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FRANCE

I WHICH EXPENDITURE SAVING TO SUSTAIN MEDIUM-
TERM FISCAL CONSOLIDATION?:

1. Much of the fiscal imbalance that was opened during the crisis has been corrected, but
the structural fiscal deficit still stood at 3.5 percent of GDP in 2012.” France's fiscal deficit
widened markedly during the crisis (from 2.7 percent of GDP in 2007 to 7.5 percent of GDP in 2009).
Automatic stabilizers contributed to about 2/3 of this deterioration, with the rest coming from a
discretionary fiscal stimulus. Thus, over the same period, the structural fiscal balance widened by

1.5 percent of GDP. The fiscal consolidation undertaken since 2010 reduced the structural imbalance
by just over 2 percentage points of GDP by 2012, with an additional adjustment of nearly

2 percentage points projected for 2013. An additional adjustment of 1.7 percent of GDP will be
needed to meet the government medium term objective of a balanced structural position.

2. The Stability Program of April 2013 envisions that fiscal consolidation, which has so
far relied mostly on revenue measures, will shift to expenditure containment. The tax-to-GDP
ratio increased by 3 points over 2009-12 and is projected to increase by one additional point in
2013. In contrast, the expenditure-to-GDP ratio, which had increased by over 4 points between 2007
and 2009, has remained at its peak level of close to 57 percent of GDP and is the largest in the euro
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containment.

! Prepared by Jean-Jacques Hallaert.
% In this paper, structural numbers are in percent of IMF estimated potential GDP.

} Averaging 2.2 percent per year in 2008-09, real expenditure growth outpaced its trend growth of 1.5 percent
(average real structural spending was 2.0 percent). Stabilizing the nominal and structural expenditure ratios required
limiting real expenditure growth to 0.6 percent per year in 2010-13 (0.4 percent for structural spending).
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3. The purpose of this paper is to identify the areas of expenditure saving that could

sustain medium term fiscal consolidation. The first section discusses the size of the fiscal

adjustment needed to meet the objective of a balanced budget. The second section draws lessons
from international experience with fiscal consolidation for the design of an expenditure-based
consolidation in France. The last section identifies possible areas of expenditure saving.

A. A Historically Large Adjustment

4. To reach their medium-term fiscal objective, the authorities estimate that they will
have to reduce the spending-to-GDP ratio by about 3 percentage points during 2013-17
(République Frangaise, 2013). Under the authorities’ macroeconomic projection, such reduction in
the expenditure ratio implies a structural adjustment of close to 2% percent of GDP and would
deliver a structural surplus of 0.5 percent in 2017. Under IMF staff's macroeconomic framework and
potential growth, the same reduction in the expenditure ratio would balance the structural budget
and would require a structural adjustment of close to 2 percent of GDP.

5. Such a reduction is large by
historical standards. Figure 2 shows
periods of declining expenditure-to-
GDP ratio shaded in green. In the past
35 years, the largest reduction in the
expenditure-to-GDP ratio reductions
amounted to 3 points between 1986
and 1989 and 2.8 points between 1996
and 2001.

6. More than in the past, the
reduction in the expenditure ratio
will have to come from
discretionary expenditure saving.
The red shaded areas of Figure 2 show
that policy measures were short lived.
They explain only 0.76 point of the 3
points reduction in the expenditure
ratio during 1986-89 and 0.56 points
of the 2.8 point reduction in 1996-
2001. In other terms, the drop in the
expenditure ratio was achieved
without substantial expenditure
containment: real structural primary
expenditure grew on average by

2.0 percent a year in the two periods

30 INTERNATIONAL MONETARY FUND

44

42

40

58

56

54

52

50

48

46

44

42

40

Figure 2. France - General Government Spending (left axis, in percent of

GDP) and Real Growth (right axis, in percent)

— General
government
spending

@ Real growth

\
AR \

1978 1980 1982 1984 1986 1988 1990 1992 1994 1996 1998 2000 2002 2004 2006 2008 2010 2012

== General
government
spending

@ Real growth,

L r—. | = —_—

1978 1980 1982 1984 1986 1988 1990 1992 1994 1996 1998 2000 2002 2004 2006 2008 2010 2012

Sources:INSEE, Devries et al. (2011), and Author's calculation.
Note: Shaded ingreenare periodsofdeclinein the expenditure -to-GDP ratio, in red are the periods of policy-driven
spending cuts.
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