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	BASIC STATISTICS OF FRANCE, 2016

	(Numbers in parentheses refer to the OECD average)1

	LAND, PEOPLE AND ELECTORAL CYCLE

	Population (million)
	65.0
	 
	Population density per km2
	105.4
	(37.2)

	 Under 15 (%)
	18.1
	(17.9)
	Life expectancy (years, 2015)
	82.4
	(80.5)

	 Over 65 (%)
	19.2
	(16.6)
	 Men
	79.2
	(77.9)

	 Foreign-born (%, 2015)
	12.3
	
	 Women
	85.5
	(83.1)

	Latest 5-year average growth (%)
	0.5
	(0.6)
	Latest general election
	June 2017

	ECONOMY

	Gross domestic product (GDP)
	
	
	Value added shares (%)
	
	

	 In current prices (billion USD)
	2 465.5
	
	 Primary sector
	1.6
	(2.5)

	 In current prices (billion EUR)
	2 222.9
	
	 Industry including construction
	19.6
	(26.7)

	 Latest 5-year average real growth (%)
	0.8
	(1.8)
	 Services
	78.8
	(70.8)

	 Per capita (000 USD PPP)
	42.0
	(42.1)
	
	
	

	GENERAL GOVERNMENTa
Per cent of GDP

	Expenditure
	56.5
	(40.8)
	Gross financial debt
	123.3
	(112.5)

	Revenue
	53.0
	(37.9)
	Net financial debt
	79.0
	(73.6)

	EXTERNAL ACCOUNTS

	Exchange rate (EUR per USD)
	0.904
	
	Main exports (% of total merchandise exports)
	
	

	PPP exchange rate (USA = 1)
	0.796
	
	 Machinery and transport equipment
	40.7
	

	In per cent of GDP
	
	
	 Chemicals and related products, n.e.s.
	17.4
	

	 Exports of goods and services
	29.5
	(53.9)
	 Miscellaneous manufactured articles
	12.4
	

	 Imports of goods and services
	31.2
	(49.3)
	Main imports (% of total merchandise imports)
	
	

	 Current account balance
	-0.9
	(0.3)
	 Machinery and transport equipment
	38.2
	

	 Net international investment position (2014)
	-17.8
	
	 Miscellaneous manufactured articles
	16.0
	

	
	
	
	 Chemicals and related products, n.e.s.
	13.7
	

	LABOUR MARKET, SKILLS AND INNOVATION

	Employment rate for 15-64 year-olds (%)
	64.2
	(67.0)
	Unemployment rate, Labour Force Survey (age 15 and over) (%)
	10.0
	(6.3)

	 Men
	67.6
	(74.7)
	 Youth (age 15-24, %)
	24.6
	(13.0)

	 Women
	61.0
	(59.3)
	 Long-term unemployed (1 year and over, %)
	4.5
	(2.2)

	Participation rate for 15-64 year-olds (%)
	71.5
	(71.3)
	Tertiary educational attainment 25-64 year-olds (%, 2014)
	33.5
	(34.3)

	Average hours worked per year
	1 482
	(1 766)
	Gross domestic expenditure on R&D (% of GDP)
	2.2
	(2.4)

	ENVIRONMENT

	Total primary energy supply per capita (toe, 2015)
	3.8
	(4.1)
	CO2 emissions from fuel combustion per capita (tonnes, 2014)
	4.4
	(9.4)

	 Renewables (%)
	8.8
	(9.6)
	Water abstractions per capita (1 000 m3, 2012)
	0.5
	

	Exposure to air pollution (more than 10 μg/m3 of PM2.5, % of population, 2015)
	80.7
	(75.2)
	Municipal waste per capita (tonnes, 2015)
	0.5
	(0.5)

	SOCIETY

	Income inequality (Gini coefficient, 2014)
	0.297
	(0.311)
	Education outcomes (PISA score, 2015)
	
	

	Relative poverty rate (%, 2014)
	8.2
	(11.3)
	 Reading
	499
	(493)

	Median disposable household income (000 USD PPP, 2014)
	 25.3
	(22.9)
	 Mathematics
	493
	(490)

	Public and private spending (% of GDP)
	
	
	 Science
	495
	(493)

	 Health care (2015)
	11.0
	(9.0)
	Share of women in parliament (%)
	26.2
	(28.7)

	 Pensions (2013)
	14.4
	(9.1)
	Net official development assistance (% of GNI)
	0.38
	(0.39)

	 Education (primary, secondary, post sec. non tertiary, 2013)
	3.8
	(3.7)
	
	
	

	Better life index: www.oecdbetterlifeindex.org

	a. 2015 for the OECD average.

	1. Where the OECD aggregate is not provided in the source database, a simple OECD average of latest available data is calculated where data exist for at least 29 member countries.

	Source: Calculations based on data extracted from the databases of the following organisations: OECD, International Energy Agency, World Bank, International Monetary Fund and Inter-Parliamentary Union.




Executive summary
	The economy is expanding, but stronger growth would help to maintain the level of social protection

	Too many people are excluded from the labour market

	A long-term strategy would help to reduce public spending and improve its impact on equity



The economy is expanding, but stronger growth would help to maintain the level of social protection
GDP is set to grow by at least 1.6% in 2017-18, supported by private consumption and investment. The labour market is improving, but productivity gains are too low to sustain the current level of social protection, high-quality public services and rising incomes in the long run. Recent reforms have strengthened competition in some services sectors, but it remains weak in others. Along with high and complex taxes, this weighs on employment and productivity growth. Too many adults have weak basic skills, and their access to training is hindered by excessive turnover of fixed-term contracts and a complex training system.
Weaker productivity gains have slowed potential growth
[image: graphic]Source: OECD Economic Outlook 101 Database.
StatLinkhttp://dx.doi.org/10.1787/888933578465


Too many people are excluded from the labour market
Poverty is low overall. Yet, many youngsters and low-skilled workers are excluded from the labour market, especially when they live in poor neighbourhoods. These can be difficult to leave, as housing affordability is an issue, at least in big cities. Efforts to increase the number of apprenticeships have not sufficiently benefited secondary school students, who need them most. Shorter court procedures with less uncertain outcomes might entice firms to hire staff on permanent contracts with higher wages and better access to training, fostering a more inclusive labour market. The labour laws need to give businesses and their workers more flexibility to negotiate working conditions and wages, in order to promote employment and productivity. The challenge is to ensure a reasonable balance of power between employers and employees.
Likelihood of unemployment by place of residence1
15-29, %
[image: graphic]1. After controlling for individual characteristics; see Figure 36 for details.
Source: ONPV (2016), Rapport annuel 2015.
StatLinkhttp://dx.doi.org/10.1787/888933578484


A long-term strategy would help to reduce public spending and improve its impact on equity
A long-term strategy is needed to reduce public expenditure without endangering social protection so as to allow lower taxes with sustainable public finances. Such a combination would generate faster growth and lower unemployment. Pension spending remains high, as the retirement age remains low, although it has been gradually raised by recent reforms. Increasing the focus on infrastructure and education spending for the poor would improve equity. Health-care quality is high, but there is room to improve prevention and co-ordination between providers, while the broad coverage of expenditures for most households results in significant use and spending.
Public spending is high
Per cent of GDP, 20161
[image: graphic]1. Or latest year available.
Source: OECD Economic Outlook 101 Database.
StatLinkhttp://dx.doi.org/10.1787/888933578503

	MAIN FINDINGS
	KEY RECOMMENDATIONS

	Developing a long-term strategy to reduce public spending and taxes

	A large public sector requires high taxes that weigh on employment and investment.
	Meet the ambitious targets to reduce public spending and taxes.
Lower social contribution rates and corporate income tax rates, as planned.

	The share of the progressive income tax in revenues is low. VAT exemptions and reduced rates are important, and higher green taxes would improve environmental outcomes.
	Withdraw reduced rates for VAT, and increase green taxes.
Use lower social contributions as an opportunity to give a bigger role to the progressive income tax by lowering the basic allowance.
Remove personal tax breaks on capital income, and lower the tax rate.

	The pension system is fragmented and pension spending elevated.
	Move towards a single pension system to improve labour mobility and lower management costs.
Then, gradually increase the minimum retirement age in line with life expectancy.

	Health-care quality is high, but there is room to improve prevention and co-ordination between different care providers. This increases spending unnecessarily.
	Increase health practitioners’ remuneration for prevention and treating complex chronic diseases, which will help reduce the level of medical intervention, the number of prescriptions and drug sales.
Facilitate insurance schemes’ contracting with groups of providers. 
Expand electronic health records to improve health-care co‐ordination.

	Fostering an inclusive development of skills and employment

	Too many adults have weak basic skills. Their access to training is hampered by the great number of different schemes and the complexity of the personal training account (compte personnel de formation – CPF).
	Simplify the CPF, and reduce the number of similar schemes.
Improve information about providers by strengthening the quality label system.
Continuously evaluate active labour market policies.

	Education outcomes are highly dependent on parental background. Too many youngsters are excluded from the labour market.
	Offer attractive salaries and career prospects to excellent teachers in schools with many pupils from disadvantaged backgrounds.
Develop apprenticeships in vocational lycées by encouraging businesses to take in young apprentices.
Promote an innovative range of different practices in teacher training in order to meet the different needs of pupils. 

	The labour law leaves insufficient room for firms and their employees to adjust working conditions to their needs. The government limits that room further by extending sectoral agreements systematically to firms not involved in negotiations. Many sectors are too small for effective negotiations, and firms often lack worker representatives with whom they can negotiate because of the complex governance of representation and discrimination against workers negotiating for colleagues.
	Merge inactive sectors and those that lack the critical mass for effective bargaining.
Ensure that the extension procedure for sectoral agreements takes account of their economic and social impacts, and authorise exemptions.
Encourage sectoral agreements that are differentiated by the size or age of the business, for example.
Reduce the number of institutions that represent workers.
Ensure better protection for workers that represent colleagues against discrimination, and improve the performance of employment tribunals.

	Workers in poor neighbourhoods suffer from insufficient access to jobs and public services. Low flexibility of housing supply and the rigid allocation of social housing hinder access to housing for the poor and greater residential and labour mobility. Workers living in underprivileged areas are discriminated against.
	Use urban renewal in poor neighbourhoods as an entry point to offer practical training in firms and basic skills courses.
Better target public spending at transportation, childcare services and face-to-face public services in poor neighbourhoods.
Reduce registration fees, and increase taxes on immovable property.
Tighten obligations to pay higher rents and encourage occupants whose income rises above the eligibility ceiling to move house.
Continue awareness campaigns for recruiters.

	Improving productivity growth

	Despite some progress, barriers to entry and competition in services remain high.
	Obtain an independent assessment of the impact on competition of laws and regulations, and increase dialogue on this subject between the competition authority and the Ministry for the Economy during the decision-making process.

	Long labour court procedures with a high rate of appeals limit the use of open-ended contracts.
	Introduce professional judges to guide lay assessors.

	Science-industry collaboration remains weak, as is the share of competitive project financing of public research.
	Increase the share of project funding in the financing of public research institutes and universities. 
Increase universities’ autonomy to define programmes, and encourage them to increase their own resources.






Assessment and recommendations


	The French economy has many strengths but also faces important challenges


	Making taxes more favourable to employment and productivity while maintaining social protection


	Strengthening productivity growth


	Enhancing employment and access to high-quality jobs


	Improving life in poor neighbourhoods






The French economy has many strengths but also faces important challenges

The French economy has high productivity and standards of living, excellent childcare services, adequate fertility, long life expectancy in good health and a good work-life balance for the average person (Figure 1). Extensive social benefits and the minimum wage have kept poverty and inequality relatively low (Figure 2). The economy, although still a bit weaker than the euro-area average, is expanding, and the labour market is gradually recovering.



Figure 1. The average person has enviable well-being in France

[image: graphic]1. Unweighted average.

Source: OECD Better Life Index, www.betterlifeinitiative.org.

StatLink  http://dx.doi.org/10.1787/888933576964





Figure 2. France has many strengths

[image: graphic]1. Average number of years that a new-born infant can expect to live in full health by taking into account years lived in less than full health due to disease and/or injury (HALE). The countries are ranked according to women’s life expectancy.

2. Or latest year available.

Source: OECD (2017), Family, Economic Outlook 101 and Income Distribution and Poverty Databases.

StatLink  http://dx.doi.org/10.1787/888933576983



However, potential growth has declined, mainly due to a weakening of productivity trends, undermining incomes and the government’s capacity to provide social protection and high-quality public services. Elevated public spending, while contributing to low poverty and good health, requires high taxes that limit firms’ ability to invest and create jobs and reduce incentives for people to work. Unemployment is still high, and spells are long, particularly for young people; too many of them are not in employment, education nor training. Educational outcomes that strongly reflect parental socio-economic background put inter-generational social mobility at risk (Figure 3). While poverty is relatively low on average, it is highly concentrated in certain neighbourhoods, where residents are confronted with poor housing and public infrastructure, a difficult school environment, a lack of services and amenities, and discrimination, notably in the labour market. The new government was elected on a platform of structural reforms designed to address these weaknesses (Box 1).



Figure 3. The country also faces many challenges

[image: graphic]1. Real net household disposable income per capita.

2. Share of adults 16-65 scoring below level 2 in PIAAC’s reading proficiency scale.

3. The data are based solely on Flanders for Belgium and England and Northern Ireland for the United Kingdom.

Source: OECD (2017), Economic Outlook 101 and Education Statistics Databases; OECD (2016), Skills Matter: Further Results from the Survey of Adult Skills, OECD Skills Studies, OECD Publishing, Paris.

StatLink  http://dx.doi.org/10.1787/888933577002





Box 1. Key features of the programme of the new government and a preliminary assessment


	Labour market reform: The draft decrees reforming the labor market aim at encouraging social dialogue within firms and defining work relations and the conditions for dismissals. In this respect, the link between sector-level and firm-level agreements will be modified by listing the areas reserved for negotiations at the sectoral level and by leaving more room for  taking initiatives at the firm level in other matters. In addition, sector-specific agreements will have to include explicit conditions for micro, small and medium-sized firms. Collective bargaining will be strengthened by allowing companies with fewer than 50 employees to negotiate directly with a staff representative. Companies with fewer than 20 employees who do not have staff representatives will be able to negotiate directly with their employees. One works council, the social and economic council, will be created in all firms with at least 11 employees; and for firms with more than 50 employees, this new council  will merge all existing bodies. Moreover, a binding scale including minimum and maximum amounts for the indemnities decided by the labour courts will be put in place. The scope of economic justification for dismissals will now be set at the national level. Finally, statutory severance payments will be increased by 25%.


	Unemployment insurance, vocational training and adult learning reforms: Unemployment benefits are to be extended to the self-employed and employees who resign (once every five years). In return, job-search controls and sanctions are to be strengthened. Comprehensive vocational training and adult learning reforms are also to be implemented. To make more financing available for the personal training account various competing schemes will be withdrawn. All certified training measures will be available through it. These reforms will be reviewed by parliament in spring 2018. A national vocational training investment plan of 15 billion euros is also scheduled for implementation.


	Pension reform: The government plans to move to a single pension system to improve equity and transparency and lower costs. Discussions about this reform are projected to start in 2018 culminating in a reform framework at the end of 2018.


	Public spending: The government intends to reduce the weight of current public expenditure by three points of GDP over the next five years, by keeping it stable in real terms for the first three years. The details will be set out at the end of September in the initial Finance Law for 2018, but the President’s manifesto contained a number of indications, including 25 billion euros corresponding to lower social spending obtained from reduced health and unemployment insurance outlays. A further 10 billion euros would come from expenditure reductions to be negotiated with local governments and 25 billion euros from other government spending cuts, notably by reducing the number of civil servants by 120 000. On the spending side, there will be a new investment plan worth a total of 50 billion euros, i.e. half a percentage point of GDP per year, including the 15 billion euros for training. The planned cuts in public spending could add around 2% to GDP in 20 years (according to Fournier and Johansson, 2016). If the increase in spending planned for investment during the President’s five-year term of office were maintained, this impact could rise by 0.5% to 2% according to the different models used by the OECD (OECD, 2016a).


	Tax reform: The government plans to eliminate the residency tax (taxe d’habitation) for 80% of households, narrow the tax base of the wealth tax (impôt sur la fortune) to real estate assets only, and the taxation of capital will be modified to a flat rate of 30% (rather than being subject to the progressive income tax as is currently the case). The corporate income tax rate will be reduced from 33.3 to 25%. This could increase GDP per capita by around 0.9% in the long term (Égert and Gal, 2016). Employees’ social contributions for health care and unemployment insurance should be eliminated in two steps in 2018, a measure financed by an increase in the contribution sociale généralisée (CSG), a proportional income tax. The tax credit for competitiveness and employment (credit d’impôt pour la compétitivité et l’emploi – CICE) will be converted into a reduction in employers’ social contributions as of 2019.


	Education reform: The government intends to halve class size to 12 pupils for grade 1 and grade 2 in poor neighbourhoods (priority education schools), with implementation starting in the 2017-18 school year. Universities will be granted more autonomy to recruit their professors and define their teaching programmes.


	Health care: Prevention, access to care and efficiency are the pillars of the national health-care strategy. Vaccines for babies and toddlers should become mandatory in 2018, and the cost of a packet of cigarettes should gradually rise to ten euros. The Minister for Solidarity and Health is also preparing a plan to combat health-care deserts for September 2017 and new incentives for information sharing and co‐operation between health-care professionals, and care quality. The government has also pledged to provide full coverage for glasses, dental care and hearing aids.






Against this background this Survey has four main messages:


	Too many low-skilled people are excluded from the labour market, and sharp inequalities in educational outcomes hinder social mobility and prevent more inclusive labour market outcomes.


	Residents of poor neighbourhoods suffer from multiple social and economic disadvantages, such as discrimination and a lack of transport services connecting them to jobs.


	Labour law leaves insufficient flexibility to negotiate wages and working conditions, while long court procedures lead to excessive use of very short-term contracts.


	Developing a long-term strategy to reduce public spending in relation to GDP would help to reduce high taxes that hinder economic development and employment growth.




Private consumption and investment are underpinning growth (Table 1). Although real wage gains have been slow, a modest but strengthening labour market recovery is supporting consumption. Cuts in social contributions and business taxes have helped firms restore their profit margins after a protracted decline (Figure 4). Improved internal financing capacity along with still favourable financing conditions is buoying business investment. Overall GDP growth is expected to reach at least 1.6% in 2017-18, the highest level since 2011 but still below the euro-area average.


	
Table 1. Macroeconomic indicators and projections




	2013

	2014

	2015

	2016

	2017

	2018




	Current prices EUR billion

	Percentage changes, volume (2010 prices)






	GDP

	2116.1

	1.0

	1.0

	1.1

	1.7

	1.6




	Private consumption

	1176.1

	0.8

	1.4

	2.1

	1.1

	1.2




	Government consumption

	507.7

	1.3

	1.1

	1.2

	1.3

	1.2




	Gross fixed capital formation

	467.4

	0.0

	0.9

	2.7

	2.9

	3.5




	Of which: Residential

	114.9

	-2.7

	-1.8

	2.4

	4.1

	3.7




	Non-residential

	268.2

	2.9

	3.1

	3.6

	3.5

	3.9




	Final domestic demand

	2151.2

	0.7

	1.2

	2.0

	1.6

	1.7




	Stockbuilding1

	5.3

	0.7

	0.3

	-0.1

	0.2

	-0.2




	Total domestic demand

	2156.6

	1.5

	1.5

	1.9

	1.8

	1.5




	Exports of goods and services

	605.4

	3.4

	4.0

	1.9

	3.5

	4.4




	Imports of goods and services

	645.8

	4.8

	5.5

	4.2

	3.7

	4.0




	Net exports1

	-40.4

	-0.5

	-0.5

	-0.8

	-0.1

	0.0




	Other indicators (% change, unless otherwise specified):




	Potential GDP

	-

	1.1

	1.2

	1.3

	1.2

	1.2




	Output gap2

	-

	-1.8

	-2.0

	-2.2

	-1.7

	-1.4




	Employment

	-

	0.1

	0.1

	0.6

	0.6

	0.7




	Unemployment rate3

	-

	10.3

	10.4

	10.1

	9.5

	9.3




	GDP deflator

	-

	0.6

	1.1

	0.4

	1.0

	1.5




	Consumer price index

	-

	0.6

	0.1

	0.3

	1.1

	1.0




	Core consumer prices

	-

	1.0

	0.6

	0.6

	0.6

	1.0




	Household saving ratio, net4

	-

	9.1

	9.1

	8.7

	8.7

	8.7




	Trade balance5

	-

	-2.0

	-1.5

	-2.0

	-2.3

	-2.1




	Current account balance5

	-

	-1.3

	-0.4

	-0.9

	-1.1

	-1.0




	General government financial balance5

	-

	-3.9

	-3.6

	-3.4

	-3.0

	-2.9




	Underlying government financial balance2

	-

	-2.8

	-2.4

	-1.9

	-1.8

	-2.1




	Underlying government primary balance2

	-

	-0.7

	-0.6

	-0.2

	-0.2

	-0.4




	General government gross debt5

	-

	119.7

	120.4

	123.3

	124.3

	124.8




	General government debt, Maastricht definition5

	-

	94.8

	95.6

	96.4

	97.4

	97.9




	General government net debt5

	-

	74.0

	75.7

	79.0

	79.9

	80.4




	Three-month money market rate, average

	-

	0.2

	0.0

	-0.3

	-0.3

	-0.3




	Ten-year government bond yield, average

	-

	1.7

	0.8

	0.5

	0.9

	1.2




	1. Contributions to changes in real GDP, actual amount in the first column.


	2. As a percentage of potential GDP.


	3. As a percentage of the labour force.


	4. As a percentage of household disposable income.


	5. As a percentage of GDP.


	Source: OECD STEP 101 Database (and updates).







Figure 4. Macroeconomic indicators

[image: graphic]1. As a percentage of gross value added.

Source: OECD (2017), OECD Economic Outlook 101 Database (and updates); INSEE.

StatLink  http://dx.doi.org/10.1787/888933577021



After increasing strongly in 2015, exports dipped in 2016 due to temporary factors. But France’s competitiveness problems do not seem to have been fully resolved: the hourly cost in particular is higher than the euro area average, despite measures to support cost‐competitiveness such as the CICE tax credit for competitiveness and employment. In France, non-price competitiveness is hampered by weaker innovation than in the best-performing economies, whereas research spending is mostly directed at industries that are in decline in terms of their share of value added. After the sharp fall observed at the beginning of the 2000s, France’s export performance has been relatively stable since 2010. Exports are expected to rebound thanks to revived world demand, in particular from France’s main European trading partners. The share of services has been growing strongly, reaching close to 30%, second in Europe only to the United Kingdom. While goods exports are fairly well diversified by both type and destination (Figure 5), their growth has depended on only a few sectors (aircraft in particular), indicating vulnerabilities.



Figure 5. Structure of trade in goods, 2016-171


[image: graphic]1. 12-month cumulated flows (values) as of June 2017, excluding military equipment.

Source: INSEE.

StatLink  http://dx.doi.org/10.1787/888933577040



A clear downward trend in the unemployment rate set in towards end-2015, thanks to lower social contributions, hiring subsidies and stepped-up training programmes for the unemployed. Surveys point to solid hiring intentions, and the effects of labour tax cuts are expected to strengthen over time, so unemployment should continue its gradual fall. Headline inflation increased at the beginning of 2017 as energy prices rebounded. With persistent ample slack, however, inflationary pressures will remain muted, even as the labour market gradually recovers.

The development of France’s exports depends on demand in trading partners’ economies in a context where the effects of the United Kingdom’s exit from the European Union remain highly uncertain, as does the economic situation in major emerging economies, notably China. The medium-term effects of lower business taxes and social charges on business sentiment could be stronger than expected, leading to more dynamic investment, employment growth and consumption. In addition, a number of possible shocks could alter the economic outlook significantly (Table 2).


	
Table 2. Events that could lead to major changes in the outlook



	Shock

	Possible impact





	Worldwide rise in protectionism.

	This would have adverse effects on exports and firm entry, harming productivity and potential growth.




	Further deterioration of banks’ problems in some European countries, triggering a European banking system crisis.

	This could have ripple effects across the EU and beyond, engendering financial market turmoil and higher interest rates.




	Disorderly exit of the United Kingdom from the European Union.

	A disorderly exit of the United Kingdom from the EU, a major trading partner for France, could erode trust in European institutions and severely hurt consumer and business confidence, resulting in lower investment.







Financial-sector vulnerabilities appear contained, and the French banking sector seems to be resilient to adverse economic developments (EBA, 2016). The level of non-performing loans remains low, at 3.9% on average in 2016, compared to 5.7% on average in OECD countries. The ECB’s bank lending survey suggests ongoing accommodative lending conditions. Loan growth to the private sector is accelerating and remains higher than in other major euro-area economies. According to the Banque de France, the debt-to-GDP ratio of non-financial corporations (net of intra-group transactions) has continued to rise to 71.3% in the fourth quarter of 2016, compared to 63.5% on average in the euro area. Also, in the fourth quarter of 2016 household debt had risen to 57.4% of GDP, just under the figure for the euro area as a whole (58.6% of GDP). Beyond knock-on effects related to a further deterioration of the European banking system’s financial health, the key financial-sector risk is the very low interest-rate environment that is harming banks’ profitability and encouraging risk-taking and private-sector borrowing. An abrupt interest rate increase would lead to a major rise in businesses’ debt (Banque de France, 2017). And a steep hike in rates could also lower asset prices, notably commercial property valuations in the office building segment, which has seen strong, steady growth since 2009. The systemic consequences of a sharp fall in commercial property prices, however, seem limited (Haut Conseil de stabilité financière, 2017).

The budget deficit has declined, but there are risks for future public-debt developments. Tax cuts have curbed revenue growth, and there has been additional spending in 2017 on security to tackle the terrorist threat, employment and education, but some restraint in other areas. Lower debt-servicing costs should also help to lower the deficit further to just below 3% of GDP in 2018. The OECD expects the budget trend for all public administrations to be more or less neutral in 2017-18, which seems appropriate, given the recovery in growth and EU constraints. Under a no-policy-change scenario, public debt should continue to move up, albeit at a slow pace (Figure 6). Should interest rates rise more than expected, debt would quickly increase, seriously shrinking room for fiscal policy manoeuvre in the wake of any unanticipated shocks. As such, it is necessary to gradually reduce public spending through reforms addressing inefficiencies as explained below. Such spending cuts should be large enough to lower public debt and labour taxes to raise long-term growth, which would be reinforced by structural reforms discussed below. Such policies would allow debt to decline (see the green line in Figure 6).



Figure 6. Without policy changes the debt-to-GDP ratio is set to increase further

Per cent of GDP

[image: graphic]1. The business-as-usual scenario is consistent with the projections from the June 2017 OECD Economic Outlook until 2018, and assumes thereafter an annual real GDP growth of 1.2%, an effective interest rate of 2.7%, annual inflation according to the GDP deflator gradually rising to 1.75% by 2020, and a primary balance deficit improving to 0.5% of GDP from 2020.

2. Assumes a permanent increase in the effective interest rate to 4.1% by 2019.

Source: OECD calculations based on OECD (2017), OECD Economic Outlook 101 Database.

StatLink  http://dx.doi.org/10.1787/888933577059






Making taxes more favourable to employment and productivity while maintaining social protection

Sustainable spending reductions

At 56.4% of GDP in 2016 (standardised definition, including tax credits), France has the highest public spending of any OECD country (Figure 7). A long-run strategy is needed to contain public spending, ensure debt sustainability and make room for further tax cuts and simplification. This would help to strengthen employment and investment. Recent tax cuts are helpful, but the tax burden is still too high and complying with the tax system too complex. A long-term strategy to shrink public spending should include reducing pension spending in relation to GDP, lowering the substantial government wage bill and addressing inefficiencies in public spending, particularly related to the plethora of local governments. Housing policies are another area where heavy fiscal support yields comparatively little benefit (OECD, 2011).



Figure 7. The size of government is large

[image: graphic]1. Data from 2014 onwards are estimates.

2. Effect after 10 years of a reform phased in over 10 years. In countries where the effectiveness of government is below the average of the top half of the countries, the government effectiveness will gradually converge to this level. See Fournier and Johansson (2016) for details. No potential GDP gains are foreseeable for Canada, Denmark, Finland, New Zealand, the Netherlands, Norway, Sweden and Switzerland, which were already found to be at the frontier of government effectiveness.

Source: OECD (2017), OECD Economic Outlook 101 and OECD Social Expenditure (SOCX) Databases; Fournier, J. and A. Johansson (2016), “The Effect of the Size and the Mix of Public Spending on Growth and Inequality”, OECD Economics Department Working Papers, No. 1344, OECD Publishing, Paris.

StatLink  http://dx.doi.org/10.1787/888933577078



Elevated pension spending, together with the government wage bill, explains most of the gap of public spending between France and comparable economies such as Germany and Sweden (Table 3). Pension spending stands at 14.3% of GDP, which is among the highest in the OECD, although international benchmarking does not reflect the total cost, including private-sector financing. The average age at which workers leave the labour market remains among the lowest in the OECD (Figure 8), but recent reforms to pensions in 2010 and 2015 and unemployment insurance for workers over 50 in 2017 have yet to fully deliver. The system’s long-term financial viability is ensured only under favourable macroeconomic assumptions, even though pension spending will fall significantly as a share of GDP in several scenarios (Conseil d’orientation des retraites, 2017). To strengthen the sustainability and reduce public spending in relation to GDP, gradually increasing the minimum retirement age in line with rising life expectancy seems appropriate (see below). For example, the Conseil d’orientation des retraites (2016) estimates that progressively increasing the minimum retirement age...
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