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BASIC STATISTICS OF FRANCE

THE LAND





	Area (1 000 km2)
	632.8


	Agricultural area, excl. overseas departments (1 000 km2)
	321.8








	Major cities (thousand inhabitants), 2005
	


	
	Paris
	2 193


	
	Marseille
	852


	
	Lyon
	472



THE PEOPLE (2008)





	Population (thousands)
	64 142


	Number of inhabitants per km2
	101


	Average annual increase (thousands) 1991-2006
	334








	Total labour force, excl. overseas departments (thousands)
	28 415


	Percentage of employment in:
	


	
	Agriculture
	3.2


	
	Industry and construction
	20.1


	
	Services
	76.7



PRODUCTION (2009)





	Gross domestic product at market prices (Euros billion)
	1 907


	Gross domestic product per capita (euros)
	29 570


	Gross fixed investment as a per cent of GDP (current prices)
	20.6








	Gross value-added by activity, at basic prices (per cent):
	


	
	Agriculture
	1.7


	
	Industry
	12.4


	
	Construction
	6.4


	
	Services
	79.4



GENERAL GOVERNMENT (2009)





	ESA95 concept, as per cent of GDP:
	


	Total expenditure
	56.0


	Total revenue
	48.4


	Gross fixed investment
	3.3



FOREIGN TRADE (2009)






	Exports of goods and services (% of GDP)
	23.0


	Main exports as a percentage of total exports (SITC):
	


	
	Food, beverages and tobacco (0 + 1)
	11.9


	
	Chemical products (5)
	18.4


	
	Manufactured products (6 + 8 + 9)
	26.2


	
	Machinery and transport equipment (7)
	37.7








	Imports of goods and services (% of GDP)
	25.0


	Main imports as a percentage of total imports (SITC):
	


	
	Food, beverages and tobacco (0 + 1)
	8.7


	
	Chemical products (5)
	14.3


	
	Manufactured products (6 + 8 + 9)
	27.5


	
	Machinery and transport equipment (7)
	33.6



THE CURRENCY




	Monetary unit: euro








	Currency unit per USD
	


	
	Year 2010
	0.755


	
	January 2011
	0.751






Executive summary

A moderate recovery is underway, but the recession will leave lasting traces. France is in an intermediate position amongst OECD countries in terms of the impact of the crisis. Various factors, including an appropriate macroeconomic policy response, enabled the economy to withstand the shock. Yet the financial and global nature of the recession would suggest that the recovery is likely to be moderate, with GDP growth rebounding gradually to reach 2% in 2012. This pace will doubtless be insuficient to bring joblessness down quickly. Export performance improved in 2010, and private investment should take over as the prime engine of growth. Although there is a housing shortage in some strained areas, the property market would probably be vulnerable if rates were to climb back up. Against the backdrop of bond-market turmoil in the euro area, the highest priorities are fiscal consolidation, raising employment rates and spurring productive supply.

There needs to be a clean break with the deterioration of public accounts to avoid jeopardising macroeconomic stability. The 2010 pension reform testifies to the authorities’ determination in this area. The government’s projected pace of consolidation to 2014 is appropriate, but the measures that can make it happen should be spelt out rapidly. In the medium term, the objective should be to reach budget balance. To consolidate this efort and bolster the government’s credibility, a stricter budget framework including constitutional authority should be adopted, consisting of a structural deficit rule which could be based on spending caps and revenue floors, multi-year budget planning and an independent fiscal council. Deficit reduction should focus on curbing spending, making government more eficient and doing a better job of controlling ageing-related outlays. As to revenues, it is necessary to keep scaling back ineficient tax expenditures and to consider raising the least harmful taxes, including those on environmental externalities, property and VAT.

The housing market can be improved significantly. Public policies should focus more on three axes: means-tested personalised aid; direct and efective support for supply in strained areas, in particular via the social sector, which should refocus on disadvantaged households; and reducing certain impediments to the functioning of markets so as to make supply more responsive, the market more fluid and distortions more limited. To achieve this, social-housing rents for households with above-median income should be brought closer to market values, and the index for adjusting private-sector rents should be revised. Priority should be given to: updating the registry of property values for tax purposes; reducing the tax breaks associated with principal residences; gradually shifting the taxation of transactions to property taxes; making building plots available and raising land-use coeficients; putting landlord/tenant relations back into balance; and cutting the efective costs of taking out a mortgage. Reforming social housing would also entail the consolidation of HLM organisations at a “supra-municipal” level and revising the way social housing is assigned. Lastly, the government should assess France’s unique social housing funding mechanism through a cost/ benefit analysis that takes into account the probably substantial distortions it is apt to generate. Environmental policies should ensure abatement costs are minimised, with climate change at the forefront. Abatement costs for greenhouse gas emissions should be harmonised across energy sources, although because of the multiplicity of externalities to be corrected no strict equalisation of taxes is required. In principle, a carbon tax should be one of the main instruments for cutting greenhouse gas emissions, and it is regrettable that the Constitutional Council rejected an initial attempt by the government to institute such a tax. In any event, it is imperative to lessen the considerable heterogeneity in implicit carbon pricing, which prevents eficient reduction of such emissions. In particular, taxes should be raised on natural gas, coal, home heating oil and diesel fuel, while tax expenditures on fuels for certain heavy users should be reduced, based in particular on abatement costs. The costs of treating nuclear waste should be better accounted for and the management of municipal waste and water pollution improved.




Assessment and recommendations

A moderate recovery is underway


Relatively prudent lending practices, euro area monetary policy, domestic support measures and the size of automatic stabilisers, as well as the structure of output, substantially cushioned the impact of the global financial crisis on the French economy, with private consumption in particular holding up well. The policy of low interest rates was reflected in accommodative financial conditions throughout the economy, with France remaining largely unscathed by mounting risk aversion in some foreign sovereign debt markets. In many respects, France finds itself in an intermediate position amongst OECD countries in terms of the impact of the crisis. Buoyed by exceptionally favourable lending terms and conditions, the real estate market has turned around, as in many other countries, with prices rebounding to their record-high levels of mid-2008. The market would probably be vulnerable if rates were to go back up, but the overall situation is marked by a shortage of available housing in certain parts of the country, and there is a risk that a prolonged period of easy finance could result in a price bubble. While exports were dynamic in 2010, France’s foreign-trade performance has been disappointing over the long term, and the current-account deficit has been flat at roughly 2% of GDP.

A moderate recovery is underway, though the major recession is going to leave lasting traces on public finances and employment, despite a less severe rise in unemployment during the crisis than might have been feared. The recession’s large financial component and its virtually global scope would suggest that growth might be moderate for some years. Its pace should allow unemployment to fall only slowly, and underlying inflation is set to remain well below 2% per year through 2012. With fiscal policy obliged to become restrictive, an acceleration of activity is predicated on continuation of the rebound in private investment observed since spring 2010. GDP growth is projected to edge up from 1.5% in 2010 to 1.6% in 2011 and 2.0% in 2012. However, while a faster recovery abroad could lead to more robust growth in France, bond-market tensions in Europe’s periphery might weigh on investment and consumption prospects. The priorities for economic policy in France are to ensure that the public finances do not jeopardise macroeconomic stability, and to continue implementing structural reforms that spur employment and the economy’s productive potential.

Doubts about the European financial system have not completely dissipated


While they had to avail themselves of the government’s substantial support, French banks seem more robust than many of their European competitors. Supervision appears to be relatively effective by international standards and, in addition, was improved in 2010. Yet, as in most EU countries, the banks’ heavy exposure to countries at the heart of the current turmoil in Europe remains a source of uncertainty as to the soundness of the banking system and militates for greater vigilance. Therefore, new, broader stress tests based on transparent methodology would be welcome at the European level, or else nationally. If real estate prices were to continue to rise rapidly, the authorities should implement explicit macro-prudential measures to limit the distribution of credit to households. Implementation of the Basel III agreements will bolster micro-prudential regulation, and systemic risk will be monitored regularly by the Financial Regulation and Systemic Risk Board against a backdrop of increasing concentration in French banking. For systemic institutions (SIFIs), this could lead to the imposition of stricter capital-adequacy requirements taking the form of convertible debt, and to the establishment of a mechanism to ensure orderly bank failures.

Pursuing structural improvements to the labour market


The employment-rate gap with the OECD average is such that the combined shortfall for workers under 25 and over 55 years of age is about 1.5 million jobs. Better employment outcomes would greatly ease the pressure on public finances, and boost social cohesion and living standards. Over the past decade a number of measures have been taken to expand the employment of older workers, notably the 2010 pension reform, which will be helpful in the medium term. Eforts must be continued to overcome the main job-market weaknesses, which are highlighted in the OECD’s 2011 Going for Growth: an onerous level of labour taxation, on top of a high minimum wage; substantial segmentation of employment contracts, which hampers the economy’s ability to adapt to shocks and spreads the burden of the necessary adjustments unevenly; the poor quality of labour/management dialogue, impaired by inadequate trade-union representativeness; and active measures to support employment that could be developed further. In this latter respect, France could continue to draw inspiration from Denmark’s experience of “flexicurity”, which combines generous unemployment benefits and greater access to training and job-search support in exchange for limited employment protection (few barriers to lay-offs) and a strict obligation to accept valid job offers.

Putting the accent on the supply of output


Good labour-market performance is also contingent on structural reforms in product markets as well as in the realms of education and innovation. Abolition of the local business tax, expansion of the powers of the Competition Authority, increased research tax credits, recently granted autonomy for universities and forward-looking expenditure on higher education, training and research are all recent actions attesting to the government’s determination to bolster the economy’s supply potential. Measures that would take this further are: continuing to reform higher education and research, in particular by fostering synergies between public and private R&D and pursuing the policy of “competitiveness clusters” more efectively; reducing tax expenditures for businesses so that the standard rate of company tax can be lowered; eliminating administrative barriers to SME growth; and easing entry requirements in the distribution sector and regulated professions.

Making a clean break with the deterioration of the public accounts


Ever since the mid-1970s, government debt has trended upwards more sharply than national income, and, while the crisis exacerbated the deterioration of public finances, it only accelerated a process with deep-seated causes. After a general-government deficit estimated at 7.4% of GDP in 2010, the new budgetary measures should make it possible to scale this back to 6% in 2011. The government has pledged to pursue further fiscal consolidation, bringing the deficit down to 4.6% of GDP in 2012, 3.0% in 2013 and 2.0% in 2014. This effort is necessary to stabilise debt (Maastricht definition) at roughly 90% of GDP. Beyond that, still greater ambition will be called for: the objective should be to eliminate the deficit entirely in order to bring down the debt-to-GDP ratio at an appropriate pace. In any case, it is now important that the government announce specifically how it intends to achieve its medium-term objectives, and that it follow through with implementation. Moreover, structural reforms are vital to any hope of preserving a high level of social protection, and the priorities here should be to: strengthen the budgetary framework; enhance government efficiency; keep health-care expenditure in check; persevere with the effort on pension reform that has been underway for many years; broaden tax bases and, if necessary, target increased revenue; and make the tax structure more conducive to better economic performance. Over the long term, the scope for action in France would seem greater on the spending side than for revenue, but in the short term, efforts will almost certainly need to focus on both.

Strengthening the budgetary framework


The operating rules that have been in place for several years, including spending norms for the central government and social security, have improved fiscal policy implementation but have not prevented persistent deficits and a sustained rise in the debt-to-GDP ratio. The framework needs to be strengthened, with greater coherency and transparency, first of all by instituting an effective and stable fiscal rule consistent with the outcome of ongoing European talks. While political will is crucial to consolidate public finances, a general rule, to which operational rules are subordinated, would bolster fiscal discipline and the credibility of political commitment: compliance with the rule and political support would then be mutually reinforcing. In turn, this credibility would feed through to household and investor confidence, thus lowering adverse effects of budget-tightening on production and employment.

Consequently, the fiscal rule should be formulated so as to achieve the goal of restoring a debt-to-GDP ratio that is below the 60% ceiling in line with European commitments, setting a specific timeframe if necessary. A minimum structural balance objective for general government would avoid pro-cyclicality and ensure a rapid decline in the debt-to-GDP ratio, and it could apply only as long as the debt ratio exceeds a specific, suficiently low level. This solution, which offers the advantage of consistency with the Stability and Growth Pact, poses some technical difficulties in terms of accurate and timely measurement of the economy’s cyclical position, although these are less problematic in France’s case on account of the economy’s relative stability. In order to be more operational, the structural deficit rule could be implemented through spending caps and revenue floors. Exceptional circumstances allowing a departure from it should be carefully circumscribed. In addition, a multi-year budget along the lines of the multi-annual budget framework law (Loi de programmation des finances publiques) for 2011-14, but more detailed, should be adopted systematically (with annual revisions, as needed), in line with the trajectory of the structural balance. The constitution should be amended to require the government to adopt such a multi-year budget framework. The calculation of the underlying structural deficit should be based on a transparent methodology harmonised at the European level. Finally, an independent fiscal council should be set up to: assess the macroeconomic projections made by the government and underlying the budget; judge the multi-year programme’s coherency with the fiscal rule; identify loopholes that might be used to circumvent the rule; and detect slippages during execution.

Making government more efective


The Budget Framework Law (Loi organique relative aux lois de finances, LOLF) lays down the objectives of government policies in terms of missions, which enables a more transparent matching of resources. Its application should be expanded to include State agencies. The General Policy Review (Révision générale des politiques publiques, RGPP), launched in 2007 to identify potential efficiency gains, is a useful tool for evaluation, but its returns to date, in terms of savings achieved, have been limited. The scope of the Review should be expanded to encompass capital-spending programmes and social benefits, as well as all levels of government. Also, replacing only one out of every two retiring civil servants should be continued, while at the same time limiting the share of the resultant savings that is passed along. France is set apart from the other OECD countries by the small size of its numerous municipalities and the overlay of the country’s administrative levels. Consolidation of small municipalities and elimination of the departments as territorial administrative entities could generate substantial economies of scale. Finally, in its transfers to sub-national authorities the State should include incentives to achieve specific eficiency objectives and to ensure tighter control over spending. The recommendations regarding sub-national authorities would likely entail a revision of the constitution.

Tightening control over public health-care spending


Controlling the various budgetary costs that stem from population ageing is a major challenge for government finance. Public health care, in particular, accounts for roughly 17% of aggregate government spending. While the quality of the French health-care system is good, savings could be made without impairing that quality. The objective of keeping health-care expenditure in check has almost never been satisfied, although it may have been in 2010. The warning threshold that triggers corrective measures if costs are growing too quickly should be tightened and the timeframe for implementing those measures shortened, in line with the commitments made by the government. There should be better co-ordination between inand out-patient care to reduce hospitalisation, which is used more frequently in France than elsewhere. Moreover, the eforts undertaken to cut the system’s administrative costs, by consolidating health insurance funds and pooling services, should be continued. Lastly, to contain demand, consideration should be given to: greater use of capitation-based doctor compensation; higher patient co-payments for care deemed non-essential by the French health authorities; and expanded use of generic drugs.

Making further progress on pensions after the far-reaching reform of 2010


The 2010 pension reform is a serious step forward, demonstrating the government’s commitment to cutting the structural deficit. Nevertheless, the overall system remains complex and fragmented into a multitude of schemes, both primary and complementary, and further changes will need to be sought to ensure the pension schemes’ long-term equilibrium. In the spirit of the August 2003 legislation, the contribution period should be tied automatically to life-expectancy gains. Moreover, the harmonisation of pension systems should be continued to improve equity. Although early-retirement schemes per se have been considerably scaled back, de facto early retirement still exists via the system of unemployment benefits: eligibility requirements must be made stricter, and at the same time the public employment service should bolster its accompanying measures. The discussions on system-wide reform scheduled for 2013 should be taken as an opportunity to give serious consideration to implementing a universal scheme based on points or notional accounts (provided that this not delay the return to financial equilibrium of the pension system as a whole), which would enhance transparency – the key to better acceptance of reforms.

Targeting revenue increases and making the tax structure more conducive to economic performance


Revenue increases should give priority to environmental taxes and levies that minimise tax-induced distortions, especially taxes on real estate, inheritance and even value added. The first priority should be to raise the reduced VAT rates on eligible goods and services, the net cost of which has been estimated at roughly EUR 15 to 20 billion, even though in some cases these lower rates help reduce black-market work. More generally, tax bases should be expanded and ineficient tax expenditures scaled back. Since the institution of ceilings for the volume of central government spending, tax and social expenditures have undergone substantial growth, which the government has begun to restrain. The plethora of such expenditures has undermined tax revenues and has tended to cloud the monitoring of fiscal policy, even if they may have legitimate public-policy objectives. Moreover, budget documents should include systematic evaluation of their effectiveness. Compared to many other European countries, there is a potential for increasing VAT revenue, which could then be used to cut levies on labour and capital, taking care to offset the anti-redistributive repercussions of such a shift. Furthermore, the proposed reform of wealth taxation should be an opportunity to re-examine the appropriateness of tax breaks on savings.

The ramifications of housing policies are substantial


Housing plays a paramount role in the economy and remains at the heart of social debate. Despite the recession, the market is still strained, with the tightness concentrated geographically in areas in which supply has not responded satisfactorily to needs. Notwithstanding substantial government effort, over 5% of the population still lacks adequate housing, and inequalities with regard to housing costs and property ownership have been increasing. While the many imperfections inherent in housing markets and the

“merit good” label frequently attributed to housing justify government intervention, the effectiveness of that intervention depends on the policy choices made. A crucial issue is then to ascertain the extent to which these policies meet their goals. Yet, French housing policy pursues multiple objectives, which are sometimes hard to reconcile, such as the targets of 20% for social housing – in metropolitan areas with growing populations – and 70% for home ownership. This improbable combination would result in a shrinkage of the segment that most fosters residential mobility – private rentals – thereby impairing labour-market performance.

Beyond the stated objectives, the overall framework of government action could be improved by focusing on three lines of approach: means-tested personalised aid – the most effective instrument because it can improve targeting; direct support for supply in strained areas, in particular via the social sector, which should house disadvantaged households alone; and, reducing impediments to market mechanisms, by endeavouring to make supply more responsive, the market more fluid and transparent, and the number of distortions induced by regulations, taxation and subsidies more limited. Many aid schemes are costly for public finances and fall outside this analytical framework. In many respects, the issues raised by geographic concentration of housing for poor households go well beyond housing policies alone, and the 2007 Economic Survey of France made suggestions as to how to combat social exclusion and resist spatial hysteresis.

The organisation of social housing needs to be reviewed


The financing of social housing in France relies on channelling the tax-exempt savings collected by the banking system. This funding method is apt to generate severe distortions in the allocation of savings, the financing of the economy and the structure of rents between the public and private housing sectors, which have never been estimated. The government should conduct cost/benefit analysis of this approach as compared with provision of social housing by the competitive sector and direct assistance to individuals. The network of social housing providers is highly fragmented, and many HLM organisations lack critical size. HLM organisations should therefore be encouraged to consolidate at a “supra-municipal” level, which would also protect them from local pressures and let them rationalise conditions for attribution of housing units. Private suppliers should have expanded access to the social housing market, subject to appropriate regulation.

By law, affected municipalities face a uniform quota requiring them to provide at least 20% of their housing stock as social housing, which is not a very realistic objective. Indeed, targets should do a better job of factoring in the diversity of requirements at the local level. Penalties are imposed on those failing to take measures to meet the target, although they are not very dissuasive. Penalties should be reviewed so as to enhance the measure’s efectiveness. While it is influenced by costs prevailing at the time of construction, the relative rent structure should reflect market values to a greater extent. In addition, consideration should be given to focusing social housing eligibility requirements more on households having the most modest means, tightening existing rules (in particular, rent surcharges) if these thresholds are exceeded and ensuring that they are strictly enforced.

Distortions in the rental market should be reduced and the market made more transparent


Numerous regulations raise obstacles to residential mobility and put the burden of the inevitable adjustment to changing market conditions on the only fully flexible component: new private-sector rents. Private-sector rent increases over the life of a lease should be indexed to rent trends for new leases rather than, as now, to consumer prices (excluding tobacco and housing); this would reduce market segmentation and lock-in, thus increasing mobility. The beneficial effects of such a measure would be enhanced if rent indices were available at a sufficiently localised level. Owners’ mobility is also restricted by the heavy burden of transactions costs: the taxation of transactions should be shifted to property tax. The cornerstone of the legitimacy of recurrent local property taxation – assessments contained in registries of rateable values – is out of date, because they have not been updated since a 1970 revision. Reassessing property values for tax purposes is therefore imperative, and, as is the case in several other OECD countries, a mechanism must be instituted to allow for periodic reassessment. Housing supply in France, more than elsewhere, exhibits great inertia, which structural policies could tackle. The powers of intercommunal alliances could be expanded, in particular with regard to granting building permits and local town planning, in order to avoid opportunistic behaviour that reduces housing supply at the local level, and land-use coeficients should be raised. In addition, landlord/tenant relations should be put back into balance by: shortening the time it takes owners to recover their property when tenants cease paying rent; dealing with cases of financial hardship before matters reach the courts in such an event; and initially lessening the strain on the housing market by developing low-cost temporary housing.

Greater fiscal neutrality with respect to housing would generate eficiency gains


Taxation currently distorts resource allocation in favour of housing, and especially of owner occupation, beyond what might be justified by any positive externalities and thus to the detriment of other goods and services and other assets. Efficiency gains could therefore result if the system were more neutral. Given the practical difficulties arising from the taxation of imputed rent, the taxation of income from investment for rental purposes could be eliminated, and a supplementary uniform national property tax should be created (based on updated assessments from rateable-value registries) and applicable to all residential property, whatever the purpose, with loan interest being deductible from taxable income. Its level ought to be determined in conjunction with the taxation of income from other assets. In addition, the tax breaks and other subsidies on home ownership savings plans and loans to first-time purchasers should be scrapped, or at least granted only on a means-tested basis (as a way to overcome lending constraints). Capital gains tax on a principal residence should be implemented though deferred in the event of rollover until the time of death so as to prevent excessive lock-in.

Easing credit constraints and expanding competition on related services


Residential lending practices are rather prudent in France, as reflected in a low default rate and a lower volume of loans to households than in other OECD countries. The market for housing loan sureties needs to be reformed, with a view to: reducing the efective costs of taking out a mortgage by eliminating the related tax and regulatory charges and facilitating debt recovery, even with regard to a principal residence; and bolstering competition on the market for guarantees (“cautionnements”), as was recently done for repayment insurance. The intensity of competition can also be increased in related areas to improve market outcomes. Maintaining an active direct-sales market is important for exerting pressure on the commissions charged by real estate agents. Insofar as websites play an increasingly important role, they should be required to accept listings from individual sellers, not just from registered real estate agents. The emoluments received and the services rendered by real estate agents should be made more transparent. Finally, the quota on the number of notaries, as well as their fixed fee schedule, ought to be eliminated.

France has an ambitious environmental-policy agenda


Environmental policy seeks to correct both negative local externalities (such as pollution, noise, accidents and traffic congestion) and their global counterparts, with global warming representing one of the most pressing market failures. In terms of reducing emissions of greenhouse gasses (GHGs), France has done well in meeting its Kyoto objectives; its plans are also more ambitious than the European Union’s, with the aim of cutting emissions by 75% by 2050 through a wide range of measures to guide the transition towards a low-carbon economy. The 2050 target is also ambitious because France is starting from a relatively low level of GHG emissions, thanks to the prominence of its nuclear and hydroelectric energy supplies. While the objective per se is laudable, it is also crucial that cost/ benefit and cost/efectiveness analysis be used systematically, excluding situations corresponding to the most dificult-to-quantify externalities, such as those involving biodiversity, to ensure that the various environmental-policy instruments balance costs and benefits at the margin.

Substantial distortions have to be eliminated


The 2009 ruling of the Constitutional Court that the government’s proposed carbon tax was inconsistent with the principle of equal burden-sharing (given that the tax did not cover industries included in the European system of permits, which are issued free of charge) is regrettable in its effects: a carbon tax is a straightforward way both to penalise the consumption of carbon-intensive products and to stimulate investment in alternative low-carbon technologies. If it cannot be instituted nationally, the government should seek actively to have it implemented at the EU level.

Urgent action is required to correct numerous policy-induced distortions caused by the considerable heterogeneity in implicit carbon pricing across energy sources and their uses, even when the various types of externalities are taken into account. This heterogeneity prevents cost-effective reduction of GHG emissions. The most extreme example is the zero implicit price of carbon applied to coal and to natural gas for households. A hike in taxes on some fossil fuels (natural gas, domestic heating oil and coal) would help harmonise the pricing of negative externalities generated overall by these products. Also, the preferential treatment of diesel relative to gasoline should be gradually removed. French GHGs have risen sharply in the transport sector, which accounts for roughly a quarter of aggregate emissions. Thus, tax expenditures on fuel for agricultural vehicles and fishing vessels should be assessed with a view to their possible reduction, and those for heavy trucks and taxis should be abolished. Moreover, the bonus part of the bonus/penalty scheme on car purchases should be gradually eliminated, while still preserving the same degree of incentives, as no negative externalities should be subsidised. Lastly, urban tolls would be a reasonable way of combating congestion in large cities, provided they were supported by prior evaluations.

Abatement costs should be harmonised across energy sources and spikes in demand smoothed out


As in most OECD countries, renewable energies are encouraged through both direct and indirect subsidies, including feed-in tariffs. These feed-in tariffs remain particularly high for the photovoltaic sector, despite several successive decreases in 2010. Subsidies to renewable energies should be reconsidered with a view to harmonising marginal abatement costs across energy sources, although the multiplicity of externalities to be corrected does not imply that a strict equalisation of feed-in tariffs would be optimal. In particular, with regard to the residential sector, provisions for GHG emissions should be assessed by analysing each measure according to avoided emissions and abatement costs. In addition to measures to boost low-carbon electricity supply, daily demand fluctuations, which trigger an emissions-intensive response, should be discouraged by increasing the use of peak-usage pricing and the “capacity withdrawal” made possible by such recent technological advances as smart meters.

Costs related to management of radioactive waste from nuclear power plants should be better accounted for


Maintaining a low-carbon electric power supply requires France to keep its ageing nuclear stock operational. Given the amount of radioactive waste, it is crucial that regulated access prices reflect full production costs – including those related to waste management and decommissioning – rather than historical costs. Estimates of future decommissioning costs should be determined regularly by independent experts.

The management of municipal waste and water pollution could be improved


Increasing municipal waste is a virtually universal trend in European countries. In France, the upstream taxes that producers pay per...
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