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The new French government wants to reduce the budget deficit in the coming year and

thus curb the increase in the public debt ratio. However, further extensive measures

are needed to halt this increase or even push the ratio back down. However, over the

next few years their implementation is likely to meet with increasing resistance in

parliament, where the government does not have a majority. Thus, it is questionable

whether the deficit ratio will fall from just over 6% this year to below 3% by 2029, as

announced. The excessive deficit procedure initiated by the EU against France is also

unlikely to change this much.

France's debt keeps rising
Investors in the bond markets are looking at France with increasing concern. This is

because France's public debt ratio has risen sharply in recent years. While in the early

years of monetary union it still largely corresponded to Germany's ratio and was thus

below the euro area average, it is now almost twice as high as Germany's and thus also

higher than the euro area average (Chart 1).

Unlike in almost all other euro area countries, the jump in the ratio in 2020, which was

caused by the pandemic-related collapse in GDP and fiscal measures to stabilize the

economy in the short term, was only partially corrected in the following years. Although

nominal GDP also increased markedly in France due to the economic recovery and high

inflation, this was just enough to prevent the public debt ratio from rising further despite

the continued high deficits. In response, the risk premiums on French government bonds

rose significantly compared to their German counterparts.



Chart 1 - France's public debt ratio well above the eurozone average
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Barnier wants to push the deficit ratio down to 5% in 2025...
The new government under Prime Minister Barnier is trying to stop this erosion of France's creditworthiness and to put France's

public finances back on a sounder footing. On Thursday, Barnier will present the budget for the coming year. At 5%, the deficit

ratio – the budget deficit as a percentage of GDP – is projected to be lower than this year, for which a ratio of over 6% is expected.

According to press reports, this is to be achieved by savings of €40 billion – which corresponds to about 1.3% of GDP – and tax

increases of €20 billion (about 0.6% of GDP). The latter are to affect large companies and the wealthy in particular, but the electricity

tax is also to be raised.

... and should get its budget through parliament
Even though the government does not have a majority in parliament, the chances are quite good that this budget will be

implemented. This is because Marine Le Pen's right-wing populist RN seems to have no interest in bringing down the government

at the moment. In response to Barnier's government statement last week, Le Pen announced that the RN would wait and see what

policy the new government would pursue, particularly on migration. At the time, she set a deadline of the first quarter of next year for

the government to implement the measures she is considering necessary. As a result, the RN abstained in the vote of no confidence

tabled by the left-wing parties yesterday, thus preventing the government from falling.

The RN would not even have to explicitly approve the budget in parliament. According to the French constitution, the budget can be

adopted by the Council of Ministers without explicit parliamentary approval if there is no vote of no confidence in the government.

Further extensive measures necessary...
But even if the deficit ratio fell back to 5% in the coming year, which is doubtful given that the budget targets have been missed

repeatedly in recent years, further consolidation steps would have to follow in the following years. Even with a deficit ratio of 5%, the
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debt ratio will continue to rise given the nominal growth of the French economy of a good 3% that we expect for the coming year. To

stabilize the debt ratio as early as next year, the budget deficit would have to be reduced to at least 3½% of GDP.

... but probably difficult to implement
However, it is questionable whether the French government will be able to maintain this consolidation course in the coming

months and years without a majority in parliament. During the election campaign for the parliamentary elections in the summer, the

consolidation of public finances was not on the agenda of any of the parties. Both the left-wing alliance and the RN have instead

campaigned on expensive promises such as reversing the pension reform, and the centrist parties have also prioritized additional

spending over savings.

In his government statement, Barnier also signaled a willingness to compromise here. He expressed a willingness to make changes

to the pension reform, and he does not want to pursue the unemployment insurance reform planned by the previous government

in this form, at least. Further concessions will probably be necessary, especially to the RN, in order to continue to be tolerated by it.

Moreover, the next presidential elections are getting closer, and in the run-up to those no party will probably want to be associated

with austerity measures, as the election results in the summer showed that a majority of voters is apparently not willing to make

sacrifices for the sake of fiscal consolidation. Therefore, there is at least one big question mark over the goal of bringing the deficit

ratio back below 3% by 2029.

No further consolidation pressure from excessive deficit procedure for now
Additional pressure could come from outside, however. In view of the excessive budget deficits over several years, the EU finally

initiated an excessive deficit procedure against France – along with six other countries [1] – in the summer, which could, at least in

theory, result in sanctions against the country.

So far, however, this procedure has not had any real consequences. In July, when it decided to initiate the procedure, the European

Council should have also made recommendations to France and set a deadline of no more than six months for the country to take

effective action. Neither has happened so far. Rather, the Commission wants to wait until France submits its “national medium-

term fiscal-structural plans”, which must be submitted by October 15 at the latest. However, France would have been obliged to do

so anyway in view of its high debt and deficit ratios, even without the initiation of the excessive deficit procedure. As long as this

medium term plan provides for a reduction in the deficit to below 3% by 2029, the Commission and thus the European Council are

unlikely to demand any further measures for the time being. At the same time, with the development of the budget deficit in five

years envisaged by Barnier, the debt ratio in five years would hardly be lower than it is now, although the new Stability and Growth

Pact stipulates that countries with a debt ratio of more than 90%, which applies to France, reduce it by at least one percentage point

per year.

The European Commission justifies this moderate approach with the reform of the Stability Pact and the associated changes in

the procedure for monitoring national fiscal policies. The litmus test for the rules changed by this reform will come when further

consolidation efforts threaten to topple the government. Then it will become clear whether the EU Commission will insist on
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compliance with the consolidation path even if it means risking new elections and thus a further strengthening of the right- and left-

wing opposition in France. Previous experience with such procedures at least calls this into question.

[1] As an excessive deficit procedure was already in place for Romania, a total of eight EU countries are now subject to such a procedure. (back to text)
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