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France’s 2019 fiscal deficit: right at the 3% threshold

Héléne Baudchon

m In 2019, according to the preliminary INSEE estimate,
France’s fiscal deficit came to 3% of GDP, which is good
news, if only slightly better than the government’s target of
3.1% of GDP.

m The deficit widened by 0.7 points compared to 2018, the
first increase since 2009.

m Attributable to the one-off fiscal cost of the transformation
of the CICE tax credit into reduced employer contributions,
the swelling deficit was expected to be only temporary, and
would be followed by a substantial improvement in 2020. In
the draft budget bill for the current year, the government
was forecasting a deficit of 2.2% of GDP.

m Yet the Covid-19 pandemic has radically changed the
situation. In the amended draft budget bill for 2020,
presented on 18 March, the government is now forecasting
a deficit of 3.9% of GDP, a preliminary estimate that is
considered to be on the low end.

In 2019, according to the preliminary INSEE estimate,
France’s fiscal deficit came to 3% of GDP, which is good
news, if only slightly better than the government’s target of
3.1% of GDP. France’s deficit came right up to — but did not
exceed — the 3% threshold. Although the deficit is slightly
smaller than expected, it deteriorated slightly more compared
to 2018 (by 0.1 points to -0.7 points) due to the concomitant
downward revision of the 2018 deficit (to 2.3% of GDP, from
2.5% previously).

Widening of the fiscal deficit to 3% of GDP in
2019, the first increase since 2009

The increase in the deficit is due to the sharp decline in public
revenues as a share of GDP (down 0.8 points to 52.6%; while
the share of taxes and social security contributions declined
by 0.7 points to 44.1%). This is largely, but not solely, due to
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the transformation of the CICE tax credit into reduced
employer contributions. But numerous other tax cuts were
included in the 2018 and 2019 budget bills, as well as in later
amendments announced in response to the “yellow vest’
crisis. The weight of spending remains virtually flat (down
0.1 points to 55.6%), but this figure masks contrasting trends
depending on the type of expenditure (for example, debt
servicing charges declined by 12%, while investment by local
administrations surged by 15%, reflecting the municipal
electoral cycle)l. One last key figure to keep in mind in this
rapid review of France’s 2019 public finance situation is the
debt ratio: it levelled off at 98.1% of GDP after an
imperceptible 0.2 point decline in 2018.

The increase in the 2019 deficit is the first since 2009. It
brings to an end 9 years in a row of deficit reduction, during
which the deficit gradually narrowed by a cumulative total of

L For further details: https://www.insee.frlen/statistiques/4470956
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4.9 points. Last year’'s swelling deficit is essentially due to the
one-off fiscal cost of the transformation of the CICE tax credit
(without this impact, the deficit would have been only 2.1%). It
was expected to be only a temporary increase followed by a
big improvement in 2020, although the narrowing would be
just as misleading as the widening of 2019. In the 2020 draft
budget bill presented on 27 September 2019, the government
was targeting a deficit of 2.2% of GDP this year, based on a
GDP growth forecast of 1.3%".

A deficit below the 3% threshold in 2020 is
yesterday’s news

In the meantime, however, the outbreak of the Covid-19
pandemic has radically changed the situation from an
economic and fiscal perspective. French GDP is now
expected to contract sharply and abruptly, although the exact
size of the plunge is still hard, if not impossible, to quantify.
The massive recessionary shock is likely to be short lived, but
the profile of the ensuing recovery is still shrouded in
uncertainty. The government has announced a series of fiscal
and financial support measures and the ECB has launched
several monetary policy measures that aim to limit the shock
as much as possible, while putting into place the conditions
for a rapid recovery.

In the 2020 amended draft budget bill presented on 18 March,
the government now expects the deficit to swell to 3.9% of
GDP. This forecast is based on a 1% contraction in GDP and
takes into account EUR 11.5 bn in stimulus measures out of
the total of EUR 45 bn. These include EUR 8.5 bn for partial
unemployment, EUR 2 bn for additional healthcare
expenditures, and EUR1bn for the self-employed
compensation fund. It excludes EUR 32 bn in deferred fiscal
and social charges that the government eventually intends to
recover. Note that the government reports the stimulus
measures as one-off measures, which mean they do not
worsen the structural deficit. The 1.7-point deterioration in the
deficit forecast between the 2020 draft budget bill and the
2020 amended draft budget bill can be broken down as
follows: 1.4 points for the downward revision of the GDP
growth forecast and 0.3 points for support measures (see
table).

The decline in GDP, like the swelling of the fiscal deficit and
the amount of the stimulus package, are preliminary estimates
and they are presented as being minimums. For example,
based on our GDP growth forecast (-3.1%) and including all of
the stimulus plan (1.9 points of GDP), the fiscal deficit would
rise to 6.2% of GDP. We wish we were able to claim that this
theoretical figure was at the upper end of the forecast range,
but there is a real risk that the situation could deteriorate even
further. Moreover, a recovery plan to follow on the back of the
stimulus package is already being mentioned for the post-
crisis period, amidst rising fears that a rapid rebound in
growth no longer seems to be the most likely scenario. Note
that during the Great Recession of 2009, French GDP
contracted by 2.8%, and the fiscal deficit soared to 7.2% of
GDP.

The expected deterioration in France’s 2020 deficit falls well
outside of the European fiscal guidelines, but it is not
problematic. What is alarming is the underlying economic
situation. It corresponds to the “exceptional circumstances”

? See EcoFlash, France: 2020 budget offers more stimulus, less
austerity, 22 October 2019
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m France: previous and new forecasts for the 2020
fiscal deficit

2018 | 2019 | 2020

Growth 1.7 1.4 1.3

gozfo Headline fiscal balance 25 | -31 | -2.2

raft -

budget Cyclical balance 0.0 0.0 0.1

bill One-off measures -0.2 | -09 | -0.1

Structural balance 23 | 22 | 22

2020 : Growth 1.7 14 | -1.0

amended Headline fiscal balance -25 | -31 | -3.9

draft Cyclical balance 0.0 0.0 | -1.3

b”t?_ﬁet One-off measures 0.2 | 09 | -04

' Structural balance 23 | 22 | -22
Table Sources: Government, BNP Paribas

presented in Article 3 of the Treaty on Stability, Coordination,
and Governance (TSCG). On 20 March, the European
Commission went so far as to propose triggering the general
waiver clause, or purely and simply suspending — temporarily
— fiscal discipline rules.

Héléne Baudchon
helene.baudchon@bnpparibas.com

gl BNP PARIBAS

The bank
for a changing
world


mailto:helene.baudchon@bnpparibas.com

EcoFlash // 26 March 2020

GROUP ECONOMIC RESEARCH

William De Vijlder
Chief Economist
ADVANCED ECONOMIES AND STATISTICS

Jean-Luc Proutat
Head — United States, United Kingdom

Héléne Baudchon
France — Labour markets

Louis Boisset
European Central Bank watch, Euro area global view, Japan

Frédérique Cerisier
Euro area (European gouvernance and publicfinances), Spain, Portugal

Raymond Van Der Putten
Germany, Netherlands, Austria, Switzerland — Energy, climate — Long-term projections

Tarik Rharrab
Statistics

BANKING ECONOMICS

Laurent Quignon
Head

Laure Baquero

Céline Choulet

Thomas Humblot

EMERGING ECONOMIES AND COUNTRY RISK

Frangois Faure
Head — Argentina

Christine Peltier
Deputy Head — Greater China, Vietnam, South Africa

Stephane Alby
Africa (French-speaking countries)

Stephane Colliac
Turkey, Ukraine, Central European countries

Sara Confalonieri
Africa (Portuguese & English-speaking countries)

Pascal Devaux
Middle East, Balkan countries

Héléne Drouot
Korea, Thailand, Philippines, Mexico, Andean countries

Salim Hammad
Latin America

JohannalMelka
India, South Asia, Russia, CIS

CONTACT MEDIA

Michel Bernardini

economic-research.bnpparibas.com

+331557747 31

+33158167332

+33158160363

+33157430291

+33143169552

+33142985399

+33143169556

+3314298 5654

+33143169550
+33143169554
+33140143077

+33142987982

+331429856 27

+33142980204

+33142982677

+33142984386

+33143169551

+33142983300

+33142987426

+33158160584

+33142980571

william devilder@bnpparibas.com

jeanluc.proutat@bnpparibas.com

helene baudchon@bnpparibas.com

louis boisset@bnpparibas com

frederique cerisier@bnpparibas com

raymond vanderputten@bnpparibas com

tarik rharrab@bnpparibas.com

laurent quignon@bnpparibas.com

laure_baquero@bnpparibas.com
celine choulet@bnpparibas com

thomas _humblot@bnpparibas com

francois faure@bnpparibas.com

christine pelter@bnpparibas.com

stephane alby@bnpparibas com

stephane colliac@bnpparibas.com

sara.confalonieri@bnpparibas.com

pascal devaux@bnpparibas.com

helene drouoct@bnpparibas.com

salim_hammad@bnpparbas.com

johanna melka@bnpparbas com

michel bernardini@bnpparibas.com

gl BNP PARIBAS

The bank
for a changing
world



EcoFlash// Septembre 2017 economic-research.bnpparibas.com .

OUR PUBLICATIONS

CUNJUNCTURE The ion and opi ined in this report have been obtsined from, or are based on, public sources believed to be
co relisble, butno representstion orwarranty, express orimplied, r:msdethatsuch fe is st P up todate

and it should notberelfied uponsssuch Thrsreportf‘m= anoffer or solici to buy or sell any securities or

i i otheri tment. It does not tment advice, nor fi | h or analysis. Information and opinions

CONJONCTURE StrUCtUI”a[ or In news JCLOW: two issues contsinedin the report are not to be relied upon as suthorit; takenin i for the of jud t by any
an a[ysed | n de pth recxpxem theyaresub)eci to change without notice and not intended to provide the sole basis of any evelustmn of the

d herain. Any refe topsstp shouldnotbetaken asan md)csbon offuture perbrmamz To

the fullest extent permitted by law, no BNP Paribas group pany acceptsany liabilty gin for

any direct or consequentisl loss arising from any use of or rehanee on material contsined in this report. AII estimates and
opinions included in this report are made as of the date of this report. Unless othenwise indicated in this report there is no
intentionto update this report. BNP Paribes SA and its sffiiates (collectively “BNP Paribas”) may mske s market in, or gy, 85
principal or agent, buy or sell securitiesof any issuer or person mentioned in this report or derivatives thereon. BNP Paribas
may have a financial interestin snyissuer or person mentoned in this report, including s long or short position in their securites

Eco

EMERGING i and/or options, futures or other derivative instruments based thereon. Prices, yiekds and other similarinformstion included in ths
Ana[-yses and ]:O recasts ]Cor a Se[eCthl’] Of report are included for inf N factors will sffect market pncmg and there is no cerainty that
emerging economies transsctions could be executed stihese prices. BNP Paribss, i g its officersand may serve or heve served ss

an officer, directororin an advnsorycepecnyforsny person mentxoned in this report. BNF‘ Paribas may, from time to time,
solicit, performorhawe p b banking, ur g orother services (including scting as adviser, mansager,
undenwriter or lender) within the last 12monthsfor any person referred to in this report. BNP Paribas may be s party to an
agreament with any person relating to the production of thisreport. BNP Paribas, may to the extent permitted by law, have aded
upon orused the informstion contsined herein, or the research or anslysis onwhich it was based, before its publication. BNP
Paribas may receive orintend to seek compensation for investment banking services in the next three months from orin relaton
to any person mentioned in this report. Any person mentioned in this report may have been provided with sections ofthis report

Eco

PERSPECTIVES Arla[yses and forecasts ]Cor the main prior to its publication in order to verify its factusl sccuracy.
. .\ BNP Paribss is incorporated in France with limited liability. Reg d Office 16 Boulevard des Italiens, 75008 Paris. This repot
countries, eme rging or develo ped was producad bya BNP Paribss group company. This report is for the use ofintended recipients and may not be reproduced fn

whole orin part) ordelivered or transmitted to any other person withoutthe prior written consent of BNP Paribss. By sccepting
this document you agree to be bound by the foregoing limitations.

Certain within the Europ E ic Area:
This report has been spproved for publicstion in the United Kingdom by BNP Paribas London Branch. BNP Paribas London
Branch is suthorised and supervisad bythe Autorité de Controle Prudentiel and suthorised and subjectto limited reguistion by

the Finsncial Services Authority. Details of the extentof our suthorisation and regulation by the Financis! Services Authority s
. . available from us on request.
Data re Leases, m aJ or economic events. O ur This report has bean approved for publicstionin France by BNP Parbas SA. BNP Paribas SA is_incomorstad in France with
detailed views... Limited Lisbiityandis suthorised by the Autorité de Contrdle Prudentiel (ACP) and regulsted by the Autorité des Marchés
Financiers (AMF). Its head office i 16, boulevard des Italiens 75009 Paris, France.

This report is being distributed in Germany either by BNP Paribas London Branch or by BNP Paribas Niederlassung Frankfurt
amMsin, 8 branchof BNP Paribas S.A. whose head office is in Paris, France. BNP Paribas S.A. — Niederlassung Frankfurt am
Msin, Europs Allee 12, 60327 Frankfurt rsauthonsed andsuper\nsed bytheAuwnte de Contrdle Prudentiel and it is suthorised
and subject to imited lation by the Bund it filr Fi fsicht (BaFin).

United States: Thisreport is being distributed to US persons by BNP Paribas Securities Corp., or by a subsidiary or sffiliste of
H BNP Paribas thatis not regrstefedsss US broker-desler. BNP Psnbas Securities Corp., a subsidiary of BNP Paribss, is s
We6k|~y economic news and mUCh more... brokerdeslerregi dwith the U.S. Securities and E: geC and s member of the Financial Industry Regulstory
Authority and otherp P BNP Paribas Securities Corp. accepts responsibility for the content of s report

prepared by snother non-U.S. sffiliate only when distributed to U.S. persons by BNP Paribas Securities Corp.
Japan: This report is being distributed in Japan by BNP Paribas Securities (Japan) Limited or by a subsidiary or sffiiate of BNP
Paribas not t2red asa finandalinst: firmin Japan, to certsin finandslinsitutons defined by article 17-3, tem 1 of
E co EcUTV the Financisl and Exch Law Enf Order. BNP Panbas Securities (Japan) Limited is a financial
i d ding o the Financial Instrumentsand Exchange Law of Japan and a member of the Japan
SecumoesDealersAssouabonand the Financial Futures Assocation of Japan. BNP Paribas Securities (Jspan) Limited scoepts.
| X X y for ntent of a report d by another non-Japan sffiiate onfy when distributed to Japanese based fims
BNP PARIBAS In thIS mOI’]th[y Web TV, our economists byBNF‘ Paribas Securties (Japan) Limitad. Some of the foreign securities ststed on this report are not disclosad according to

. the Financial Instruments and Exchange Law of Japan.

make sense Of gconomic news Hong Kong: This report is being distributed in Hong Kong by BNP Paribas Hong Kong Branch, s branch of BNP Paribas whose
hesd office is in Paris, France. BNP Paribas Hong Kong Branch is registered ss g Licensed Bankunder the Banking Ordinance
and regulsted by the Hong Kong Monetary Authority. BNP ParibssHong Kong Branch is siso 8 Registerad Insttution regulsted

by the Securites and Futures forthe conduct ofRegulsted Activity Types 1, 4 and 6 under the Securities and
Futures Ordinance.
Some orallthe informstion reported in this document may slresdy have been publishadon

hitps:/iglobsimarkets. bnpparibas.com

What is the main event this week? The ©BNP Paribss (2015). All ights reserved.
answer is in your two minutes of economy

© BNP Paribas (2015). All rights reserved.

Prepared by Economic Research — BNP PARIBAS
Registered Office: 16 boulevard des ltaliens —
75009 PARIS
Tel: +33 (0) 1.4298.12.34 - Internet:
www.group.bnpparibas.com

Publisher: Jean Lemierre. Editor: William De Vijlder

POUR RECEVOIR NOS PUBLICATIONS

VOUS POUVEZ VOUS ABONNER SUR
NOTRE SITE ONGLET ABONNEMENT

http://economic-research.bnpparibas.com

NOUS SUIVRE SUR LINKEDIN
https://www.linkedin.com/showcase/bnp-
-paribas-economic-research/

OU TWITTER
https:/twitter.com/EtudesEco_BNPP

The bank

BNP PARIBAS for a changing

world


http://www.group.bnpparibas.com/

