capital 0.6 0.6 0.6 0.8 0.
~total factor productivit s s 08 08 08
6. Output gap 238 53 -3l 25 B
7. Cyclical budge tary component 1.4 1.7 16 1.3 0.8
5. Cyclically-adjusted balance [8=2-7) 2.9 21 1.4 0.9 0.3
9. Cyclically-adjusted primary balance [9=843) 05 0s 11 17 24
10. Structural balance [10=8-4) 2.9 21 1.2 -0.8 0.3

* according to the March 2014 publication. 2013 GDP growth based on seasonally and working-day adiusted figures reached 0.3% according to INSEE data for Q4 2013

L 4 plus sign e ans deficit-re ducing one-off me asure s.

Table 6. Divergence from previous update

ESa 2015 2014 2015 2018 2017
code
Real GDP growth
2013-2017 Frogramme 01 12 20 20 20
2014-201 7 Arogramme 0.2¢ 10 17 2% 2%
Difference 0.1 -0.2 -03 % 3
General govemment net lending [% of GDF) EBD;’
2013-2017 Programme 37 -28 20 1z 07
2014-2017 Programine -4.3 -38 -50 -2.2 -13
Difference B EE] ] EN] 0
General govemment gross debt (% of GDP)
2013-2017 Frogramme 556 P 520 507 5.2
AA-2017 Pr 83.5 95.6 9.6 842 a9
Difference -0.1 13 27 35 3.7
* According to the March 2014 publication. 2013 GDP growth based on seasonally and working-day adjusted figures re ached 0.3% according to INSEE data for Q4-2013

Table 7. Long-term sustainability of public finances*

% of GDP 2010 2015 2020 2030 2040 2050 2060
Total expenditure
o Age-related expenditure 314 310 51.0 516 3238 322 320
Pension expenditure 14.6 14.3 14.3 14.7 15.0 149 149

ofwhick Social Security pension

of which Qld-age and early pensions

of which Qther pensiors [ dbability, sunvieors!
of whish Sosupational persions (if in general governmert]

Healthcare 5.0 8.3 8.5 5.9 9.3 9.4 EX
Long-term care 22 22 21 20 23 22 20
Education 5.0 4.9 4.8 47 4.6 46 45
Cther age-related expenditure (unermplayment) 17 14 13 12 11 11 11
Interest expenditure

Totalrevenue

o property incorie. 0s 08 039 08 0.7 07 0.7
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afw: persion contributions (or social contributions if

appropriats

Pension Reserve Fund assets

ol consalidated public pensiors fund assets (assets other than
governnent iabilties)

Systemic pension reforms’
Sacial contributions paid to private compulsory pensian
scherne:

Pension gxpenditure paid by private compulsory pension

schemes
Assumplions

Labour productivity growth

Real GDP growth

Labourforce participation rate male (aged 20-64)

Labourforce participation rate fernale (aged 20-64)

Total labour force participation rate iage 20-64]

Unemployme rt rate

Population aged 65 and aver in the total population

1 Swstermnic pension reformns refer to reformsthat introduce 3 switch to 3 multi-pillar systern | including a compulsary fully-funded pillar,

2 social contributions or other revenue received by the campulsory fully-funded pillarto coverthe pension obligations it acquired in conjunction with the systernic reforrm.
3 Pension expenditure or other social be nefits paid by the compulsory fully-funded pillar linked to the pension obligations it acquired in conjunction with the systemic
reforrn

* Source: The 2012 Ageing Re port, 2012, European Commission Ageing working Group, , which take sinto account 2015 pension reforms

Table 7a. Contingent liabi

% of GDP 2011 2012 2013
Public guarantees* 124 163
o for the financial sector

* These are quarantees granted by the qovernment in Budget Acts under clearly defined aareements

Table 8. Basic assumptions

2015 2014 2015 2016 2017
short-terminterest rate annualamznﬂ]1 0z 0.3 0.5 0.9 1.4
Long-term interest rate {annual average} 22 24 50 35 40
USD /€ exchange rate (annual average] 133 136 136 136 1.36
Hominal effective exchange ra te (base 1995 = 100) 110.8 113.2 113.2 113.2 113.2
Global GDP groveth excluding EU 3.6 4.2 4.4 4.4 4.4
EU GDP growth 1§ 16 13 13 13
Growth of relevant foreign markets 18 LX:] 65 55 65
World import volumes excluding the EU 59 4.9 6.2 6.2 6.2
prices Brent, USD..‘Ealrel 109 107 107 109 111

Euribor 3-rmonth rate
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Potential GDP is the level of output that can be sustained without putting a strain on
the factors of production and, more specifically, without putting pressure on prices
and wages. This notion is used to guide the conduct of budgetary policy {medium-term
growth) and monetary policy {inflation risk}). Unlike GDP or inflation, potential growth
cannot be observed so it must be estimated.

There are different methods for estimating potential growth, such as the direct
potential GDP method based on filtered trend values of actual GDP, or the preduction
function method that breaks GDP down into its various components {labour, capital,
productivity). This is the method that is generally used by international organisations
and that was used when drawing up the 2013-2017 Public Finance Planning Act:
differences in the estimates stem from the different treatment applied to each
component.

The value of the structural balance lies in the fact that it separates the part of the
government balance that depends directly on cyclical developments and the part that
is independent of them, which is therefare the part where policy decisions can have an
impact. This means that calculating the structural balance relies intrinsically on the
definition of the business cycle and, accordingly, the gap between GDP and potential
GDP. More specifically, we observe that revenue is lower and expenditure is higher
{particularly on unemployment benefits] when GDP is below its potential level and,
conversely, that revenue goes up and expenditure contracts when GDP is higher than
its potential level.

The government balance for each year can be broken down into:

* a cyclical component that captures the impact of the business cycle stage on
the government balance, i.e. the different revenue and expenditure items
affected by the business cycle);

* a structural component that corresponds to an estimate of what the balance
would be if GDP were equal to its potential;

e one-off and other temporary measures, which are excluded from the
assessment of the structural balance, because they have no lasting impact on
the deficit.

Cn the expenditure side, only expenditure on unemployment benefits is assumed to
be cyclical. Other expenditure is all assumed to be structural, either because it is
discretionary, or because its relationship to the business cycle is difficult to measure.

Cn the revenue side, we assume that all taxes and contributions are cyclical, whereas
other revenue {e.g. interest and dividends) is assumed to be non-cyclical.

We quantify the cyclical component of the government balance on the basis of
average historical elasticities {conventional elasticities) of these expenditure and
revenue items to cyclical changes. These elasticities are based on an econometric
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estimate by the OECD', except in the case of social security contributions, whose
elasticity is based on an in-house estimate by the Directorate General of the Treasury,
which produced a very similar result to that of the OECD estimate. Revenue is broken
down into four categories of taxes and contributions (personal income tax, corporate
income tax, social security contributions and other taxes and contributions) since the
reaction of the tax bases to cyclical changes can vary greatly depending on the tax
under consideration. On average, the aggregate conventional elasticity of taxes and
contributicns is very close to cne.

In practice, France's cyclical balance is about half of the difference between GDP and
potential GDP. This is because cyclical items account for about half of France’s GDP
and the average elasticity of taxes and contributions is about 1.

Example: The deficit in 2013 is estimated ot -4.3 points of GDP. The output gap is
estimated ot approximately -2.8 points of potentia! GDP. If GDP was equa! to its
potential, it would mean -1.4 points of GDP in extra revenue dccording to the rule of
thumb and the estimated cyclicol deficit does in fact match this number. Since one-off
and other temporary measures had no impact in 2613, the structural deficit
corresponds to the difference between the government deficit and the cyclical deficit,
making it 2.8 points of GDP.

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

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

Each year, the {instantaneous) actual elasticities of taxes and contributions to cyclical
changes fluctuate around their historical mean. Some of the fluctuations are
significant. For example, in 2009, tax revenue, especially revenue from corporate
income tax, dipped in an over-reaction to cyclical changes. In practice, the differential
between instantaneous elasticity and conventional elasticity is passed on in full in
changes in the structural balance, even though the differential corresponds to a non-
discretionary component of changes in the government balance. This means that it is
heyond the control of policy-makers and yet it is still incorporated into the structural
balance.

To overcome this contradiction, the structural effort corresponds to the change in the
structural balance that can be attributed to discretionary factors.

Therefore, the change in the structural balance can be broken down into:
¢ Adiscretionary component called “structural effort”, and

* A non-discretionary component.

oy “Measuring cyclically-adjusted budget halances for OECD countries”, M. Girouard and C. André, IECD Economics

Department, Working Paper no 434, 2005.
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The structural effort can then be broken down into a revenue effort (discretionary
revenue measures) and an expenditure effort.

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

¢ Expenditure effort is measured in relation to potential growth: an expenditure
effort implies that real structural spending growth {adjusted by the GDP deflator)
is lower than potential growth, and vice-versa.

This means that, for the same expenditure growth in nominal terms, a downward revision
of the GDP deflator reduces the expenditure effort.

The non-discretionary component of the change in the structural balance has two terms:

¢ The contribution of non-tax revenue, which is assumed to be non-discretionary
{equal to the change in the ratio of non-tax revenue to potential GDP).

e “Tax elasticity effects”, which measure the impact of the differential between the
instantaneous elasticities and conventional elasticities of taxes and contributions.

Change in
covernment balance

S
Change in one-off Structural

and other temporary . “velical adjustment
measures adjustment

Discretionnary
component
("structural effort™)

Non-discretionary
componernt
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As part of the excessive deficit procedure, France must now provide data on in-year budget
execution every six months. This data covers the period up to France's planned exit from the
excessive deficit procedure in 2015. This is a new provision under the Two-Pack. Article 10 of
Regulation 473/2013 in the Two-Pack states that the report must include “the budgetary impact of
discretionary measures token on both the expenditure and the revenue side, targets for the
government expenditure and revenues, and information on the measures adopted and the nature of
those envisaged to ochieve the targets”. The content of these reports is stipulated in detail in a
delegated act (Regulation 877/2013).

This appendix has been attached to the 2014-2017 Stability Programme in fulfilment of this
requirement. Table 3a along with the boxes in Part 3 and the section on the excessive deficit
procedure are designed to fulfil the Recommendation addressed to France on 5 March 2014.

Tables 1a, 1b, 3b

These tables cannot be filled out at this point in the year. No guarterly data are available yet, not
even for the first quarter of 2014,

Table ic

See Tables 2a and 5 in the Statistical Appendix
Table 2

See Table 2a in the Statistical Appendix

Table 3a: Expenditure

Desaripton (sub-sector) Budgstary impact
hgasure ESA Status (discretionary
code measures, £bn)
2014
Central government Adopted 7.0
Central government expenditure rule
{excludinglocal gavernment transfers)
Reduction inlocal government ransfers Local government Adopted 1.5
Ondam capped at 2.4% in 2014 Social security funds De3 Adopted 3.0
Family allowance measures, 2014 Initial Social security funds [lsyd Adopted 01
Budget Act
86
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Administrative costs, 2014 Social Security Social security funds P2, Adopted 0.5
Budget Act o1
2013 pension reform {pension increase Sacial security funds
delayed until 1% October) De2 Adopted 08
2013 pension reform {pension increase Central goverment
delayed until 17 October) D62 Adopted 0z
Implementsd
Agirc-Arrco deindexation (2013 agreement) Social security funds bz 05
Reduction in expenditure tofinance
suspension of the eco-tax on H3Vs Central government 08
Jother central
government bodies
2014 additional corrective measures (see Supplernentary
Box 2} Central budget act before 4.0
government,/Social third quarter of
securiby funds 2014
Total £19%n
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Table 3a: Revenue
Stability Programme Measures

2013 2014
Total 25.4 1.5
Responsibility and Solidarity Pact (financed elsewhere) -0.5
Central government 0.0 05
Solidarity measures for the least well-off households -0.5
2014 Initial Budget Act/2014 Social Security Budget Act/Pension 0.2 73
reform/2013 Supplementary Budget Act
Central government -0.1 6.6
Phasing out of exceptional corporate income tax payment for large corporations 0.2 25
Abolition of the tax exemption for pension bonuses 1.2
Lowering of the cap on family deductions from €2,000 to £1,500 1.0
Removal of income tax exemptions for employer contributions to collective 10
supplementary pension schemes
Green taxes 05
Other measures -03 03
Social security funds 0.0 0.8
Other measures (excl. tax disputes) 29.9 5.0
Central government 16.1 5.4
Social security funds 12.0 2.2
Other central government bodies 1.4 0.9
Local government 0.3 1.2
Tax disputes -0.3 -0.3
Withholding tax disputes {précompte mobilier) 0.0
UCITS dispute -0.3 -0.3
Tobie 4
See Table 4 in the Statistical Appendix
a3
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