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In 2015, Paris and Brussels agreed that the French government would be given 

two extra years to bring its deficit below 3% of GDP in return for a commitment to 

making structural reforms. For the moment, appearances have been maintained. 

The problem is for 2017 and after. To window-dress the figures, some public 

spending has been postponed. In the run-up to the elections, there is good 

reason to fear that greater fiscal laxness will be on the cards. The reform agenda 

has also stalled. The opposition wants to regain power by promising lower taxes 

(and spending). All this will be difficult to reconcile without once again twisting 

the rules that the Commission must uphold. 

The fortnight’s focus 

Since 2009, the Commission has shown French governments great indulgence as 
regards the country’s excessive public deficit. It has granted them three periods of 
grace totalling five extra years in order to reach the target of a deficit lower than 3% of 
GDP. 2017 is the new deadline. At first sight, this target is not out of reach given that 
the deficit expected for this year is 3.3%. Since GDP is showing modest growth, a major 
effort would not be required to achieve this objective.  
 

In fact, there are several obstacles standing in the way of a reduction in the public 
deficit. First, introducing a tax hike so close to the elections can be ruled out for political 

reasons. A tax increase would also be negative from the standpoint of economic 
efficiency. Fiscal pressure is at a record high, up 4 points of GDP over the past five 
years (see left-hand chart). Whilst the tax burden for business has been reduced since 
2014 - wiping-off a good share of the previous increase - the same cannot be said for 
the household tax burden. Income tax, which is paid by only 45% of households, has 
risen by 50% over the past five years. Total tax contributions increased 18% between 
2010 and 2015. Second, there is clearly scope for an adjustment to public spending, but 
at this juncture and despite the announced spending cuts(*), nothing significant has 
been identified (see right-hand chart). Moreover, some government spending has been 
pushed back to 2017 and beyond in an attempt to bolster the 2015 and 2016 accounts. 
Third, the recent resignation of Mr.Macron, the Economy Minister, only confirms that the 
government’s agenda for reform is currently empty (see p.2). The opposition is hoping 
to come back to power on the basis of a programme, which could be summarised as 
“lower tax (immediately), more reforms (later)”. Brussels and Berlin are going to say that 
they have heard this many times before... 
 

(*) Terminology note: in France, a reduction in public spending does not signify a decline in absolute terms, or 
even a reduction relative to GDP, but rather a moderation in its pace of growth. 
 

France: tax burden France: trend in government spending and GDP 

  
Sources: INSEE, Oddo Securities 
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The fortnight’s economic newsflow 
  

 The household spending situation was mixed at the beginning of Q3. In July, 

spending on goods was down 0.2%, a decline which should be added to two months 
of marked correction. With no rebound over the summer, household spending, which 
stagnated in Q2, could even decline. This poses a downward risk to our Q3 GDP 
growth forecast (0.25% quarter-on-quarter). That said, in contrast to what might have 
been feared, the terrorist attacks did not affect the consumer confidence index which 
stood at 97 points in August (96 for H1 2016), a shade below its long term average 

(100). Moreover, macroeconomic conditions remain good overall. The inflation rate is 
low (0.2% in August). Employment is steadily improving, which leads to a modest 
decline in unemployment. In July, the number of “full-time unemployed” declined by 

0.5%, the fifth consecutive fall in seven months. Year-on-year, the number is down by 
1.2%, the largest decline since 2008. To slightly temper this positive result, we note 
that this decline was partly due to transfers between categories of unemployed, 
following the implementation of a training scheme for jobseekers.  

 The business climate confirmed its resilience during the summer, despite a slight 
slowdown in domestic demand in the spring and the uncertainty surrounding Brexit. 
Like the PMI indices, the INSEE business confidence index remained more or less 
stable. In August, this index stood at 101 points vs 102 in July and 100 in June. For 

the past twelve months now, this index has equalled or exceeded its historic average. 

  
The fortnight’s political newsflow 

  
 On the right, eight candidates (of thirteen declared) obtained the necessary support 

required to stand in the primary elections of 20 and 27 November. After a storming 

start to his campaign, Nicolas Sarkozy has slightly narrowed Alain Juppé’s lead, 
although Mr Juppé nevertheless remains the big favourite to win the backing of the 
Republicans. 

 On the left, the breakdown of the Socialist majority was ramped up another notch 
after Emmanuel Macron tendered his resignation as Minister of the Economy (30 
August). Mr. Macron said his decision came from the need to actively look after the 

political movement he launched earlier this year. For most political scientists, it is 
already a given that he will be a candidate at the Presidential election. François 
Hollande, whose popularity ratings remain very low, at around 15%, was already 
criticised by those on the left of his party; he is now facing competition from party 
members on his right. Four of his former ministers are ready to run against him for 
the leadership of the left of the political chessboard. 

 How did Mr Macron do as a minister? When he was appointed to the government in 
2014, the idea was to emphasise that restoring competitiveness would be a central 
goal of economic policy (see Focus-France of 27 August 2014: “A Montebourg-

Macron swap: excellent news”). Mr Macron was there to represent the modern left-
winger who is attentive to the problems facing businesses. After a fierce battle in 
Parliament, the “Macron Bill” was adopted in July 2015 to introduce more competition 
in certain sectors, such as transport. This episode also highlighted how strong 
resistance to change was in protected professions, trade unions, the Socialist party, 
and even the government itself. End-2015, the President and the Prime Minister 
decided to deprive the young minster of a “Macron Bill 2” to avoid giving him too 
much visibility. Part of this project was recycled into the Labour Reform Bill which so 
far has done more harm than good, to say the least, if only by turning a large swathe 
of public opinion firmly against the very idea of reforming the labour market. 

  
Forthcoming events 

  
 The upcoming business climate surveys, for September, will be published on the 22 

(INSEE) and 23 September (PMI indices). We will therefore have a full overview of 

Q3. Last week, the French central bank maintained its forecast for a GDP increase of 
0.3% q-o-q in Q3, but at this stage, the hard data (retail sales and industrial output) 
have stoked fears that the final result will be lower.  

 The 2017 budget is to be presented to the Council of Ministers on 28 September. It 

was carefully crafted to show a return of the deficit to below 3% (as promised to the 
Commission) while leaving room for a cut to income tax (as promised to voters). 
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Appendix chart: business climate, confidence, households 

Confidence indicators Business climate 

  

PMI-manufacturing survey PMI services survey 

  

Consumer confidence Jobless claims 

  

Household spending Vehicle sales 

  
Sources : Thomson Reuters,Markit,Oddo Securities 

Expansion

Index Aug. July June 2008-09 1992-930 0 0

PMI manufacturing 48.3 48.6 48.3 52.2 42.6 -

PMI services (output) 52.3 50.5 49.9 56.0 46.8 -

PMI composite (output) 51.9 50.1 49.6 55.1 44.9 -

INSEE manufacturing 101 103 102 102.6 85.4 82.4

INSEE services 101 101 98 102.5 85.4 84.1

INSEE construction 95 95 95 103.1 101.1 83.4

INSEE retail sector 103 104 102 100.7 88.6 85.5

INSEE wholesale sector - 104 103 101.7 85.8 87.9

INSEE consumer conf. 97 96 97 101.5 84.7 100.7

BdF manufacturing 98 98 98 103.5 79.7 85.7

BdF services 96 96 97 102.1 91.3 83.8Dec Dec Dec

*from Q2 2008 to Q2 2009; and from Q2 1992 to Q2 1993
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Appendix chart: activity, inflation, credit, finances 

Industrial output Real GDP 

  

Headline and core inflation Trades of goods 

  

Private sector credit Credit conditions for businesses 

  

Bank refinancing at the ECB Government budget 

  
Sources : Thomson Reuters,AFTE,Oddo Securities 
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