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Overview

The French economy has great innovative potential and enjoys many assets, which have enabled it to weather
the various recent crises without coming to an abrupt halt. And yet, for nearly three decades, the French economy
has repeatedly lagged behind and suffered from inaction due to a lack of reform, with the most obvious
consequence being the persistence of mass unemployment. The French economic and social model — the legacy
of the postwar economic boom — has ground to a halt, and can no longer ensure either prosperity or social justice.

France has not yet shifted from playing «economic catch-up» to an economic model of innovation, able to take
full advantage of new opportunities.

Accordingly, the country is suffering from a three-fold economic deficit:

» An employment deficit — whereas most similarly-developed countries enjoy full employment, France is
handicapped by a high unemployment rate, which only a year ago stood at 10%. For 30 years, the youth
unemployment rate has never been less than 15%.

» An innovation deficit — France’s potential annual GDP growth is currently estimated at 1.25%, which is also
lower than in similar countries. France has not invested enough in innovative technologies, companies lag
behind in making the digital changeover and economic stakeholders are still too risk-averse. Our education
and training systems have also become less effective over the years.

» A public deficit — the ratio of public spending to GDP is the highest of all the OECD countries (55.1% in 2017,
excluding tax credits). The result is one of the highest aggregate tax and social security contribution rates in
the OECD (45.4% of GDP in 2017, excluding tax credits), which acts as a damper on both businesses and
households. However, despite the resources the country has deployed, public services do not always meet
expectations, nor have they kept pace with changes in lifestyles.

This triple structural deficit has prevented the French economy from fully benefiting from global growth and new
technologies. It has also slowed the country’s recovery following the 2008 economic and financial crisis.

Socially, French society has become increasingly fragmented. The founding principles of the country’s postwar
social contract have crumbled away:

» Merit is no longer sufficiently rewarded, both in school and in professional life. Work does not pay enough
and no longer offers real prospects.

» National solidarity is struggling to adapt to the needs of our times. Our welfare state no longer offers
fair and just protection for citizens.

» Cohesion, regional cohesion in particular, is being called into question: the growth gaps between
prosperous urban areas and less well-connected regions are widening.

In addition to these inherited social and economic challenges, there are new ones, which are shared by all
countries. The digital revolution is upending our ways of producing, consuming and living together. At the same
time, climate change is a reality that makes it imperative that we change our society and bring about the
ecological transition.

The programme that President Macron submitted to the vote of the French people during the May 2017
presidential campaign is a coherent, far-reaching and balanced plan to transform the French model in keeping
with France’s strong European ambitions. The parliamentary majority was built around this project, and the cabinet
began implementing it as soon as it was appointed in June 2017.

The National Reform Programme is built around four key areas of change detailed below.



Overview

1. UNLEASHING THE FULL POTENTIAL OF THE FRENCH
ECONOMY

The government’s priority has been to lay the groundwork for a new economic model to unlock growth and create
jobs.

First, there can be no lasting reduction in unemployment without thoroughly reforming the labour market. The
government has decided to overhaul company/employee relations by assigning a central role to collective
bargaining, particularly at company level. This is the core idea behind the orders on strengthening labour relations,
in order to adapt them to the realities of both companies and sectors. Labour relations are also more secure
through the introduction of mandatory compensation scales for cases of unlawful dismissal or dismissal without
real and serious cause. By improving how the labour market functions and relations within companies, this reform
represents a key step in reducing the French economy’s structural unemployment rate.

Adaptation and flexibility in the labour market go hand-in-hand with job security and the freedom to choose
one’s career path, through training, apprenticeship and unemployment insurance. Unemployment benefits will
thus be available to the self-employed as well as to employees who have resigned and have a professional project.

Secondly, competitiveness cannot be restored without ambitious action in favour of investment in production
and the upscaling of our economy. Our industry is not competitive enough and its positioning strategy is
inadequate, and as a result the sector has only experienced net job losses for 15 years until 2017. Our
competitiveness suffers from misdirected investments, financed too much by debt and not enough by equity. We
have undertaken a major tax reform to remedy this situation: we have cut the corporate tax rate to 25%,
transformed the wealth tax into the property wealth tax, introduced a 30% flat-rate levy on investment income and,
in 2019, the CICE tax credit will be changed into a lasting reduction of employers’ contributions. All of these
measures were included in the autumn 2017 budget bills to give the economic stakeholders the necessary visibility.

Finally, the government seeks to strengthen France’s appeal in terms of business activity and innovation by creating
an environment that is propitious for the growth of both entrepreneurs and companies. The framework
governing self-employed workers was streamlined in autumn 2017. The Business Growth and Transformation
Action Plan (Plan d’action pour la croissance et la transformation des entreprises) will not only enable enterprises
to expand and modernise, it will also help them to rethink their role in society and how their employees can take
a greater share of profits.

2. FOSTERING THE GROWTH MODEL OF TOMORROW

The government is seeking to radically transform France’s economic model in order to face the challenges of
tomorrow’s economy. In each sector, this transformation involves structural reforms and a far-reaching investment
policy.

Our first priority is education and training. Our current system is a spent force that is a source of social misery:
100,000 young people leave the school system without a diploma, and the undergraduate failure rate is 60%.
These failings also fuel systemic economic difficulties, since the skillsets of our workforce are not sufficient for
promising sectors and do not match job offers. The government is taking action at every levels of the training cycle:

» In primary and secondary education and for preparing entry to university, to successfully get every
young person on the right track. The entire education system is being reviewed, from primary school to
university admission ;

» In apprenticeship and vocational training. By transforming the way the system works, the reforms will
make it possible to meet the needs of both employees and companies. Moreover, €14bn will be invested in
vocational training under the Skills Investment Plan (Plan d’investissement dans les compétences), particularly
for the furthest removed from the job market, namely young people and low-skilled jobseekers.

The new economic model must also include a thoroughgoing ecological shift. The government’s priorities are
clear: reducing the carbon-intensity of our economy and protecting the health of French citizens. Very ambitious
targets have been set. These include the elimination of internal-combustion vehicles by 2040, the end of
exploitation of oil and gas reserves, shutdown of the last coal-fired power stations by 2022 and the gradual
elimination of pesticides. To achieve this, a climate plan has been presented that makes use of all the leverage
available to the government for effectively combating global warming and successfully making the ecological
transition. The path to achieve our objectives is a realistic one, and was decided upon following consultation with
the various stakeholders (in particular via the Multi-Year Energy Plan, and the National Food Summit (Etats
généraux de I'alimentation, EGA) for the transformation of France’s agricultural model). It is supported by large-
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scale public investment: more than €20bn will be devoted to the ecological transition over the current five-year
term. Citizens will be involved and supported. Taxes on polluting energy products will be raised in an attempt to
change consumers’ habits. To facilitate this, households will receive financial support (a car scrapping bonus,
energy vouchers for the most disadvantaged households).

At the same time, massive efforts will be directed towards enhancing our country’s research and innovation
potential. France wishes to be at the leading edge of coming technological breakthroughs, such as the field of
artificial intelligence. The challenge is to foster appealing innovations and to introduce an appropriate regulatory
framework capable of responding to the issues and risks that these innovations bring in their wake. €13bn in
public investment will be directed to research and innovation. A €10bn Innovation and Industry Fund (Fonds pour
I'innovation et I'industrie) will support the development of breakthrough innovations.

In addition to these cross-cutting measures, most of which have been approved and launched, the government
is currently carrying out several far-reaching reforms in key French economic sectors:

» In agriculture, public action can no longer simply respond to crises. Central government will provide support
to help agricultural sectors move upmarket via a €5 billion investment plan. Only by focusing on high value-
added products will French agriculture be able to successfully face global competition.

» In housing, the key goal is to bring down prices in areas with tight housing markets, because high property
prices slow mobility, fuel social injustices and dampen competitiveness. To this end, the government is
seeking to gradually shift from a policy that supports demand, which contributes to ballooning property
prices, to a one that supports supply, in both the private sector (streamlined procedures, fewer norms, a more
structured appeals process and the freeing-up of land) and in the social sector (restructuring the social
housing sector, new agreements with social housing landlords).

» In the transport sector, the government’s priority is to improve everyday mobility for citizens, who currently
spend too much time in transit. Improving transport quality for users involves ambitious reforms to shift the
economic model; this is the goal of the new Railway Pact (including the opening up of rail transport to
competition, changing the SNCF’s organisational structure, and eliminating the special employment status
of railway worker for new hires), which was drawn up in consultation with stakeholders.

In each of these economic areas, we must act quickly, since these far-reaching reforms are critical to the success
of the country’s long-term economic model.

3. RECASTING THE SOCIAL MODEL TO BUILD A FAIRER
AND MORE MOBILE SOCIETY

The government’s transformation plan is not merely economic in nature; it brings with it more social justice. Too
often, the economic and social aspects of government action have been set against each other: wealth creation
on the one hand and redistribution on the other were seen as distinct and — to a large extent — irreconcilable
objectives. By contrast, the government’s plan is to create a fairer society, one in which the rules are meaningful
and the same for everyone. All of the government’s transformation efforts have a twofold goal: to achieve
gains in efficiency and gains in justice.

Better rewarding merit and encouraging work are priorities in this respect.

In education, putting merit at the heart of school reform is the best way to combat both social reproduction
and egalitarianism. The path to real equality involves more than the redistribution of wealth; it also means
guaranteeing equal access to opportunities.

In the professional world, employment is the best protection against precariousness. An economy with mass
unemployment is a particularly unequal one, because unemployment affects the disadvantaged most of all. In
addition to training efforts, the government aims to better reward work by boosting the purchasing power of
employees: the €20 billion cut in employee contributions in 2018 will be financed by an increase in the General
Social Security Contribution (CSG), which has a broader base. The in-work benefit (orime d’activité) will also be
increased to encourage people to return to work. In addition, efforts are underway to boost employment in specific
areas («emplois francs», in which employers are given financial incentive to hire individuals from disadvantaged
neighbourhoods) and among vulnerable populations such as those from immigrant backgrounds.
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The goal of rebuilding France’s welfare state is to achieve greater equity, primarily by universal provision of social
protections which every citizen needs:

» Expansion of unemployment insurance will offer coverage to populations which currently are falling through
the social safety net

» Vocational training reforms are changing the way the system operates; the government is setting up a
public reclassification scheme, based on a nationwide agency, France-Compétences, that will be adapted
to citizens’” expectations and to tomorrow’s challenges.

» Similarly, the goal of the future systemic pension reform will be to enable the transition to a system in which
each euro contributed provides the same entitlements for each worker. Adopting a simple, transparent and
predictable system will not only allow for better steering of the system, but it will also bring increased fairness
to social protection.

The government is also focused on combating latent inequalities in our social and tax system:

» Elimination of the residence tax will free French citizens from an unfair tax that weighs most heavily on the
middle classes.

» Transformation of our healthcare system, particularly through increasing preventive efforts, will make it
possible to fight social and geographical inequalities upstream. The strategy is wide-ranging to make our
healthcare system fairer and more efficient, from the expansion of immunisation coverage to the
implementation of zero out-of-pocket costs for essential care elements (eye care, dental work, hearing aids).

» The government’s action in favour of gender equality establishes an obligation to achieve substantive
equality, particularly in terms of wages.

Overhauling the French welfare state also requires determined action to strengthen regional cohesion. Universal
access to basic goods must be guaranteed, both in terms of health (a plan to combat physician shortages in
rural areas) and public services (establishment of public service centres).

The regions must also be better connected. Genuine equality requires access to opportunities where they exist:

» for transport, the main priority of the Mobility Reform Act (loi d’orientation des mobilités) will be to facilitate
daily mobility in sparsely-populated areas, with a plan to make regions more accessible;

» Interms of digital coverage, a €20 billion investment programme was agreed between the public authorities
and private operators in early 2018. With it, the entire territory of France will benefit from quality broadband
starting in 2020, and high-speed broadband as from 2022, thus bridging the digital divide.

Some regions also require additional attention due to their specific characteristics and an urgent need to
strengthen national cohesion. Urban areas designated as priority neighbourhoods will benefit from a plan to
improve the daily lives of inhabitants, encourage successful career paths, and engage vital energies to bolster
social ties. In parallel, the aim of the «Cceurs de Ville» plan is to revitalise medium-sized towns by encouraging
housing and urban planning stakeholders to reinvest in their city centres. Overseas France is the subject of a
conference that will result in a plan, which will decide on the use of the €1bn earmarked for Overseas France under
the present administration’s Great Investment Plan (GPI).

A fully-functioning mobile society also requires effective and credible safety nets for people in difficulty and the
most vulnerable. The government’s efforts in this direction are twofold:

» Raising minimum social benefits for those who need them most. The minimum old age pension and the
adult disability allowance will be gradually increased by €100 per month. Support for single-parent families
will also be increased.

» Preventing inequality through social investment. Combating poverty is not simply about money. The
government aims to intervene at an earlier stage, targeting investment efforts at children and young people,
and preventing students from dropping out of school.

These transformations of the French welfare state will take place over time, with consultation phases required to
fine-tune them and foster their ownership.
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4. TRANSFORMING CENTRAL GOVERNMENT AND
BALANCING PUBLIC FINANCES

Public services and the social protection system are at the heart of the Republican Pact and are one of our
country’s strengths. All too often, however, public spending has been primarily used to alleviate economic
inefficiencies and social injustices, while failing to address their root causes. The result is a level of public
expenditure that is disproportionate to the country’s level of activity, a stock of debt that makes the country
vulnerable to future economic shocks, and taxes that undermine activity and initiative.

The government’s strategy for public action seeks to break with the ingrained habit of responding to the country’s
problems with more public spending and more standards. The idea is to thoroughly transform public action, to
ensure that central government plays a more supportive, advisory role with respect to citizens and is less
focused on checks and sanctions. By giving citizens the «right to make a mistake», the future Government
Reform Act for a Trust-Based Society will represent another decisive step in this direction.

With regard to public finances, the government has two clear objectives:

» Substituting structural reforms for public expenditure to address social injustices and economic
inefficiencies;

» Prioritising capital expenditure over operating expenditure. Public investment makes it possible both to
prepare the economy of tomorrow and to make public action more effective and more appropriate.

These two objectives have already steered budget choices for 2018, particularly with respect to employment
policy, where the government has decided to shift from funding employment through subsidised contracts
towards a far-reaching plan to invest in skills, together with major vocational training and apprenticeship reforms.
Similarly, in housing policy, subsidies to recipients have been reduced in the social housing stock in return for
commitments by owners to reduce rents by the same amount. The rent cuts are already being felt, thus breaking
the inflationary real estate spiral.

These choices made it possible to set in motion a long-term trend towards a lower public expenditure burden
as a percentage of GDP, starting with the first budget. Reducing public expenditure by 0.7 percentage points
(excluding tax credits) will, in 2018, cut back both taxes (net of tax credits) by 0.4 percentage points of GDP and
the deficit by 0.3 percentage points of GDP.

The «Public Action 2022» programme will carry forward this in-depth public policy review, with a constant
emphasis on linking public spending with structural reforms. Human resources management in the civil service
will be thoroughly reformed to make it more adaptable (contract recruitment, merit-based pay, modernisation of
labour relations) and efficient (particularly through digitisation and assessment). Modernising public expenditure
management also concerns social security funds and local government. As far as local government is concerned,
a genuine transformation of the approach to central/local government relations, based on trust and responsibility,
is underway. The central government contracts with local authorities, who agree to keep operating expenditure
down in return for fewer constraints, whether in terms of standards, the freedom to manage human resources or
the distribution of powers at local level. The goal is to promote an adapted, efficient organisation of local authorities
to ensure greater efficiency of public action and support for regional investment.

Kk
*

France’s economic and social performance has improved markedly one year after the presidential elections. This
beginning of a turnaround must not be a pretext for postponing reforms; on the contrary, it is a chance to step
them up. The in-depth transformation of the country’s economic and social model will therefore be intensified in
2018, and will continue throughout the current five-year term.
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Background and macroeconomic scenario

1. FRANCE’S MACROECONOMIC IMBALANCES
ARE NO LONGER “EXCESSIVE”

In its March 2018 report on France, the European Commission notes that the imbalances affecting the
French economy can no longer be regarded as “excessive”. These imbalances were the product of
continuous deterioration over several years with regard to both external competitiveness, which has lagged since
the mid-2000s, and public finances, with public debt rising virtually non-stop over the same period. The 2008-09
financial crisis further exacerbated these imbalances. Thanks to reform efforts and an improving economic context,
the main imbalances have been corrected. Going forward, the outlook is upbeat given the reforms under way. The
European Commission considers the high public debt and weak productivity growth to be the main
macroeconomic imbalances that France must tackle. These imbalances put France in the same category as
seven other European countries, including Germany, the Netherlands, Sweden and Spain.

The competitiveness of the French economy is improving: the modest rise in unit labour costs has allowed
the country to stabilise its export market share at 3.5% (in nominal terms) since 2012. In addition, significant
export growth is expected in 2018. Lastly, companies’ margins are recovering thanks to streamlined measures
to lower labour costs and the reduction of the tax burden on businesses. This margin recovery is favourable for
investment and thus for an improvement in non-price competitiveness.

EXPORT MARKET SHARE IN WORLD TRADE (GOODS AND SERVICES IN REAL TERMS)
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After integrating the impact of the Competitiveness and Employment Tax Credit (CICE), unit labour costs
have grown at a much slower pace in France than in the euro area as a whole since 2014. Over the past
few years, unit labour costs in France have risen less than in Germany and many other euro area countries. These
diverging trends for unit labour costs contribute to the rebalancing of labour cost trajectories within the euro area
and the correction of internal imbalances.
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RELATIVE ECONOMY-WIDE UNIT LABOUR COSTS (BASE 100 IN 2000)
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The profit margins of non-financial corporations (NFCs) have recovered since 2014, rising from 29.9% in 2013 to
31.7% of value added in 2017, close to the pre-crisis level of 32.7% (i.e. the average over 1995-2007). Profit
margins are set to continue to rebound as the economy grows.

Driven by the favourable economic environment and pro-investment measures (notably tax measures), investment
by non-financial corporations increased by 4.4% in real terms in 2017, following on a 3.4% increase in 2016. This
momentum continued in the first part of 2018. The proportion of French business investment earmarked for R&D
has increased by 13 percentage points since 2007, supporting both innovation and the non-price competitiveness
of the French economy.

For 2018, all forecasters expect a recovery in French exports: +4.0% according to the European Commission,
+4.3% according to the OECD and +3.9% according to the IMF. A majority of forecasters expect the contribution
of foreign trade to growth to improve and no longer to weigh on the GDP trend in 2018 (with imports remaining
dynamic, in keeping with economic growth forecast). According to the forecast published in the Stability
Programme, exports are expected to increase by 4.9%, with foreign trade making a positive 0.1-point contribution
to growth in 2018.

With regard to public finances, France’s public deficit came to 2.6% of GDP in 2017, well below the 3%
threshold. Efforts will continue in order to cut public spending by more than 3 percentage points from the current
55% of GDP, excluding the effect of tax credits. This will lower the tax burden and drive a reduction in the public
debt ratio beginning in 2018, with public debt set to decline from 97% of GDP at present to less than 90% in 2022.

The fiscal adjustment path for 2018-2022 is based on the tax and public spending strategy laid out in the 2018-
2022 Public Finance Planning Act, which was passed in late 2017. Strong control of public spending will enable
both: i) a pro-growth economic environment to be established (with the tax burden reduced by one percentage
point of GDP), and i) a sustainable reduction in the public deficit. The fiscal adjustment path was enacted in the
2018 Budget Act. It now provides the necessary visibility for economic agents. In addition, the 2018 Budget Act
contains decisive measures for reorienting public action, notably with regard to employment policy (shifting from
a policy based on employment subsidies to one focused on investing in skills training) and housing (shifting from
a demand-side policy that has fuelled higher housing prices to a supply-side one). The comprehensive overhaul
of public policies will continue, with a constant emphasis on linking public spending with structural reforms. The
ongoing reviews and consultations, especially in the “Public Action 2022” framework, will help guide the
government’s choices.
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The risks related to the financing of France’s public debt remain limited. French public debt is diversified both
in geographic terms and with regard to the investor base, adding to its resilience. Moreover, investors recognise
the fundamental technical characteristics that make French public debt an attractive asset, namely liquidity across
the entire yield curve and a virtually nil risk of default as reflected in France’s sovereign debt ratings. Lastly, since
2009, the average maturity of French debt has gradually lengthened to 7.8 years as at February 2018; this is an
additional factor of resilience should interest rates rise.

French productivity is only increasing at a slow pace, but the structural reforms under way will accelerate
productivity gains going forward.

A portion of the slowdown in productivity gains observed since 2008 has been a general trend affecting all
developed economies. This trend has multiple causes (including a slowdown in technical progress, weaker growth
in global trade and the aftermath of the crisis). In France, after a sharp drop during the crisis, total factor productivity
has risen at an underlying rate of 0.6-0.7% p.a. since 2013, below the pre-crisis level but similar to the other
major European countries. Since the 2000s, French hourly labour productivity has followed similar trends to the
euro area as a whole, and remains at a high level (in 2016, $60 per hour worked in 2010 dollars in PPP - the same
as for Germany). Thus, hourly labour productivity rose by around 15% over 2000-2015, i.e. almost as much as
in Germany or the euro area as a whole.

HOURLY LABOUR PRODUCTIVITY (IN LEVEL, IN 2010 $ IN PPP)
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The pro-employment policies implemented in France over the past several years (including the CICE, the
Responsibility Pact and the hiring bonus for SMEs) have had a negative impact on French productivity by bringing
low-skilled workers back into employment. For example, in 2017, actual productivity per person employed grew
by 0.3%, vs. 0.8% adjusted for these pro-employment policies.

Efforts to achieve a lasting acceleration in productivity growth are at the centre of the government’s reform
strategy. Labour market reforms will not only boost employment, but also improve the matching of workers’ skills
and businesses’ requirements. Strengthening workers’ skillsets will also drive productivity; this will be achieved
through reforms of the school system, apprenticeship programmes and vocational training. Investments in
research and innovation, such as the Great Investment Plan, will also bolster productivity and long-term growth.
The scenario laid out in the 2018-2022 Public Finance Planning Act calls for potential growth of 1.25% p.a. out
to 2020, rising to 1.35% in 2022 thanks to the reforms being implemented. This is a cautious, conservative
estimate of the impact of reforms on potential growth.
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2. GROWTH SET TO CONTINUE AT A DYNAMIC PACE
IN 2018 AND 2019

After reaching 2.0% in 20171, GDP growth is expected at 2.0% again in 2018, followed by a slight
slowdown to 1.9% in 2019. The recovery under way since autumn 2016 is set to continue apace in 2018 and
2019, buoyed notably by an upbeat international environment, especially in the euro area. Dynamic household
purchasing power, backed by favourable trends on the employment market, is expected to have a positive effect
on private domestic demand. In 2019, growth is set to slow to a small extent due to slightly less robust global
demand and a gradual rise in interest rates, resulting in a weaker export trend and a slowdown in business
investment, respectively.

After dampening GDP growth again in 2017, foreign trade is no longer expected to weigh on growth in
2018 and 2019. Thanks to the continued euro area recovery, a pick-up in activity in the US and stable growth in
emerging markets, world demand for French exports is expected to remain dynamic in 2018 (up 5.0% after a 5.1%
increase in 2017) before a slight slowdown in 2019 (up 4.7%). Exports should be buoyant in 2018 and in 2019
(with 4.9% growth expected in 2018 followed by 4.6% in 2019), driven by global demand and the delivery of a
large number of major export contracts (including Rafale fighter jets and cruise ships), as both tourism and farm
exports return to normal. Imports are set to continue to grow at the same pace in 2018 and 2019 (by 4.1% p.a.,
as in 2017), despite a slight slowing of domestic demand (up 1.8% p.a. in 2018 and 2019 after a 2.2% increase
in 2017).

Household consumption expenditure is expected to grow at the same pace as household purchasing
power in both 2018 (1.6%) and 2019 (1.9%), underpinning growth. Household purchasing power is forecast
up 1.6% in 2018, similar to the 1.5% increase posted in 2017. In 2019, household purchasing power should
accelerate noticeably, rising 1.9% as the job creation trend remains strong. It will also be driven by measures to
lower the tax burden (reducing the residence tax, lowering social security contributions, etc.) and by stronger
growth in property income (thanks to the improved financial position of companies and the rise in interest rates),
as well as lower inflation than in 2018. Household investment grew at a stronger pace in 2017 (5.3% after a 2.4%
increase in 2016), supported by both residential investment and the very high number of property transactions.
It is set to slow to 2.5% in 2018, then remain steady at 2.5% in 2019, supported by higher purchasing power and
improved employment, but dampened by the anticipated rise in interest rates.

After accelerating constantly from 2014 to 2017, business investment is expected to grow at a steady
pace in 2018 (up 4.4% in 2018, the same as in 2017), then to slow in 2019 (up 3.5%). This continued rise in
business investment should be driven by capacity utilisation rates above their historical average, still-low interest
rates, upbeat domestic and international demand, and the reduction in employers’ contributions that will replace
the CICE tax credit. However, business investment is set to slow in 2019 due to the gradual rise in interest rates,
dampened prospects for export demand and companies returning to their normal investment behaviour.

In 2018, employment in the market sector is projected to post another sharp increase (with 250,000 jobs
added on an average annual basis, after 240,000 in 2017), underpinned by economic activity despite less support
from employment policies (knock-on effect of the end of the hiring bonus scheme, the end of the ramp-up of the
CICE and the Responsibility Pact, and the trimming of the CICE from 7% to 6% of payroll expense). In 2019,
employment in the market sector is set to continue at a similar pace (an additional 225,000 jobs on an average
annual basis): economic activity is likely to be a touch less dynamic, but the CICE will be transformed into a
reduction in employers’ social security contributions, which will probably have a stronger positive effect on
employment than in 2018. Non-market employment is set to contract in 2018 and 2019 (by 25,000 jobs p.a. on
an average annual basis) due to the reduction in funds earmarked for subsidised employment contracts.

Headline inflation is forecast at 1.4% in 2018, after 1.0% in 2017, chiefly due to higher tobacco taxes (a +0.3-
point impact on the CPI). Higher oil prices and energy taxes are expected to have a positive 0.5-point effect on
the CPI — the same as in 2017. In 2019, despite higher core inflation, headline inflation is forecast at a
slightly lower 1.2%, with energy and tobacco prices making a much smaller contribution to inflation than in
2018.

These forecasts are subject to both upside and downside risks. If our trading partners in the euro area enjoy
a stronger-than-expected economic recovery, this will drive French exports upwards. Conversely, if political
tensions arise within Europe, this could dampen growth. The ECB might decide to extend its non-conventional

1 - Growth was 1.8% within the meaning of gross annual accounts, i.e. not adjusted for business days.
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monetary policy if core inflation remains weak in the euro area. If protectionist measures were to be implemented
around the globe, the world economy could slow down. In addition, there are upside and downside risks
pertaining specifically to France. Export performance could improve on the back of the reforms implemented
over the past few years and the high level of French business investment. The measures taken to support
investment (corporate income tax cuts, flat 30% tax on investment income, wealth tax reform) could pay off more
rapidly than expected. Conversely, business investment could revert to its normal level sooner than anticipated.
Companies in many industries have reported difficulties hiring staff. If these difficulties were to continue, a tight
labour market could result in a slowdown in economic activity. Or, on the upside, if the reform of vocational training
and the effects of labour market reforms start to produce their effects quickly, this could have a positive impact
on growth.
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on effects on the economy. This table is not exhaustive
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government’s economic strategy to meet the challenges of the French economy and to continue to reduce

its imbalances. It sets out the expected economic knock
with respect to the government’s reform efforts. Similarly, the economic mechanisms mentioned are not exhaustive

The following table details the macroeconomic impact of the main measures contained in the
in terms of the effects of the various actions undertaken.

3. MACROECONOMIC IMPACT OF REFORMS
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