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1. Introduction

After suffering the repercussions of the internaaiccrisis, the French economy began to recover in
2010. The improvement in the labour market has lst®mger and faster than expected, allowing
for the net creation of nearly 125,000 jobs in 200@mbined with measures taken by the

Government to support household purchasing pover,improved labour market has helped to

maintain domestic demand, which is the main drofeGDP growth in France. Despite the crisis,

household purchasing power continued to increa20®9 and 2010.

The indicators in early 2011 confirm the accelemtf activity and the increasingly self-sustained

nature of growth: industrial production has showsuatainable increase that should allow it to
rapidly return to its pre-crisis level; economic\vays show an improvement in the business climate
and in the outlook for companies in the coming rhenjob creation is becoming more dynamic,

and household consumption remains strong. In thi®urable domestic environment, recent

economic developments on the international scenéddwave an adverse effect. Higher oil prices

have accelerated the rise in consumer prices, wleidhthe Government to raise its projected

inflation rate for 2011 to 1.8%. However, the ermeging first-quarter indicators suggest that a
stronger than expected cyclical recovery could haymositive effect. Overall, the Government’s

growth forecast for 2011 remains at 2%.

In this context, the Government has resolved tsypiits fiscal consolidation policy in order to
reduce the deficit to 3% of GDP by 2013, regardlgfisthe economic situation. To this end, the
Government intends to stimulate the economy’s pateigrowth by expanding the structural
reforms undertaken since 2007, particularly in #neas of education, innovation, research and
development, and competition. The Government'deggsain this regard is detailed in the National
Reform Programme.

The Government has also intensified its effortedatrol public spending over the long term, and
these efforts began to show results in 2010. Gienalready high level of the tax burden in
France, the Government is determined to focudfitste on reducing spending.

This Stability Programme complies with the expemdit rule prescribed by the 2011-2014

Multiyear Public Finance Planning Act: stable Stex@enditure in both nominal terms (excluding

interest and pensions) and real terms. The natlwathcare expenditure target (ONDAM), met in

2010 for the first time in ten years, will be reddcby 0.1 percentage point in 2011 and 2012 to
reach 2.9% and 2.8% respectively. In an efforhtoease revenue, the Government will continue to
reduce tax expenditures and social contributiormpt®ns, as prescribed in the Multiyear Public

Finance Planning Act.

In order to maintain this budgetary discipline o¥be long term, and in accordance with the
commitments made in the previous Stability Programtine Government adopted in March 2011 a
draft constitutional law on balanced public finasicehich will be submitted to Parliament before
summer 2011.

This Stability Programme is thus sharply focusedtio®m sustainable consolidation of France’s
public finances, while concentrating the Governrigemiapacity for action on future-oriented
investments.



2. Macroeconomic scenario

2.1 Situation in 2010 and outlook for 2011

The economic recovery continued and picked up in Ance over the course of 201(At first
driven by the stimulus packages of France and atbantries and by the inventory cycle, since
mid-2010 the economy has seen more self-sustairediyin private domestic demand: household
consumption has been robust (+1.7% as an annushge)eand business investment began to
recover in the second quarter of 2010, after esghsecutive quarters of decline.

The pick-up in production was also stimulated by #ftrong performance of exports, which grew
substantially in 2010 (+10.1%). The contributionfofeign trade to growth was clearly positive
(0.4 point of GDP) for the first time since 2001vedall, growth in 2010 reached 1.5% based on
working-day adjusted data and 1.6% based on rasy tigtires very close to the forecast associated
with the January 2010 Stability Programme (1.4%g) ianline with the forecast in the 2011 budget
bill. This rebound in economic activity was refledtmore quickly than expected in the labour
market. During the course of 2010, 125,000 jobsewereated in the non-agricultural market
sectors, helping to reduce the unemployment ratechwfell to 9.2% of the labour supply in
metropolitan France in the fourth quarter of 2(df@er having peaked at 9.5% a year earlier.

In 2011, the recovery is expected to spread to akctors of the economyas illustrated by the
improved business climate in the manufacturing serdtice sectors, as well as the recent upturn in
constructionGrowth is expected to reach 2%a rate that will help accelerate job creatiorha
market sectors (+160,000 over the year).

Economic activity is expected to be supported bsifess investment, which traditionally acts as a
catalyst during periods of recovery and to takeaathge of the substantial reduction in taxes on
productive capital permitted by local business feform. Household consumption would benefit
from increased revenues linked to the progressnmovement of the labour market, coupled with
a reduction of savings rate. These elements woeilgl ¢ushion the repercussions expected in 2011
from ending the premium for scrapping old cars #mel impact of rising commodity prices on
inflation, expected to average 1.8% over the yBaonomic activity would also benefit from the
end of de-stocking in the manufacturing sector witiproving demand prospects. After the
exceptional rebound in exports in 2010, the coaotrdn of foreign trade to growth is expected to
fall, but should remain more favourable than therage for 2000-2008 (-0.4 point): world demand
is expected to slow down but should stay abovhkigtrical rates, driven in particular by growth in
Germany and the emerging economies.

However, there are various risks associated withdbenario. A continuation of the upward trend

in commodity prices, in particular oil prices, cdulampen household consumption and reduce
profit margins. On the other hand, the cyclicalod of production could be faster than expected.
Business surveys point to a strong accelerati@canomic activity in the first quarter and business
prospects are good, suggesting solid growth irséeend quarter: in its forecasts published in early
April, the OEDC projects France’s GDP to rise b$-0.9% and 0.7% in the first and second

guarters respectively.

2.2 Medium-term outlook (2012-2014)

The economic scenario underlying the multiyear fisgl plan is based on achieving a growth
rate of 2%% in 2012 and 2.5% in 2013 and 2014 2012, strong domestic demand is expected to
compensate for the depletion of the favourablecedfef the inventory cycle and should allow for a
slight acceleration of economic activity compared2011. Household consumption, in particular,
should benefit from the strengthened wage bill #mel lower government deficit, which will
encourage households to reduce their precautiosawyngs. The rebound in consumption is
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expected to continue in 2013 and 2014, thanksaatmtinued improvement of the labour market.
Global trade is also expected to accelerate afédrl2when the short-term effects of fiscal
consolidation in the main trade partners with Feabegin to fade. Overall, exports should be in line
with global demand, indicating France’s retentidmmarket shares thanks to the effects of reforms
aimed at making our businesses more competitiveti¢pkarly by tax cuts on capital through
abolition of the local business tax) and at impngvihe quality and innovation of exports (with
support for R&D through research tax credits anturktoriented investments). This strong
domestic and external demand should stimulate bssimvestment, which would also benefit from
a period of “catching up” after several years ofited equipment renewal.

The assumption of such a cyclical rebound is jestiby the very large negative output gap that
developed during the crisis, which is expectedambly partially closed by end-2011. It also takes
into account the reforms implemented to increase@wnic growth potentiadver the medium term,
through increased spending for research and dewelop and expansion of the labour supply
(pension reform). France also has a number of tstralcassets: household debt remains relatively
low, and the banking system proved its strengtlinduhe crisis. These various factors allow us to
envision a more dynamic recovery in France thasame other countries where the process of
reducing the debt burden of households and firntisiavitably act as a drag on economic activity
over the short and medium term.

Table 1: Macroeconomic scenario 2010-2014

201¢ 2011 2012 2013-2014
average

GDP 1.5 2.0 2Y, 2Ys
Contribution from domestic demand excluding

inventories 1.0 1.8 2.3 2.4

Household consumption 1.7 1.7 2.4 3.0

General government consumption 1.4 0.0 0.1 0.1

Gross fixed capital formation 16 4.2 4.6 3.2

0.w. businesges 13 4.7 6.7 4.0

Contribution from inventories 01 0.4 0.1 0.1

Contribution from foreign trade 0.4 0.1 0.1 0.1

Exports 10.1 7.6 6.0 6.5

Imports 7.8 7.5 5.9 6.1

GDP deflator 05 15 1.8 1%,

Household consumption deflator 1.2 1.8 1%, 1%,

Wage hill (competitive sector, categories EB tg EP 2.2 3.2 4.2 45

Nominal average wage per capita (EB to EP) 2.4 2.3 2.9 3.3

Salaried employees (EB to EP) -0.2 0.9 1.2 1.2

Y INSEE quarterly accounts (working-day adjustédjon-financial businesses



3. Public finance scenario

31 Overall strategy and medium-term objective

France’s Medium-Term Objective (MTO) is to resttre structural balance of public finances.

To this end, theGovernment will take all the necessary measures tensure that its public
deficit targets are met:5.7% of GDP in 201 4.6% of GDP in 2012, 3.0% of GDP in 2013 and
2.0% of GDP in 2014, in accordance with the 20114£2Multiyear Public Finance Planning Act
(LPFP). The public finance trajectory is thus ineliwith the recommendations of the Ecofin
Council of 2 December 2009.

The structural adjustment strategy described mphbgramme relies upon batsignificant effort

to contain public spending and the continued reduobn of tax expenditures and social
contribution exemptions, in accordance with the commitments of the LPFReGthe high level

of taxes and social security contributions beftwedrisis, the choice was in fact made to avoid any
general tax increase.

With respect to expenditure, efforts will be madeall general government sectors. For the State,
this will be accomplished through the twofold buidgg rule: overall expenditures will not rise
faster than inflation, and expenditures excludmgriests and pensions will be stabilised in current
euro terms, in line with the 2011-2013 three-yaaddet. The stricter of these two constraints will
prevail every year. Efforts to contain healthcaxpemditures, which made it possible to meet the
national healthcare expenditure target (ONDAM) @1@, will be continued, with the increase in
the target limited to 2.9% in 2011 and 2.8% a ygam 2012 to 2014. In addition, rapid
implementation of the 2010 pension reform will h&dpreduce significantly the increase in social
expenditures over the period of the programme.

Thanks to this strategy based on a combinatior@ith-supportive reforms, described in detail in
the National Reform Programme, and strict, suskdna@ontainment of public expenditure, the
government debt ratio is expected to stabilisedih22and begin to fall from 2013 onwards.

This structural adjustment strategy will be impleteel with an aim to enhance the quality of
public finances. This will be achieved in particular through effoiio streamline spending: for
example, through continuation of the General RevoéWublic Policies (RGPP) or implementation
of future-oriented investments, which will allowetiGovernment to focus spending on investments
with a high socio-economic return. On the revenuge,sreducing the least efficient social
contribution exemptions and tax expenditures amdcttming reform of taxes on personal wealth
will also help rationalise the tax system.

At the same timethe Government aims to strengthen the governance gdublic finances A
draft constitutional reform, based on the proposgi of the working group led by Michel
Camdessus, was submitted by the Government in M20&h, .It will be reviewed by Parliament
before the summer. This reform would create a remyallinstrument on balanced public finances,
the “lois-cadres d’équilibre des finances publiguegich would define a multiyear trajectory of
structural effort. This multiyear trajectory woulshpose upon the annual budget laws. The 2011-
2014 Multiyear Public Finance Planning Act prefigsirthese future “lois-cadres d’équilibre des
finances publiques”. It establishes expenditurdings for the period through 2014, as well as
floors for discretionary tax measures, on the fididectly managed by the Government and
Parliament. A circular issued by the Prime Mimstad dated 4 June 2010 states that Budget Acts
and Social Security Budget Acshall be the only government-issued documents reging

! The public deficit forecast for 2011 was revisednf 6.0% of GDP in the 2011-2014 Multiyear Publindhce
Planning Act (LPFP) to 5.7% of GDP.



taxes and social security revenueshus helping to avoid a dispersion of taxes aruas$ security
contributions reforms among too many legislatias well as enhancing the overall coherence of
the strategy for taxes and social security contid@ims and public finances.

Table 2: Multiyear public finance trajectory

2010 2011 2012 2013 2014

Public balance (% GDP) -7.0 -5.7 -4.6 -3.0 -2.0
Public debt (% GDP) 817 846 86.0 856 84.1

32 Changein structural balance

In 2010, the structural balance improved by 0.7 point of RGGDhis improvement is the result of
both the gradual withdrawal of stimulus package snezs (0.7 point of GDP) and significant
efforts to contain spending throughout the geng@lernment sectdr.Conversely, the local
business tax reform contributed to the degradaifadhe balance by 0.4 point of GDP, of which 0.2
point resulting from the temporary cost of impleitieg the reform in 2010. Public spending
increased by 0.6% in real terms excluding stimulnsasures and deliveries of military
equipments. This is mainly due to compliance with the Stateldmt expenditure rule and the
national target for health insurance expenditu®)(3as well as a marked slowdown in local
spending.

In 2011, the structural adjustment is more pronounced,hiegcl.2 point of GDP, as a result of
two main factors: first, the discretionary tax meas in the Initial Budget Act and the Social
Security Budget Act for 2011, accounting for a kodh over €11 billion, essentially through
reductions of tax expenditures and social contidouexemptions; and secondly, continued efforts
to reduce general government expenditures. Théseaseinclude compliance with the twofold rule
on the growth of State expenditure (“zero realnsjpegy growth” and “zero nominal spending
growth, excluding interests and pensions”), limaatof the growth of healthcare expenditure to
2.9%, and implementation of the pension reform. fidtal withdrawal of stimulus measures (0.4
point of GDP) and the end of the temporary costedrming the local business tax (0.2 point of
GDP) will also help to improve the structural badarn 2011.

In 2012-2014,structural adjustment will be continued at an agerrate of 1.0 point of GDP per
year through continued efforts to reduce spendmguighout the general government sector, i.e.
compliance with the twofold State budgetary rul@wgh of healthcare expenditure not exceeding
2.8% per year, and the increasing impact of penstdorm. At the same time, the strategy for
streamlining and reducing tax expenditure and $coiatribution exemptions will be pursued, with
a reduction in their costs to ensure compliancé whie minimum of €3 billion per year through
discretionary revenue measures prescribed by thé4-2014 Multiyear Public Finance Planning
Act s.

2 At this stage of our knowledge concerning the maconomic environment in 2010 (on 13 May 2011 INSHIE
publish the 2010 annual accounts, which incorpataesffects of a comprehensive revision), thetpeseffect of the
spontaneous rebound in taxes and social securityiloations (elasticity of 1.4) following their doato abnormally low
levels in 2009 would have been nearly offset in@b§ the terms of trade shock (0.5% growth in GBiPgs compared
with a 1.5% rise in the CPI excluding tobacco). Tierease in taxes and social security contribgtisnmeasured
against nominal GDP, while the CPI excluding tolmaserves as a reference point for evaluating grawtpublic
spending in real terms, as this index is usedtambishing the budget expenditure rule and for xnaig social benefits.

® The time lag between delivery of and payment fditamy goods contributed to a degradation of téeljr balance by
0.2 points of GDP in 2010 as compared with 2009.
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Table 3: Multiyear structural balance trajectory

2010 2011 2012 2013 2014

Structural balance (% potential GDP) 5.1 -3.8 -2.9 -1.6 -0.9
Change in structural balance
(% potential GDP) 0.7 1.2 1.0 1.2 0.8

3.3 Changein public balance by sub-sector

Each sub-sector will help reduce the general gowernt borrowing requirement through 2014.
Table 4: Lending capacity (+) / borrowing requirement (-)
of the general government (% of GDP)

2010 2011 2012 2013 2014

General government -7.0 -5.7 -4.6 -3.0 -2.0
Central government -5.8 -4.6 -3.7 -2.6 -2.0
0.w.: State -6.2 -44 -36 -25 -19
o.w.: Other government bodies 05 -0.3 -0.1 -0.1  -0.1
Local governments -0.1 -0.2 -0.2 -0.1 0.0
Social security funds -1.2 -0.9 -0.7 -0.4 -0.1

Note For the entire period, the figures shown take iobnsideration the changes in perimeter introdugitd the

comprehensive revision of the national accountngfbase 2000 to base 2005): they group the SoemirBy Debt
Amortization Fund (CADES) and the Pension ResemedHFRR) together with social security funds, eatthan with

other government bodies, as was the case in bd¥g Z@is contributes to improving the balance @& #tcounts of
social security funds (ASSO) and degrading of tfaither government bodies (ODAC) by an average.dfpoint of

GDP over the entire period.

The central governmentborrowing requirement would decrease by about étpadf GDP from
2010 to 2014, thanks to the State’s complying wh#htwofold budgetary rule, the dissemination of
cross-cutting rules from the State to its operatibres reduction in tax expenditures, and the “catch
up” effect of revenues that dropped to abnormally levels during the crisis. Also playing a role in
this decrease in 2011 are the extinction of thawdtis measures taken to counter the economic and
financial crisis and the disappearance of the teargaost of reforming the local business tax, both
of which were financed by the State in 2010.

The breakdown of the central government balance the State’s balance and that of other
government bodies (ODAC) was noticeably affectedheyState’s 2010 grants to the organisations
responsible for future-oriented investments, mdswtoch are other government bodies. Between
2011 and 2012, the balance of ODACs would improve@ to smaller disbursements for future-
oriented investments, as 2011 would see a peagiending related to the postponement of certain
operations initially planned for 2010.

Following a slight degradation of tih@cal governmentbalance in 2011, due largely to an upswing
in local investment after two years of decline, gfregramme is based on the assumption that the
local authorities will gradually reduce their défiand return to a balanced budget by the endef th
programme. In a context of a moderate increasevenues, linked to the freeze in current euro
terms of endowments from the State (excluding thel \Compensation Fund) and a limited
increase in the rate of direct local taxes, thigistdhent could be done by continuing the efforts
made in 2010 to contain spending.

The balance of theocial security funds— which includes the “Régime Général” as well laes t

Social Security Debt Amortization Fund (CADES) atiet Pension Reserve Fund (FRR), the
supplementary pension schemes and the unemployimemtince — should recover from 2011 on.
This recovery can be explained by the ongoing &ffto contain spending, particularly on health-
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care insurance, the implementation of the 2010 ipenseform, and the reductions in social
contribution exemptions carried out over the periad well as the spontaneous decrease in
expenditures for unemployment benefits and a bettdook for the private-sector wage bill as the
economic situation improves. By 2014, the socialiséy funds’ budget should be nearly balanced.

34 Changein general government expenditure

The Government’s strategy will require efforts mntrol spending by every general government
sub-sector.

Table 5: Change in general government expenditure

Average per year in real terms (*) 2011-2014
General government 0.8%
Central government (APUC) -0.1%
Local governments (APUL) 0.8%
Social security funds (ASSO) 1.2%

(*) The average change for 2010-2011, 2011-2012222013, and 2013-2014, expressed in current sexptiding
the effects of the stimulus package and one-afffeas related to the local business tax reform.

3.4.1 State expenditure

2010 budget implementation

In 2010, State expenditures were containedhe target defined in the Initial Budget Act, where
expenditure growth is strictly limited to the irilan rate (the “zero real spending growth” rule),
was met (expenditure was €0.1 billion below thigirng). The containment of spending even made
it possible, within the total authorized ceiling,discharge the State’s entire debt to “Credit kemc
de France” under the home savings plans (€0.7ob)fliand to settle European Union clearance
operations (€0.1 billion) in the year of occurreifaed not the following year). The mobilization of
excess revenues allocated to social security schégte4 billion) allowed for discharging the
State’s outstanding gross debt to social security.

The general budget also incurred in 2010 some &inexpenditures that are not renewable beyond
2010, related to the end of the recovery plan (&dllbn) and future-oriented investments (€32.4
billion). Besides, the introduction of thedmpensation relais” intended to provide financial
compensation to local authorities on an interimsas2010 for revenue loss in connection with the
local business tax reform, resulted in a one-timpeaditure of €32.4 billion, with the State
receiving that year, in exchange, all revenuesect#d under the new tax system and the local
business taxes due for previous years.

Overall programming of State expenditure for 2011-2014 and applying it to the 2011-2013 three-
year budget

In line with the principle of a multiyear framewoidr the State budget, first adopted in 2008, a new
three-year budget for 2011-2013 was submitted byGbvernment and adopted by Parliament in
autumn 2010.

* The budget expenditure to discharge the CFF debot considered as a 2010 expenditure in nat@c@dunts, as it
was recorded in the past, when claims and obligatézised (flows are recorded on accrual basis).
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It contributes significantly to the consolidatiorf public finances, ast was developed in
compliance with the twofold budgetary rule described in a particular article of the 2011401
Multiyear Public Finance Planning Act:

- stabilization in current euro terms (“zero nomingpending growth”) of budget
appropriations and levies on revenue allocatedth¢oBuropean Union and local authorities,
excluding debt service and civil servant pensions;

- with the inclusion of these two expenditure items,annual increase in appropriations that
will still be limited to the inflation rate (“zerceal spending growth”) within the perimeter of
the expanded norm.

The addition of the rule on “zero nominal spendinggrowth excluding debt and pensions” is
particularly beneficial for the future. Indeed, this rule guarantees that the savingseaetion
civil servant pensions resulting from the 2010 pamseform, which gradually takes effect over the
programming period, will not be recycled to covehey expenditures. The full amount of this
savings will thus contribute to the structural agigation of our public finances. In addition, a
smaller increase in the cost of debt service coethtr the projections for the period would not be
recycled in the budgeting process for other Stapeeditures.

It is also anunprecedented effort in comparison with previous bdgets In the Initial Budget
Acts from 2006 to 2010, general budget appropmatiand levies on revenue, which are now
subject to the “zero nominal spending growth” rgeew on average by about €2.9 billion a year,
whereas they will henceforth be stabilised. Sucleféort requires significant savings, as stabilisin
appropriations imposes limits on expenditures, Wwinave tended to rise spontaneously.

Indeed, without measures to contain expenditurestpiogrammes subject to the “zero nominal
spending growth” rule grow spontaneously. That ifiywsavings must be achieved to

counterbalance the spontaneous trend of expendjtorgth and free up new resources to finance
priorities, while stabilising overall appropriat®n

To achieve these objectives, preparation of thelZ 3 three-year budget was based on cross-
cutting savings targets, documented by@smeral Review of Public Policiegsee Section 5.1):

- the target of replacing only one out of every twtring civil servants is reaffirmed by the
2011-2013 three-year budget and extended to operatioich must reduce their staffs by
1.5% each year, which represents an effort compatalihat of the State;

- a target of reducing the operating expenditurethefState and operators by 10% over the
2011-2013 period, including a 5% reduction in 2011;

- a systematic review of intervention programmes wahsimilar target of reducing
expenditures by 10% by 2013.

The social security funds will also participaterotgh the implementation of target-based
management agreements, in the effort to replace aré out of every two retiring staff and to
reduce their operating expenditures.

The 2012 State budget

The 2012 Budget Bill will be prepared in compliancewith the 2011-2014 Multiyear Public
Finance Planning Act and the 2011-2013 three-yearulget (see Annex 2), of which it is the
second instalment.

The “zero nominal spending growth” rule limits ®tatppropriations, excluding debt service and
pension contributions, to €275.6 billion at 201 tipeter. Assuming a 1.75% increase in prices in
2012, applying the “zero real spending growth” ide perimeter including the cost of debt service
and pensions imposes a ceiling of €363.1 billioACGdt1 perimeter.

11



Beginning in 2011, these ceilings apply to all gahbudget appropriations and levies on revenue,
with the exception of appropriations to compensgattehe local business tax revenue, to which the
expenditure rules will not be applied in 2012,ra2010 and 2011.

Within these overall ceilings, in accordance wthie bperating principles of the three-year budget,
this budget determines the ceiling for each missiorthe State budget. The ministries are
responsible for ensuring compliance with thesengst in accordance with the principle of “self-
insurance,” they are required, when needed, tothedwvay for financing any new needs that arose
after the preparation of the three-year budget.

The rule of replacing only one out of every twairie) civil servants will be continued in 2012,
resulting in the suppression of about 30,000 jab$ufl-time equivalents), as foreseen in the three
year budget. The target of reducing operating amervention expenditures by 10% over three
years will lead to a reduction of about 2.5% in 2(dfter a fall of 5% in 2011.

Consistent with the “zero nominal spending growtlié, all contributions paid by the State to local
authorities, with the exception of VAT compensatioind, which has its own dynamic, will be
stabilised in nominal terms, like in 2011.

The distribution of 2012 budget allocations amonggpammes, within missions, will be presented
to Parliament during the public finance policy debscheduled to take place in late June.

3.4.2 Expenditure of other government bodies

Other government bodies that are considered as “Sta operators™ will be directly involved in

the efforts to control public spending, as the srastting rules applied to the State under the 2011
2013 three-year budget concerning operations arlgoe also applied to them:

- Operators must make a collective effort, similathtat of the State, to reduce their operating
expenditures by 10%, beginning with 5% in 2011.

- The rule of replacing only one of every two refiyiaivil servants applicable to the State is
also applied to operators, but adapted to theiciBpesituation, in terms of demographics.
This rule, which for operators, excluding higheueation and research, means an overall
staff reduction of 1.5% per year, , will lead te uppression of about 2,600 jobs in 2011.

To achieve this savings, an initiative to auditrapars representing important economic stakes was
launched in 2009 and will be continued throughbetgrogramme period. By end-2011, nearly half
of the workforce and budgets of operators (exclgdiniversities) will have been reviewed as part
of this initiative.

The prohibition for other government bodies to borrow from banks and issue securities with a
maturity of over 12 months should help contain their expenditure. This prowisof the 2011—
2014 Multiyear Public Finance Planning Act will @alsontribute to a better debt management at the
general government level.

The impact of future-oriented investments on the deit will remain moderate for public

finances, in light of the strategic decisions taken, whiehve much room for accumulating assets.
Thus non-consumable appropriations and loans, yequitchases and capital injections, which
account for two-thirds of appropriations, will hawe impact on the deficit, the former because the
interest paid will be secured by savings achievisdwhere in the State budget, and the latter
because they are considered to be financial trineacin national accounts. Only subsidies and

® The salient features of State operators are ltlegt ¢arry out public service activities, are mosihanced by the State
and are under the State’s direct control. The pwwf State operators and that of other governrhedtes are not
exactly the same.
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repayable advancgswhich account for the remaining third of appragions, will have an impact

on the public balance, as the subsequent repayofetitese advances will result in additional
revenues. The impact on the public debt will beeagdrout over time as disbursements are actually
made, because of the obligation to deposit thedundiedicated accounts opened at the Treasury
until they are eventually paid to the final benkiiig.

After the first phase of project selection in 201@pid implementation of future-oriented

investments is expected in 2011, together withdjusément for expenditures not implemented in
2010, for a total of slightly under €4 billidiThe programme is expected to reach cruising sjveed
2012, with an impact on the public balance of €2i{ion per year. The impact on the public debt,
which takes financial transactions into accountuMide €5% billion in 2011 and €3¥z billion per
year starting in 2012.

3.4.3 Expenditure of social security funds

Benefits paid out by the social security funds éased at a relatively high rate in 2010 (+3.8% in
nominal terms) owing to high expenditures on un@&wplent benefits (+8.0%) and strong
momentum in old-age benefits (+3.7%). In 2011, theyexpected to rise more slowly (+3.5%) due
to a fall in unemployment benefits, continued d@aio contain healthcare expenditure, with the
national healthcare expenditure target (ONDAM) expeé to grow by 2.9%, and the
implementation of pension reform. Over the 2012-420ériod, the upward trend in benefits should
be moderate (3.0% on average), thanks to the canwileffects of the pension reform voted in
2010, the implementation of ambitious objectivescamning healthcare expenditure, as well as the
expected improvement in the labour market.

Table 6: Change in expenditure of the social secuyi funds in nominal terms

2009 2010 2011 2012-2014*
ONDAM 3.5% 3.0% 2.9% 2.8%
Family-Housing 3.4% 2.5% 2.2% 2.6%
Old age 4.5% 3.7% 4.6% 3.6%
Unemployment 21.1% 8.0% -2.6% -0.9%
Total expenditure 5.1% 3.8% 3.5% 3.0%

* Average annual growth rate, 2012-2014.

Healthcare benefits

In 2010, thanks to the implementation of targeted savimgasures, the slowdown in healthcare
expenditure observed since 2008 continued. Fofirstetime since its creation in 1997, the actual
growth of healthcare expenditure in 2010 complieith whe annual national healthcare expenditure
target established by Parliament in the Social SgycBudget Act. At 3.0%, the growth rate of this
expenditure would be one-half point below the agerannual growth rate observed between 2006
and 2009. All the sectors constituting this tag@itributed in 2010 to the reduction of expenditure

In particular, the target for private practice webhlave been respected thanks to stronger measures
to control unnecessary prescriptions or lower grig@f pharmaceuticals and professionals in the
radiology and biological sectors), together withgéded measures to increase the contribution of

® Repayable advances, which were considered tonaedial transactions in the previous programmehare treated
as expenditures.

"' 80% of the expenditure for future-oriented investis is borne by other government bodies and steisdorne by
funds that are separate from the State in termsid§etary accounting but attached to it in nati@ealounts.
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persons covered by insurance (a €2 increase ifteti@te charge in hospitals, and a reduction from
35% to 15% of the reimbursement rate for drugs whasefulness is deemed to be limited). The
€0.6 billion plan for additional measures decidedoy the early warning committee in spring 2010,
as well as the freezing decisions taken later alge thought to have contributed to the meeting of
this target.

For 2011, the national healthcare expenditure target is base pursuing efforts to contain
spending with a target of 2.9% corresponding tarthér slowdown. These efforts are in line with
ongoing attempts to increase the efficiency of balthcare system and the resulting anticipated
consumption of medical services. That is why, oearafter establishing the Regional Healthcare
Agencies (ARS), the proactive policy for containingalthcare expenditure is being pursued and
targets three concomitant areas of interventi@k management through the control of unnecessary
medical costs, implementing a policy of price aeg fadjustments, and a gradual focusing of
expenditure on the most medically useful typesanéc

For 2011, additional measures amounting to €2 Hobilhave been taken, reducing expenditure
growth from 4.4% (spontaneous growth taking intooamt the effect of revised fees for certain
procedures) to the agreed-on target. This figumvshthe continued intensified efforts to manage
risk and efficiency that are expected to resukamings of €1.2 billion, including €0.6 billion fro
controlling private practice medical costs and €fllfson in the medico-social sector. The quest for
greater efficiency in the hospital sector wouldufesn savings of approximately €0.2 billion
(supplementary list of high-cost innovative treatise savings on appropriations for general
interest tasks, assistance with contracting manageservices...). With respect to fee adjustments,
the combined reductions of fees for certain medspacialties (radiology and biological testing)
and certain hospital services (public and privatet@ convergence) coupled with lower prices for
patented medications should result in savings o® ®dlion. Finally, focused expenditure would
permit savings of about €0.3 billion, two-thirds wfhich is due to the 5-point increase in
copayments for medical treatment and the contimeddction of reimbursement for drugs whose
usefulness is deemed to be limited.

From 2012 onward the 2011-2014 Multiyear Public Finance Planningt Aets the healthcare
expenditure growth target at 2.8% per year in namierms. In the same way that the additional
measures taken over the course of 2010 made ithp@wse comply strictly with the 2010 target,
enhanced governance and monitoring of healthcgperehture growth decided on following the
Briet report will help meet future targets. Therahing of a steering committee is already helping
to better identify and monitor the infra-annual emgiture determinants. In order to ensure that the
target agreed on in the Social Security Budget i&amet, this committee will help implement
additional measures if deemed necessary by anwarlying committee with enhanced powers. On
the basis of the warning threshold for the healthexpenditure growth target, reduced from 0.75%
to 0.5% percent by 2013, this committee will anrmua decision several times a year: an initial
opinion for the coming year will be delivered whtre Social Security Budget Bill (PLFSS) is
submitted, and updates will be announced in middAprd end-May at the latest. This timetable
will make it possible to identify more quickly ampssible deviations and to take the necessary
measures to ensure that the targets are met foretire The introduction of systematic mechanisms
to maintain reserve allocations also enhancesapadity for infra-annual fine-tuning of the target.

Old-age benefits

Growth in old-age benefits is expected to slow dalring the programme period (+3.6% per year
in 2012-2014, down from 3.7% and 4.6% in 2010 afd12respectively), thanks to the rapid
implementation of the 2010 pension reform. Cormdia price indexation, growth in benefits

would actually slow down from +2.8% in 2010 and 2@4 +1.8% over the 2012-2014 period.

The 2010 pension reform will counter the effectsaaising life expectancy and large numbers of
baby-boomers reaching retirement age. It focusea meduction in benefit expenditures resulting
from later retirements and thus a drop in the nundfepensioners. The main provision of the
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reform is to raise retirement age gradually by fwars for everyone (from 60 to 62 for employees
under the general scheme), and the age for autoeraitlement to full retirement benefits from 65
to 67. The effects of the reform will be visibleoin 2011 on, and are expected to increase
throughout the programme period and even beyomdesihe implementation of the reform is
staggered over a period ending about 2020 (se@8&)t

Other social benefits

Family and housing benefits grew by 2.5% in 2010 are expected to rise by 2.2% in 2011, with
housing benefits growing slower than family bersefver the 2012-2014 period, the average
growth of family and housing benefits is projecte@®.6%.

Finally, after two years of increase linked tongiunemployment, expenditure for unemployment
benefits is expected to fall by 2.6% in 2011. Owwer programme period, the expected upturn in the
labour market should allow it to fall by an average@bout 1% from 2012 to 2014.

3.4.4 Expenditure of local governments

The programme is based on the assumption that lagtiorities seek a gradual return to
equilibrium in their financing capacity over theogramme period. This improvement would be
achieved mainly through a marked slowdown in l@glenditure over the period, to which several
factors are expected to contribute.

The local investment cycle will be less dynamicrtiiae previous one, which was characterised by
a marked rise in construction costs. The programraogcts local investment to grow at a rate close
to GDP growth over the years 2011-2013, the peprededing local elections in 2014, followed by
a slowdown in 2014, in a pattern consistent withdhe observed during past election cycles.

Local authorities can be expected to continue tfierte made in 2010 to contain current
expenditure. The State will also contribute to #h@wdown in current expenditure by freezing
financial endowments to local authorities (exclggdihe VAT compensation fund) and limiting the
number of regulations that apply to them. The mefaf regional and local authorities, which will
help contain local expenditure, is consistent withs approach. Full implementation of the
Disability Compensation Benefit (PCH) will contriieuto a slowdown in local public expenditure.
The improving economic situation will also helprémluce the social inclusion benefRSA socle

3.5 Changesin public revenues

After recovering partially in 2010 following its atp decline in 2009, the aggregate tax and social
security rate is expected to continue to increas# R013, owing to the continued spontaneous
post-crisis "catch-up" of revenues and the reduastim tax expenditure and social contribution

exemptions projected for the period. The rate [geeted to stabilise in 2014 at 43.9% of GDP.

This is based on the assumption of an averageaash taxes and social security contributions

between 1.0 and 1.1 during the 2011-2014 periothfewed to 1.2 during the 2011-2013 period
under the previous programme), which over the @ogne period would compensate for the sharp
fall in taxes and social security contributionsttigalarly the corporation tax, observed during the
crisis.

This assumption is consistent with a scenario wigeosvth gradually catches up to its potential.

Over the long term, the elasticity of taxes andiaogecurity contributions to growth is close to

unity but may experience cyclical fluctuations. $hilne elasticity of taxes and social security
contributions, especially taxes collected by that&tmay be slightly above unity during periods
when the growth rate is above potential.

The programme period also includes the full setnebsures enacted (see SectionSignificant
efforts aimed at increasing public revenue are exmted in 2011 consistent with the target of
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€11 billion in discretionary measures set in th& 222014 Multiyear Public Finance Planning Act.
Additional new measures amounting to 0.6 point BiFGvere taken in the Initial Budget Act (LFI)
and the Social Security Budget Act for 2011, pattdy in connection with pension reform,
financing the social security debt, and rationaflsexemptions that are considered too costly in
view of their effectiveness. In addition to theseasures, other factors that should contributedo th
improvement are the end of the temporary costfofmeng the local business tax and the payback
effect of early reimbursement of the research taxlit (part of the stimulus package), which brings
to 0.9 point of GDP the contribution of discretiopaneasures to growth in the aggregate tax and
social security rate in 2011. Between 2012 and 2@dditional efforts to reduce the cost of tax
expenditure and social security exemptions shoald meet the minimum target of €3 billion per
year for new measures set in the 2011-2014 Multipedlic Finance Planning Act.

In addition, the GDP share of revenue excluding$aand social security contributions is expected
to remain nearly constant between 2011 and 2014.

3.5.1 State revenues

In 2011, the State's net tax revenue is expected to higbtlg compared to 2010, despite the
disappearance of the 2010 one-off revenue in cotipm with the local business tax reform (new
revenue temporarily allocated to the State budge2010 and subsequently allocated to regional
and local authorities starting in 2011, and otlangferred revenu&)Without this effect, net tax
revenue would grow strongly in 2011.

Against a background of economic recovery, thisrgjrincrease can be explained first of all by the
continued catching-up effect of tax revenue aganeslth produced after its steep decline in 2009.
This revenue would come mainly from the corporat@x and, to a lesser extent, from the income
tax, owing to the improvement in 2010 of companigstformance, the private-sector wage bill,
and pensions, as well as capital gains on finalsis¢ts due to the stock-market recovery.

In addition, net tax revenue would benefit from thesitive effect of new measures, and in
particular:

- tax measures taken in accordance with the 201liallf&udget Act (see Section 5.2),
consisting essentially of reduced tax exemptioriges€E measures are expected to increase
the State’s net tax revenue by €2.8 billion, pattdy with the creation of the systemic risk
tax on banks, elimination of the reduced VAT rate"wiple play” (telephone, internet, TV)
services, and increasingly targeted tax credits@istainable development.

- the payback effect of early reimbursements underdicovery plan (research tax credit and
corporation tax carry-back), amounting to €3.6idnll

In 2012, the State’s net tax revenue is expected to gramtgpeously faster than nominal GDP,
thanks to the continued catching-up effect (mosalbfthe corporation tax). The Government’'s
efforts to reduce tax expenditure would also cobote to increased revenue, particularly owing to
the measures taken in accordance with the 20lialIBtdget Act (reduction of the tax credit for

solar energy equipment, 10% reduction of a seriescome tax credits and reductions, reform of
the home ownership tax regime, etc.).

In 2013 and 2014 tax revenue is expected to grow faster than GBRonnection with above-
potential growth of economic activity, and the eidhe catching up of revenue following its steep
decline in 2009. At the same time the reductionta{ expenditure and social contribution
exemptions would continue, to comply with the minmm requirements for new tax and social
security measures prescribed by the 2011-2014 \altiPublic Finance Planning Act.

8 Abolition of the local business tax will resuly 2011, in the transfer to local authorities of tieav taxes created in
2010 to replace the local business tax (value-addettibution and property tax on corporationsiva$l as a number
of other taxes (particularly the special tax orumasice contracts and the tax on retail establisktshen

16



The reform of taxes on personal wealth, which Wwdl submitted to Parliament in May 2011, will
have a neutral effect on the State’s tax revenuthtoperiod.

3.5.2 Revenues of social security funds

In 2010, the revenue of the social security funds increakgd2.0% excluding exceptional
measure$, mainly owing to the increase in the private-seai@ge bill (+1.9% as defined by
Agence centrale des organismes de sécurité sopl®©SS). This is mostly due to the 1.9%
increase in social security contributions. At tlaeng time, the tax revenue of the social security
funds have benefited from new measures (doubliadl#t-rate social security levy, abolishing the
CSG [generalised social security contribution] eggan for the inheritance of certain types of life
insurance contracts).

In 2011, growth in social security revenues is expectebdeaynamic (4.5% not adjusted for one-
offs) thanks to the significant new measures vatatie Budget Act and the Social Security Budget
Act in fall 2010 and a larger wage bill (+3.2%)rdtiof all, pension systems should receive about
€3.7 billion from targeted new revend®sa one-point increase in the marginal rate forhighest
income tax bracket, higher taxes on stock optiond aupplementary pensions for senior
executives, annualization of general reductionsoafal security contributions for low-paid workers
(see Sections 5.2 and 6). In addition, three naeuees have been allocated to social security as
part of the transfer of the social security debtpanting to €3.6 billion: a special tax on insunc
contracts, the taxing of sums placed in the capéaérve by insurance companies, and levying
social security contributions on the euro compos@itlife insurance contracts. Finally, various
measures (particularly the two-point increase m ftht-rate social security levy and the 0.1 point
increase in the contribution rate for work accideahd occupational diseases) are expected to
generate about €0.9 billion in additional resourdesall, about €8 billion worth of new measures
would support social security revenue in 2011.

In 2012-2014 the stronger recovery should allow the privatetagewage bill to grow strongly
(+4.2% in 2012, +4.5% in 2013 and 2014), resultimgncreased social security contributions.
Given the slower growth of the public-sector wagle dnd certain tax revenues, the revenues of
social security funds are expected to grow at arame rate of nearly 4.0% between 2012 and
2014.

3.5.3 Revenues of local governments

The taxes for local governments are expected to @montaneously at a rate close to GDP (with
elasticity slightly below unity). Moreover, in vieaf the local elections scheduled for 2014, the
programme assumes a moderate increase in locedt@scresulting in increased revenues averaging
about €0.7 billion per year throughout the period.

3.6 Public debt and stock-flow adjustment

In 2010, the public debt ratio according to the Maastridétinition rose by 3.4 points of GDP, a
rate considerably slower than in 2009. This is daeonly to a reduction in the deficit, but also to
stronger growth in economic activity and negatiteek-flow adjustment (-2 points of GDP).

° The Pension Reserve Fund benefited from the oheroteeds from the sale of the last third-generatinobile
telephone licence and awarding of the last aval&glquency slots, amounting to a total of €0.8dwil In addition, in
2010, the excess from the “Panier Fillon” was usrdeptionally to repay the State’s debt to socalusity. These
revenues were reallocated to the State in themadtaccounts.

19 This figure applies only to social security fundagd the overall figure for general governmentrisspnted in Table
11.
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This stock-flow adjustment results primarily from significant reduction in the general
government’s cash position (-1.5 points of GDP)tipalarly that of the State, with a reduction of
over €22 billion in the Treasury account balancengwo a drop in the precautionary cash balance
necessary to cover cash requirements from the begjrof the year, as well as the high level of
government securities issue premiums en 2010 @6iAdt of GDP). The gradual withdrawal of
measures to manage the economic and financias @lso contributed, with the repayment of a part
of the loans to car manufacturers (€2.2 billion)l amvestments made in banks by the Corporation
for State Equity Holdings (SPPE), which allowedoitreduce its debt by €3.5 billion. By contrast,
the emergency loans granted to Greece (0.2 poi@DOf?) contributed to the rise in the gross debt
ratio.

In 2011, the debt ratio is expected to rise by 2.9 poifit&DP, essentially as a result of the gap
between the public balance and the stabilisingtpdine stock-flow adjustment should be close to
zero, as a result of various transactions havingpsite effects. The financial support provided to
euro area member states facing difficulties (diteahs to Greece, loans to Ireland through EESF
and the financial transactions carried out withine framework of future-oriented investments
should contribute positively to the stock-flow agtjment. Repayments in connection with the
withdrawal of crisis-management measures (loansatomanufacturers and investments in banks
through SPPE) would contribute negatively, as wdbklsale of private securities by the Pension
Reserve Fund (FRR), not only to help reduce thd délthe Social Security Debt Amortization
Fund (CADES) (€2.1 billion per year beginning i012) but also owing to the modified
investment strategy resulting from its participatio pension reform, which led it to reallocatetpar
of its portfolio to more certain investments, pautarly government securities.

In 2012, the increase in public debt should be smaller fhit of GDP), thanks to the reduced
deficit. The stock-flow adjustment will contributaly marginally to the increase in the debt ratio
(0.2 point of GDP). The adjustment would result mhafrom continued financial support to Greece
and Ireland.

Beginning in 2013,with the conventional assumption of zero stockvfladjustment, the debt ratio
should start falling thanks to the return of thélpubalance above the stabilising point. Thuseraft
reaching 86.0 points of GDP in 2012, the debt regiexpected to fall to 84.1 points of GDP in
2014.

4. Sensitivity analysis and comparison with the previos
programme

4.1 Sensitivity to external assumptions

The international scenario underlying the projewic as follows:

* Oil prices will settle at US$100/bbl startingthre second quarter of 2011 and subsequently remain
at this level until 2012, followed by an increasghe nominal price per barrel in line with inflati
(i.e. 1%4% per year from 2013 to 2014);

* It is conventionally assumed that the exchande between the euro and the dollar will be
stabilized at US$1.40 during the entire period umdeiew;

* Global activity and world trade will begin to ven to their long-term average as of 2012. World
demand for French goods and services would incregs®/~ % per year starting in 2013, i.e. its
average during the period from 1987 to 2007, aftewing by 11.6% in 2010 and 6.4% in 2011.

M The forecast at this stage does not include tieetedf potential financial support to Portugalt fehich neither the
amount nor the procedures have been determined.
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Overall, these assumptions are close to those efCtimmission. It is nevertheless possible to
evaluate the effect of other external assumptionghe French economy. Below, we will examine
the impact of greater world demand for French gaoakservices, higher oil prices and an increase
in the exchange rate and the interest rates.

4.1.1 Impact of a stronger increase in world demand for Fench goods and services

An increase in world demand for French goods amndcas would pass almost entirely on exports,
after which it would spread to the rest of the esog, primarily through increased corporate
investment.

Assuming constant nominal interest rates, a perntaimerease of 1% in world demand would
improve activity by about 1/4 point of GDP and geae about 40,000 extra jobs after three years.
The impact on inflation would be low at constantkeange rates.

To illustrate the point, a 1% increase in world dech for French goods is equivalent to a
temporary increase in US growth of about 1 pointgig the importance of the American market in
French exports of goods (8%) and the spill-oveea#f for the world economy. Should global
demand slow down, the orders of magnitude woul@lbeost exactly the same, but in a negative
direction.

Table 7: Impact on the French economy of a 1% inci@se in world demand for French goods
and services (*)

(deviation from baseline scenario as a %) 2012 2013 2014
GDP 0.2 0.2 Ya
Total employment (thousands) 9 27 40
Consumer prices 0.0 0.1 0.1
Public net lending (in points of GDP) 0.0 0.1 0.1

® Permanent increase of 1% in world demand occuiTiregrly 2012.

This shock would be the result of a significantr@ase in activity, an improved labour market and
relatively low positive effect on inflation. Increed momentum of demand and payroll income
would have a positive impact on tax revenue (VAdiporation tax, personal income tax, social
security contributions and other taxes). The slgffeact on inflation triggered by this demand shock
would have little impact on expenditure growth, @hiwould speed up less quickly than revenue.
In all, public net lending would improve by about @oint of GDP as of 2013.

4.1.2 Impact of higher oil prices

A rise in oil prices would increase imported inite, which in turn would directly increase
consumer prices at constant exchange rates. Thisnatic effect would be strengthened by the
induced change in production costs and increasesges to offset — in whole or in part — higher
prices, which would add to the inflationary impathe rise in consumer prices and the weakening
of corporate profits would then converge to curbivety. These effects would also be felt in other
net oil-importing countries, resulting in their ted contribution to world demand for French
goods and services but also, on the positive gigg;ovements in price competitiveness owing to
the weaker sensitivity of production prices to piices in France compared to its main trade
partners. In addition, higher oil prices suppormremmic activity in the net oil-exporting countries
due to the increased oil revenues they produce.

A model including a macroeconomic balancing effeth the rest of the world suggests that a
lasting $20 increase in the price of a barrel &iffodom $100 to $120 for example, and at constant

12| this variant, the price of oil is consideredggnous and thus unresponsive to changes in werfthdd.
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real interest rates and exchange rates, would ooyt a drop in activity of 0.1 point and raise
consumer prices by 0.3 point the first year, coragdo a situation with no increase in oil prices.

Table 8: Impact on the French economy of a 20% in&ase in oil prices (*)

(deviation from baseline scenario as a %) 2012 2013 2014
GDP -0.1 -0.2 -0.2
Total employment (thousands) -3 -28 -62
Consumer prices 0.3 0.8 1.2
Public net lending (in points of GDP) 0.0 -0.1 -0.2

(*) A 20% rise per barrel at the start of 2012, gxoous real interest rate, endogenous response biggt of the world.

The increase in oil prices would have a mixed immacpublic revenue. On one hand, the drop in
economic activity would have a negative impact enegal government tax revenues through 2014,
particularly from the corporation tax. On the othand, revenue sensitive to inflation and wages
(such as VAT or social security contributions) webuicrease in nominal terms. The net impact on
revenue would be roughly neutral. By contrast, ithpact of increased spending, largely due to
higher inflation and a less robust labour marketuld already be felt in the second year and would
last through the third year. As a result, the pubklance would deteriorate by 0.1 point of GDP in
the second year and 0.2 point of GDP in the theakry

4.1.3 Effects of a 10% appreciation of the euro againstlbother currencies

An appreciation of the euro against all other auwies would automatically lead to a degradation of
France’s price competitiveness compared to cowmnigtside the euro area and to a negative
impact on economic activity in our euro area trpdetners. Exports slowdown would affect both
activity and employment. As in the rest of the earea, inflation would be moderated by an
appreciation of the effective exchange rate.

A model including a macroeconomic balancing effeith the rest of the world suggests that a 10%
appreciation of the exchange rate of the euro agah other currencies, and at constant real
interest rates, would bring about a drop in adtiwit 0.6 point and would lower consumer prices by
0.5 point the first year, compared to a situatiotinwwo appreciation of the euro.

Table 9: Impact on the French economy of a 10% apgciation of the euro against all other
currencies (*)

(deviation from baseline scenario as a %) 2012 2013 2014
GDP -0.6 -1.0 -1.2
Total employment (thousands) -30 -85 -149
Consumer prices -0.5 -0.7 -1.2
Public net lending (in points of GDP) -0.2 -0.4 6-0.

®) A 10% appreciation of the euro against all otherencies, at constant nominal interest rates.

An appreciation of the euro would have a negatimpact on most taxes and therefore on public
finances due to its adverse influence on activitg anflation. Moreover, a higher exchange rate
would reduce social security contributions (whicke @ased on the total wage bill). This
phenomenon would be only partially offset by a dmpexpenditure in connection with lower
inflation. Overall, the public balance would deteate by 0.4 point of GDP during the second year,
and 0.6 point of GDP the third year.
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4.1.4 Impact of a 100-bp interest rate increase

Faster-than-expected growth in the euro area arssigot visible at this stage, of the effects of
another round of oil price hikes on core inflatmyuld lead to an earlier hike in interest ratethm
euro area. An upward adjustment of both short-lang-term interest rates would penalise activity
in three ways:

* Productive investment would be affected by arrdase in interest rates since higher interest
payments would weaken solvency and lower profitigtilf capital.

* More expensive credit would also depress housmvgstments; moreover, rate hikes would
encourage savings instead of consumption (subetiteffect).

* If the euro appreciated as a result of suchirateeases, the euro area would be less competitive
vis-a-vis other countries, which would dampen aftstiv

At constant exchange ratEsa 1% rise in short- and long-term interest ratethé euro area would
reduce activity by 0.2 point of GDP during the ffiyar and 1/2 to 1 point of GDP during the
second and third years. Inflation would registernilal decrease.

These evaluations take the macroeconomic balareffiegt within the euro area into account. In
other words, decreased demand in other euro-amgaras would have a negative impact on the
French economy.

Table 10: Impact on the French economy of a 100 bjse in short- and long-term interest rates in the
euro ared’

(deviation from baseline scenario as a %) 2012 2013 2014
GDP -0.2 -0.5 -0.8
Total employment (thousands) -10 -60 -100
Consumer prices 0.0 -0.1 -0.2
Public net lending (in points of GDP) -0.1 -0.2 4-0.

®Lasting 100 bp increase in short- and long-terrarist rates at the start of 2012 at constant egehates.

Public finances would be negatively affected in tways by a drop in interest rates. First, the cost
of general government debt would rise due to highemcing and refinancing costs. Secondly,
public accounts would deteriorate owing to wealivay.

Decreasing growth would automatically push down d@axl social security revenue. In addition,
nominal expenditure would rise due to a depresabdur market and higher interest payments,
which would be only slightly compensated for by #fiect of lower inflation.

13 Combined with a rise in the exchange rate, arrésterate increase would have a significantly greatonomic
effect.
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4.2 Comparison with previous programme

Table 9: Comparison of 2010-2013 and 2011-2014 pragimes

2009 2010 2011 2012 2013 2014

2010-2013 Programme
GDP growth rate (% in real terms)  -2.3 1.4 2Y5 2Y5 2Y5

Public balance (% of GDP) -7.9 -8.2 -6.0 -4.6 -3.0
Structural balance (% of GDP) -5.8 -5.8 -4.0 -2.8 -1.6
Public debt (% of GDP) 774 832 861 87.1 86.6

2011-2014 Programme
GDP growth rate (% in real terms)  -2.6 1.6* 2.0 2Ya 2Y2 2Y2

Public balance (% of GDP) -7.5 -7.0 -5.7 -4.6 -3.0 -2.0
Structural balance (% of GDP) -5.7 -5.1 -3.8 -2.9 -1.6 -0.9
Public debt (% of GDP) 783 817 846 860 856 841

* quarterly accounts using raw data

The 2010 deficit reached 7.0 points of GDFsignificantly lower than projected in the previous
Stability Programme (8.2 points of GDP). This difflece can be explained mainly by the
following:

The impact of growth on public revenues has been giner than expected(0.4 point of
GDP). GDP growth in 2010 (1.6, as well as elasticity of taxes and social seguri
contributions to GDP were higher than projectedtlie previous programme (1.6%
compared to 1.4% for GDP growth and 1.4 compare@lQdor elasticity). Public revenues
picked up faster than expected after they droppedbnormally low levels in 2009. For
example, tax revenues related to housing transecticollected by local authorities
rebounded by 35% after having fallen by 26% in 20&%d social security contributions
benefited from the improving labour situation ahdg from the larger private-sector wage
bill. Indeed compensation of employees in the pe\sector, as defined by ACOSS, grew
by a total of 0.7% during the 2009-2010 period, pared to a cumulative drop of 1.3%
projected in the previous programme.

temporarily lower than expected cost of certain mesures implemented by the
Government, which contributes to an upward revision by 0.4 powi GDP, without
significantly modifying their total long-term costhe temporary cost of implementing the
2010 local business tax reform was revised downward0.2 point of GDP, without
significantly changing the cost of the reform & druising speed. At the same time, the
implementation of future-oriented investments wlasver than anticipated, owing to delays
in selecting investment projects, thus incurringdo public expenditures than anticipated in
2010 (0.1 point of GDP). Finally, the implementatiof the in-work income supplement
(RSA activitg was slower than expected, thus improving the 2fdlance by 0.1 point of
GDP.

strong improvement in the balance of local governnms, essentially due to an 8%
overall drop in investment during the 2009-2010iqee 0.3 point of GDP). In connection

14 Quarterly accounts using raw data.
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with the start of the electoral cycle, the previpusgramme projected a moderate increase
in local investment in nominal terms (a total of 3%ring the 2009-2010 period). The
significant drop in investment observed would sdenmndicate prudent behaviour on the
part of local authorities in a general climate abjic expenditure moderation. It would also
seem to indicate the beginning of a local investnogule significantly less dynamic than
the previous one, which was characterised by ragidiwing construction costs.

The 2011 public balance is expected to reach 5.7ipts of GDP, compared to 6.0 points in the
previous programme.

- The factors contributing to the improved 2010 pulic balance lead to an improvement in
the 2011 balancg0.4 point of GDP in total). The improvement inbfia revenues in 2010 would
lead to a smaller rebound in 2011, with elastioityaxes and social security contributions to GDP
lower than in the previous programme (1.1 compéaoedl.2). Moreover, the total cost in 2011 of
measures whose impact was revised downward for @0fidre-oriented investments, reform of the
local business tax and the in-work income suppléjrisrgreater by 0.1 point of GDP than the cost
indicated in the previous programme, particulaggduse some investments planned for 2010 were
deferred until 2011.

- The Government greatly increased its efforts to educe tax expenditures and social
contribution exemptions. New tax and social security measures amountingvey €11 billion
have been passed in accordance with the InitiagBudct and the Social Security Budget Act for
2011, mostly in the form of reduced tax expendguard social contribution exemptions, including
pension reform measures and others concerned wahding the transfer of the social security debt
to CADES. Compared to the previous programme’s etar@ €2 billion reduction in tax
expenditures and social contribution exemptionkjs effort will result in additional savings
equivalent to 0.5 point of GDP.

- On the other hand, the revision of the growttedaist (from 2.5% to 2.0%) contributes to the
degradation of the public balance by 0.3 point &RG This revision reflects slower spontaneous
growth of government revenues and increased expeadi for unemployment benefits. At the
same time, the 2011 inflation forecast was reviggdard (from 1.5% to 1.8% based on the CPI
excluding tobacco), resulting in faster growth ubjic spending, particularly for social benefits.

- Finally, a number of factors that are less favourale than expectedexplain the rest of the
downward revision of the 2011 public balance by pdant of GDP compared to the previous
programme: in particular increased spending on ipwu®rvice in electricity (CSPE) related to
financing renewable energy sources, faster growthinterest charges paid by the general
government as a result of more rapidly rising ies¢rates, and slower than expected growth in the
State’s non-tax revenues.

In 2012 and 2013, the deficit is expected to reaegh6 and 3.0 points of GDP respectively, as
projected in the previous programme.The spontaneous growth of government revenuesbwill
slower than in the previous programme, owing tevslogrowth in economic activity in 2012 (2%%
compared to 2%%) and lower elasticity of taxes aadial security contributions to GDP (1.1
compared to 1.2), given that the “catch-up” effetrevenues after their abnormal drop in 2009
began in 2010. The nominal public finance targatsuld still be met, thanks to greater structural
efforts compared to the previous programme: infeusiefforts to reduce tax expenditures and
social contribution exemptions, making it possitdecomply with the minimum requirement of
€3 billion per year in new tax and social secuntgasures called for in the 2011-2014 Multiyear
Public Finance Planning Act (compared to the tade€2 billion annual reduction in tax
expenditures and social contribution exemptionth@previous programme) and better control of
government spending, thanks in particular to thedranplementation of the 2010 pension reform,
the twofold budgetary rule, and 2.8% annual growthealth care spending subject to the ONDAM
target.
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With respect to the public debt the revised trajectory is primarily the result tbk updated
forecasts for the deficit and nominal growth. Theck-flow adjustment was lower in 2010 than
projected in the previous programme (-2.0 point&BP compared to —0.5 point of GDP), thanks
in particular to a greater than expected redudtiothe general government cash position and the
early repayment of the emergency loans to car naatwfers and investments in banks as part of
the measures to manage the economic and finandggs$.cBeginning in 2011, the stock-flow
adjustment will be relatively close to zero in thr@gramme as in the previous one.

5. Quality of public finances

Improving the quality of public finances is a crucal issue,particularly during periods of fiscal
consolidation. Enhancing the efficiency of governinexpenditures and revenues helps mitigate
the impact of savings measures on economic actanty maintain the quality of public services,
while at the same time reducing costs.

France has intensified its efforts in this area inrecent years. Efforts have focused on
streamlining expenditure, through continuation teé tGeneral Review of Public Policies (RGPP)
and its extension to the State’s operators, locakgiment reform, and other measures aimed at
making healthcare services more efficient. At thime time, maintaining the research budget within
the three-year State budget and implementing fudtisnted investments help stimulate the
economy’s growth potential. On the revenue sides thduction of the least efficient tax
expenditures and social contribution exemptionsetdaon cost-benefit analysis, and the coming
reform of taxes on personal wealth will help stréaenthe tax and social contribution system.

5.1 Quality of public sbending

5.1.1 General Review of Public Policies (RGPP)

Since the RGPP was launchedbout 400 measures, affecting all ministries, havieeen agreed
upon. These measures are subject to a transparentaregald rigorous monitoring: as of March
2011, 87% of the measures introduced since 200@ peygressed in accordance with the initial
targets, 10% have required corrective action, &bdade significantly behind schedule. Moreover,
about 50 new measures were adopted on 9 March 201He %' meeting of the Public Policy
Modernisation Council, which mainly concern simigtions, audits of operators, and intervention
expenditures.

The 2011 Budget Act includes about €5 billion ofisgs which, added to those resulting from the
RGPP in 2009 and 2010, bring the total amount ter &7 billion for the 2009-2011 period,
consistent with the initial targets.

The RGPP gave rise tonaajor reorganisation of administrative structures. central government
entities were reconfigured and State’s decentls@gministrations were regrouped into two or
three inter-ministerial departmental directoratesl @ight regional directorates. Major sectorial
reforms have also helped streamline judicial jucisons and the defence apparatus, as well as the
tax and public accounting authorities with the ticeaof the Public Finances General Directorate
(DGFiP).

Efforts have also been made to promote ploling and sharing of government support
functions: establishing the Public Procurement Departmentaecing the role of France
Domainé€ in the area of real estate, linking all State exgliture programmes to théhorus
management software, which has been in generakinse 1 January 2011, and creation of the
National Payroll Department (ONP) and the Interistarial Directorate for State Information and
Communication Systems (DISIC).
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The RGPP has alsxtended the rules of good public governance to o@tors, which must now
apply the same rules as their line ministries.

The RGPP has also helped make good progressproving the quality of public services by
creating a number of “one-stop counters” for taxgray(one-stop tax counters), job seek@dlg
Emploi), and businesses (Regional Directorates for Basg®e Competition Policy, Consumer
Affairs, Labour and Employment, “one-stop businessunters” to simplify procedures for
entrepreneurs) and by providing on-line servicesigh-priority uses.

With regard to staffing, the RGPP continues to yppé rule orreplacing only one out of every
two retiring civil servants. This rule has helped produce savings with respectvage bill
expenditures, as nearly 100,000 vacancies are &dgtergo unfilled between 2009 and 2011, for a
gross savings of €2.7 billion. To this short- aneédium-term impact will be added the significant
long-term reduction of the State’s commitmentsréanmuneration and pensions of staff who will not
have been hired. By 2012, the number of civil setvas expected to return to its level during the
1990s, which means 150,000 fewer civil servants the period from 2007 to 2012, the equivalent
of a 7% reduction in the central government ciehsce. In accordance with the Government’s
commitment, half of the savings generated by tedfets to enhance productivity has been passed
on to civil servants and will continue to be. Byde2D11, additional funds amounting to about €1.4
billion will have been paid to civil servants comga with 2009.

Overall, the entire programme of reforms implemdntarough the RGPP constitutes the
cornerstone of the 2011-2013 three-year State budgewas the case for the first three-year
budget.

5.1.2 Higher education and research: the Government’s buglet priority

The higher education and research sector is the rity objective of the 2011-2013 three-year
budget. In fulfilment of President Sarkozy’s commitmengd#ional fund amounting to about
€9 billion—not including stimulus measures and fatariented investments—will have been
dedicated to higher education and research ove2fié-2013 period.

These efforts are being made first of all throughjan structural reforms and the allocation of
resources aimed at enhancing the appeal of carebrgher education and research, increasing the
autonomy of universities, stimulating their edusatiand research initiatives, and developing an
enhanced social policy to ensure that studentsesudcc

Efforts are also being made to protect jobs in éigkducation establishments and research centres,
at a time when all the other ministries (excludingtice) and other State operators will see their
staffs and operating budgets decrease over the-2013 programme period. In addition,
exceptional resources have been allocated to s under both thePlan Campusand as part

of the future-oriented investments.

5.1.3 Future-oriented investments

By focusing public spending anvestments with a high socio-economic returnfuture-oriented
investments contribute significantly to improvirgetquality of public finances. Funds allocated for
this purpose, totalling €35 billion, will be invest in higher education and training, research,
innovative industrial sectors and SMEs, sustaindblelopment and digital technology, in order to
better prepare France for tomorrow’s challenges.

The investment programme is implemented primarifytie State, through its operators, which

finance projects that are too large or risky tochgied out by the private sector, but that gererat

substantial returns for the economy. Co-financedheyprivate sector and thus able to be further
leveraged, the programme will stimulate growth po& and generate more revenue over the long
term.
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This targeting of expenditures that are most supoof growth is entirely consistent with the
Government’s intention to streamline public intertren and make it more efficient. In accordance
with a timeline of calls for projects spread outothe 2010-2012 period, juries composed of
international experts will select the projects eéodwarded financing on the basis of their scientifi
merit, profitability, and expected impact on potahgrowth.

The governance of the future-oriented investmerdgramme is based on the evaluation of public
intervention, and each project is monitored by tifece of the Commissioner-General for
Investments responsible for overseeing the programnder the leadership of the Prime Minister.
The operators responsible for implementing thequtsj will closely monitor activities and conduct
regular evaluations of the efficiency of the appraions from the scientific, economic, social and
environmental points of view, under the controbagupervisory committee and in partnership with
internal or external specialised audit teams.

5.1.4 Streamlining healthcare and local expenditure

With regard to healthcare expenditure, many reforms have been implemented over the past
several years to make healthcare services mor@egffiand improve the quality of expenditure.
Prime examples are the efforts to control unnecgspeescriptions and the cost of medical
treatment, a fee-for-service payment system forpitas, and the creation of new Regional
Healthcare Agencies designed to improve coordinabetween hospitals and other healthcare
providers. In addition, the annual setting of tladional healthcare expenditure target (ONDAM)
makes it possible to reconcile long-term variatiomsupply and the shorter-term meeting of the
target, as it is based on an evaluation of strattthianges, ongoing efforts to increase efficiency,
and as a last resort, measures to achieve saviaghdve more immediate returns. Finally, Article
12 of the Multiyear Public Finance Planning Act yades for containing the debt of public
healthcare establishments.

The reform of local and regional authorities thaswpassed in 2010 should contribute to the
streamlining of local expenditure. Thanks to enhanced inter-communal coordination toed
creation of the Territorial Councillor (an electefficial who, starting in 2014, will be a member of
both the Regional Council and tldgpartementevel Council), this reform will help clarify the
powers and responsibilities at the various levélfocal and regional government, and thus help
reduce the main sources of inefficiency at the lidegel, while enhancing public services. In
addition, the quality of local expenditure will al®enefit from a limitation of the number of
regulations imposed on the authorities and imprdwadncing out of inequalities among them, in
accordance with the recommendations of the workgirgip headed by Gilles Carrez and Michel
Thénault.

52 Quality of public revenue

5.2.1 Reforms implemented through 2010

The General Review of the Tax and Social Security ddtribution System, begun in September 2007
at the request of President Sarkozy, called festucturing of the system aimed at achieving gréak
efficiency and equity. Its recommendations, alrepdstially implemented in accordance with the 2007
Act on Labour, Employment and Purchasing Power @)EBubsequently led to the 2008 research tax
credit reform, creation of the local economic abation to replace the local business tax staiimd.st
January 2010, and a series of tax incentives delatenvironmental issues.

With the provision in the TEPA Act makingvertime hours tax-free the objective was to enhance
household purchasing power and increase the |albppiy, and in turn potential economic activity.
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Theresearch tax credit reformwas also aimed at boosting potential long-termvtiroThe tripling of
the tax credit for R&D expenditures (from 10% t&@@Cand abolition of the ceiling have helped to cedu
the cost of innovation and increase its privaternetthus bringing it more in line with its overatcial
return.

Reform of the local business tavand its replacement by the local economic corttabithave reduced
the tax burden on businesses. More preciselyréfiism has helped reduce the burden on productive
capital, replacing it in part by a tax base thacsnomically less distortionary: real propertyhe Teform

is fully consistent with the recommendations onnogk taxation made by international organisatianshs

as the OECD.

Tax policy has also been used since 2007 as amtiveeto environment-friendly behaviour:
sustainable development tax credit, ecological rd{panalty system for the automobile sector, génera
tax on polluting activities.

To counter the crisis, tax policy was used alortf wiher public action levers beginning in late 2@0d
throughout 2009 as part of thitmulus package In particular, measures to improve cash flow waken

to help businesses (early reimbursement of VATrdaand corporation tax credits) as well as measores
support household purchasing power (targeted incaxn@ductions).

5.2.2 Efforts to reduce tax expenditure and social contbution exemptions

Starting in 2011, the Government's fiscal consditastrategy will focus on expenditure control and
targeted increase in revenue. Given the alreadyléigl of taxes and social security contributibaetore

the crisis, the Government opted to avoid a gerteralincrease and chose instead to reduce tax
expenditures and social contribution exemptions {&ble 11).

This decision to reduce tax expenditures and scaidtibution exemptions is fully justified by theed to
streamline our tax and social contribution systam,a step towarédconomic efficiency and social
justice. The reduction of exemptions should focus on tiiegehave not proved efficiency in terms of the
targeted objective. In order to guide lawmakems,Government must submit to Parliament an evatuatio
of the effectiveness and cost of new tax experedituithin three years of its adoption. For the mess

in force as at 1 January 2009, this evaluation teistubmitted no later than 30 June 2011 (Artidlefl
the 2011-2014 Multiyear Public Finance Planning Act

More generally, reducing tax and social contribugxemptions will help move towaedsystem with a
broader tax base, which minimises economic distodnsand provides more flexibility for setting rates.
With regard to equity and social justice, limitingrtain tax measures makes it possible to bettgr al
contributions with ability to pay, thus reinforcitige rationale for measures taken earlier to sewarall
cap on certain income tax advantages.

At the same time, the incentive function of taxiggowas not forgotten in the 2011 Budget Act. In
particular, claims for the research tax credit idlpaid immediately to SMEs from now on, thus mgki
permanent the effect of the measures taken asffiaé stimulus plan.
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Table 11: New Tax and Social Security Measures imé Initial Budget Act
and the Social Security Budget Act for 2011

In billions of euros 2011 2012
Pension reform 3.9 0.6
Measures concerning stock-options and supplemeptarsions for senior executives (*) 0.2 0.0
Imposition of capital gains from sale of financalsets from the first euro (*) 0.0 0.2
Annualisation of general reductions in social sgégwontributions (*) 2.0 0.0
Abolition of tax credit on dividends (*) 0.6 0.0
Abolition of cap on share of expenses and chargetivadends (*) 0.2 0.0
Supplementary 1% contribution on high incomes amital incomes 0.4 0.1
Increase of 0.2 point of 2% social security cdnttion on capital income 0.2 0.0
Gradual alignment of contribution rate for civirgants with that of private sector (SS funds) 0.1 0.1
Gradual alignment of contribution rate for civirgants with that of private sector (State) 0.2 0.2
Financing the social security debt 3.6 -0.2
Taxing the capitalisation reserve of insurance camgs (“exit tax” stock) (*) 0.9 0.0
Ongoing taxation of life insurance contracts (*) 1.6 -0.2
Special tax on insurance contracts (TSCA) for quialif contracts (*) 11 0.0
Other measures in the 2011 Initial Budget Act 3.3 2.7
Elimination of reduced VAT rate on “triple play’elephone, internet, T\Bervices (*) 11 0.0
Taxing the capitalisation reserve of insurance camgs (taxing future flows) (*) 0.2 0.0
Reduced incentives for investments in solar eneggypenent (*) 0.2 0.7
Revised rules for filing income tax returns (mareagivil union, divorce) (*) 0.0 0.5
Increased targeting of incentives to invest in SNits 0.0 0.1
Lowering from 75% to 50% the reduced wealth tar fat investments in SMEs (*) 0.1 0.1
Application of the tourism company passenger veftiak to category N1 vehicles (*) 0.0 0.0
Abolition or reduction of exemptions for employemndributions (*) 0.8 0.3
10% reduction of a series of income tax creditsr@adictions (*) 0.0 0.4
Modification of research tax credit (*) 0.0 0.2
Limiting tax credits for premiums distributed ungbeofit-sharing schemes to companies with fewer 0.1 0.0
than 50 employees (*)
2% increase in flat rate applicable to capital gain immovable property 0.1 0.0
Tax on banks to cover systemic risk 0.5 0.1
Delaying the total abolition of the annual flate@brporation tax (IFA) to 2014 0.6 -0.2
Reform of house purchase incentive programme 0.0 0.6
Immediate payment of claims for research tax cted8MEs -0.3 0.0
Other measures in the 2011 Social Security BudgetcA 0.9 0.0
Two-point increase in the flat-rate social secustyy (from 4 to 6 points) (*) 0.4 0.0
Limiting the 3% for deduction of business expere@slicable to general social security contribution
(CSG) (% 0.0 0.0
Subjecting remunerations paid by third partiesoiiad security contributions (*) 0.1 0.0
Increase in rate of contributions for work-relatettidents and illnesses 0.4 0.0
Other 0.1 -0.6
Impact on income tax and corporation tax of meastaken in the 2011 Budget Act and Social
Security Budget Act 0.0 0.7
Other 0.1 0.1
Total tax expenditures and social contribution exemions 9.5 2.2
Total new measures passed since July 2010 (excludicmntribution for public service in 119 24

electricity [CSPE])

(*) measures concerning tax expenditures or sambaltribution exemptions
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5.2.3 Outlook and reform of taxes on personal wealth

President Sarkozy announcedeform of taxes on personal wealth and income stening from
it for Spring 2011, which will focus mainly on the wealth tax (ISF)dathe tax cap.

This reform will consist mainly of eliminating thgax cap” that allows taxpayers to limit the
amount of their tax liability to 50% of their inc@nAt the same time, wealth tax scale will be
considerably simplified with a proportional scateluding only two rates (instead of the current
six). The tax liability threshold will also be ra from €800,000 to €1.3 billion and an “exit tax”
will be imposed.

This reform will have a neutral effect on publiodnces as it will be fully financed, primarily
through an increase in certain inheritance andgxis.

6. Sustainability of public finances

6.1 Continuation of structural reforms

The continuation of structural reforms, which widbntribute in particular to improving the
economy’s long-term growth potential and thus th&tanability of public finances, is a priority for
the Government, whose strategy is described inldetde National Reform Programme.

6.2 TheZ2010 pension reform

The ageing of the population, along with the e8euft the crisis, presents serious financial rigks t
our pension system. The November 2010 reform igdiat ensuring its sustainability by extending
the length of service. It thus contributes sigmifity to restoring the sustainability of public
finances (see Box 1).

The main provision of the reform calls fgradually raising the minimum age of pension
entitlement from 60 to 62, and the age for automati eligibility for a full pension from 65 to
67. This two-year increase applies to everyone in libthprivate and public sectors. It will be
implemented at the rate of four months per yeasetiaon “generations.” The first generation
concerned includes persons born in the seconbha®51, who will be eligible to retire at the age
of 60 plus four months. The new age limits will dygplied to persons born in 1956, who will have
to wait until the year in which they turn 62 toiafatheir pension, and who will be automatically
eligible for a full pension at age 67.

Along with these raised age limits there will beierease in the number of contribution years,

in line with future increases in life expectancyas planned in the 2003 reform. Indeed, the 2010
reform confirms the core principle of the 2003 refp basing the number of contribution years
required to be eligible for a full pension on thation that increased life expectancy should be
divided between years spent working and yearstoeneent. The required number of contribution
years thus increases to 41.25 for persons borf58 and 1954 and to 41.5 for those born in 1956.

In order totake into consideration the specific nature of cedin working careers, the possibility

of an earlier retirement available since the 208f8rm to persons with “long working careers”
(early start of work and high number of contribatigears) is retained and even expanded, with
strict requirements in terms of number of contridnutyears, for persons who began working before
the age of 18, to take into account the postponeofahe legal age of entry into the labour market.
The minimum age of eligibility for this benefit wibe raised in the same way as the other age
limits: it will increase from 56 to 58. In additippersons with a 10% permanent disability resulting
from a work-related illness or injury related torsta working conditions will be eligible for full
retirement at age 60.
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The reform continues ongoing effortsénhance equity between the public and private sect

by standardising certain rules: abolishing the pilgy of early retirement for parents of three
children with 15 years of effective service, begngnl July 2011; ending phased-in retirements for
civil servants; gradual alignment of the contribuatrate for civil servants with that of private-smc
employees (raising it from 7.85% to 10.55% by 2028hd convergence of the minimum
guaranteed pension and minimum contribution ruléese measures will help achieve savings and
generate new revenues, while also helping to haisadhe rules among the various schemes.

Finally, thanks to the reform, retirement systenil$ lvenefit from new targeted revenues, based
on contributions levied on high incomes and capitateturns and applicable to both households
and businesses: a one-point increase in the marga@ on the highest income-tax bracket,
increased taxes and social security contributionstock options and supplementary pensions for
senior executives, and streamlining of the genezdlictions of social security contributions for
low-paid workers. These measures help strengtheereform’s equity without impeding growth.

6.3 Estimate of the sustainability gap

The S2 indicator measures the sustainability gaputdiic finances, that is, the immediate and

lasting budget adjustment (in points of GDP) thatild be necessary to prevent a divergent public
debt trajectory over the long term, assuming naghdn policy. The S2 indicator consists of two

parts:

- the impact of the initial budgetary position, whiobrresponds basically to the gap between
the primary structural balance and the long-teriit-déabilising primary balance;

- the effect of the ageing of the population, assignmo change in policy, on expenditures for
pensions, healthcare and long-term care, afteetigeof the programme, that is, beginning
in 2015.

Table 12: S2 indicator of the sustainability gap opublic finances
(in points of GDP)

Base Sustainability ga Of which impact Of which

ear (S2 indica%lo?) P of the initial impact of ageing
’ budgetary position  (beginning 2015)
2010 5.5 3.8 T
2014 0.7 1.0 17

- The S2 indicator in 2010 is estimated on the bafses counterfactual scenario in which the primary
structural balance is assumed to be constant dwermprogramme period (2010-2014), independent
of the impact of ageing: it corresponds to theitagbudget adjustment that would have to be made
in 2015 to stabilise the debt ratio over the exahdibng term, taking into account the impact of
ageing beginning in 2015.

- The S2 in 2014 is estimated on the basis of thd P@ilnary structural balance projected in the
programme. It corresponds to the lasting budgetisitipent that would have to be made in 2015 to
stabilise the debt ratio over the extended longntetaking into account the impact of ageing
beginning in 2015.

In 2010, the sustainability gap reached 5.5 points of GDP.

In 2014, thanks to the adjustment measures implemented tmdgrogramme, including the 2010
pension reform (see Box 1), the S2 indicator iseeigd to fall below one point of GDP, which
means that sustainability would in large part hbeen restored. The primary structural balance
would be 1.0 points of GDP below the long-term e&hbilising balance, making it possible to
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reduce the debt over the medium term arehte some leeway for financing the long-term cost

associated with the ageing of the populatiorestimated at 1.7 points of GDP.

Box 1: Impact of pension reform on the sustainabity gap (S2)

The 2010 pension reform, the main measures of wdiiehdescribed in Section 6.2, significantly
helped to improve the sustainability of public fices. Compared to a scenario without reform, it

implies a reduction of the sustainability gap b® @oints of GDP: 0.8 points owing to t
improved primary structural balance between 2010 2014, and 0.1 points owing to a reduct
of the updated cost of ageing beginning in 20156 {&ble 13).

Tabl e 13: Impact of pension reform on the sustainability gapS2) in 2014

Of which impact  Of which impact on

(in points of GDP) Total impact on the 2014 the updated cost of

on S2 primary structural ageing beginning
balance in 2015
Total impact of pension reform 0.9 0.8 0.1

Slower expenditure growth (age-related

measures, after taking into account

arrangements for “long working careers, 0.3 0.3 0.0
harsh working conditions, and convergen

among schemes)

Impact of age-related measures on pote

GDP growth 0.3 0.2 0.1
Increase in contribution rates 01 01 0.0
(public-private convergence measures)

New targeted revenues 0.2 0.2 0.0

The reform’s impact on sustainability comes maintyn theeffect of raising the retirement age

ne
on

which not only helps slow down the growth of pensixpenditure but also helps gradually

increase the labour force and thus the level oémial economic activity, and ultimately, long-

term public revenues. The convergence of the dumrttan rate for civil servants with privat
sector rate and the mobilisation of new targetegnaes (measures in the 2011 Social Sec

D

-

Urity

Budget Law) would also contribute to the improvei&ithe S2 indicator, by 0.1 and 0.2 point| of

GDP respectively.

Owing to its rapid implementation, the 2010 pensig@iorm is helping to improve the

sustainability of public finances, chiefly througis positive effect on the primary structu
balance up to 2014, but also, although to a lesstent, through its effect on the variations in
weight of pension expenditures in GDP after 20bh5hls way, the reform contributes significan
to efforts to consolidate public finances overitiedium term described in this programme.

ral
the
tly

15 Before the 2010 pension reform, the impact of mgeias estimated at 1.8 points of GDP (see box).
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7. Institutional aspects and governance of pubic finaces

7.1 Draft constitutional reform

Building on the efforts carried out in 2010 by twerking group led by Michel Camdessus, the
Government submitted in Spring 2011 a draft refafnthe Constitution, including three series of
provisions aimed at radically modifying the goveroa of public finances. This bill will be
reviewed by Parliament before the summer.

The primary objective is toreate a new legal instrumenbn balanced public financethe “lois-
cadres d’équilibre des finances publiquegertain provisions of which the budget acts and
social security budget acts will have to comply whtand which will be aimed at ensuring that the
general government accounts are balanced ovetiaysar time frame.

These new type of laws will guide overall changespublic finances, particularly the general
government balance and debt based on the Maastigfimition. According to the Government’s
plan, they will impose constrairfson public finance components that are at the et of the
Government and lawmakers, that is:

- the maximum amount of State budgetary expenditare$ social security expenditures
established by the Social Security Budget Actglach year of the programme;

- the global amount of new tax and social securitasnees for each year of the programme.

Rules to offset expenditure caps against minimum m¥enue measures will be authorised in each
framework law to allow lawmakers to determine tlenposition of budgetary adjustments, while
supporting overall efforts to consolidate publitainces.

Limiting expenditure growth net of new tax and sbsiecurity measures makes it possible to avoid
any pro-cyclical behaviour in budgetary policy: particular, any positive surprises in the

spontaneous growth of tax and social security reeerwould be dedicated exclusively to the
reduction of the public deficit.

This reform will contribute greatly to the sustdi@rebalancing of public accounts, as a temporary
deficit should be associated with a definitionté tvays and means for restoring balance.

The second series of reform proposals submittedartiament is aimed at creating a mechanism
that can effectively contain the number of tax egBams permitted by law. This rule, already

implemented by the Prime Minister’s circular datedune 2010, will help to to avoid a dispersion
of taxes and social security contributions reforammong too many legislations, as well as
enhancing the overall coherence of the strategytdres and social security contributions and
public finances.

Thirdly, it has been proposed writing into the Gdnson a requirement thdrance’s Stability
Programme be systematically transmitted to the Natinal Assembly and Senatdefore being
sent to the European Commission, as it has alrbaéy done for this programme. This fuller
involvement of Parliament will help to enhance tegislature’s ownership of the country’'s
multiyear public finance commitments.

Like the 2011-1014 Multiyear Public Finance Plannig Act, this draft constitutional reform is
entirely consistent with the draft European directve on national budgetary frameworks
Indeed, the amendment would allow France to devedopnultiyear budgetary framework
encompassing the annual budget laws, which wilinédein an intangible manner a trajectory for
expenditures net of new revenue measures onetleedirectly controllable by the Government and
Parliament.

16 A budget bill or social security budget bill thdges not comply with the provisions of the framewiaws would be
subject to censure by the Constitutional Council.
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7.2 Progressunder the 2011-2014 Multiyear Public Finance Planning Act

The 2011-2014 Multiyear Public Finance Planning Ad®FP), passed by Parliament in December
2010, contains a number of advances, without doristnal reform, with respect to the governance
of public finances. This law prefigures in parteulthe provisions of the futurelois-cadres
d’équilibre des finances publigues

For the 2011-2014 period, the LPFP sets a trajgdtorexpenditures net of new revenue measures,
in billions of euros, on the field directly contiable by the Government and submitted for vote by
Parliament:

- State expenditure ceilings(general budget expenditures and levies on revenu#) a
twofold growth rule: “zero real growth” for all egpditures and “zero nominal growth” for
expenditures excluding interest charges and geneudget contributions to pension
expenditures (Article 5). Each year, the strictérthee two rules will be applied. These
ceilings, broken down by mission over the 2011-2p&B8od (Article 6, see table in Annex
2), and the underlying reforms described in thachied report, constitute the three-year
State budget.

- expenditure targets for basic compulsory social seadty schemes and national
healthcare (ONDAM), set in value and at a constant scopei¢frt8). Meeting the latter
target will be ensured through implementation & fimdings of the working group led by
Raoul Briet, particularly with regard to establisfpian ONDAM steering committee and
lowering the warning threshold (to 0.5% of the &)g

- a series of new tax and social security measuraggquiring a minimum increase in tax and
social security revenues amounting to €11 billior2011 and €3 billion per year in 2012-
2014 (Article 9). These include all the new tax autial security measures taken by
Parliament or the Government as from 1 July 20hOparticular the reduction in tax
expenditures and social contribution exemptiins.

In order to let the Government and Parliament deaxt the composition of the budgetary
adjustment carried out, the savings in expenditaresrevenues are fungible over the programme
period (Article 15).

The LPFP also stipulates that any surplus of taxsamial security revenues over the amounts
projected in the Budget Act and the Social SecuBitylget Act shall be totally dedicated to the
reduction of the deficit (Article 11), thus avoidirany pro-cyclical behaviour in case of positive
surprises in the spontaneous growth of public regsn

In addition,several provisions in the LPFP will help ensure copliance with the programme,
in particular by reducing the risks of circumventidy the sub-sectors not covered by the
expenditure ceilings net of new revenue measures:

- other government bodies (ODAC) are prohibited frobtaining loans with maturities of
over 12 months; this prohibition is legally bindiag these bodies (Article 12);

- freeze in nominal terms on State transfers to laa#horities, excluding the value-added tax
compensation fund (FCTVA) and appropriations relate local business tax reform
(Article 7);

- four-year limit on the validity of new tax and salkisecurity exemptions created after
1 January 2009 (Article 10).

" Compared with a reduction of tax expenditure amtla contribution exemptions, the choice to adogtv tax and
social security measures (including exemptionsl)) lweilp avoid the difficulty of determining the exatefinition of tax
expenditures and social contribution exemptions.
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Finally, the LPFP contains several measures thahelp enhance Parliament’s ownership of the
multiyear public finance commitments. First, the draft Stability Programme will be seatthe
National Assembly and Senate, which will expressrtbpinion through a vote before forwarding it
to the European institutions (Article 14), whichefigures the third element of the coming
constitutional reform. Moreover, the Governmentl \silbmit to Parliament each year, in June, a
public report assessing the implementation of tiR¥&=R and its consistency with the Stability
Programme, and in October, together with the bubideand the Social Security Budget Bill, an
assessment of the cost of the new tax and soaatisemeasures (Article 15) and their efficiency
(Article 13).

7.3 Statistical governance

INSEE, France’s national statistics institute, @sponsible for publishing the country’s national
accounts, including in particular the key aggregatiepublic finances in national accounting terms.
The national accounts are prepared in compliante tve European System of Accounts (ESA95).
INSEE maintains regular contact with Eurostat teusa compliance.

The semi-final and final accountsof the general government are prepared on the bésletailed
information. For the State, the main referencénesliudgetary implementation of the budget acts,
supported by the State’s General Account (CGE) ipbtl by the Public Finances General
Directorate (DGFiP). Restatement of the final outtof budget acts as government net lending
requires a series of corrections, particularlyaketinto account timing differences and different
treatments of certain transactions in the budgetacpunting and in the national accounting. The
method used to evaluate the other government baiesunts is to restate the accounts of all these
bodies, which are transcribed individually in thational accounting. Production of the local
government (APUL) accounts is based upon the iddadi cash-based accounts kept by the public
accounting officers, with the exception of othecdbgovernment bodies (ODAL), for which the
accounts are not homogeneous due to the numbdferkdt legal statuses. Finally, the accounts of
the social security funds (ASSO) are based updardiit accounting plans of social security funds,
hospitals, and UNEDIC [the national unemploymestunance management association].

Information is less complete for the general gowent’s provisional account For the State,
budget implementation ends at mid-January in yedr, and the public accounts of the State are
finalised towards the middle of March in year nwlhich means that the information used for
notification purposes on 1 April of that year i&ely to be slightly revised, particularly the
corrections needed for the switch to the nationabanting. The ODAC’s accounts are partly based
on projections, as the accounting sources coveutalm-thirds of revenue and expenditure. For
the local governments, the accountants use infeoomatcorded in the accounting documents of the
State and direct figures, which are exhaustive@mdralised for the regions adépartementsnd
nearly all the communes. This is complemented lmergain number of estimates and forecasts.
Finally, for the notification on 1 April, the accots of the social security funds are essentialselda
on estimates since the accounting figures of tiginmes are not yet known. Nevertheless, many
accounting figures (general scheme social secfuttgs, benefits from UNEDIC, public hospitals,
etc.), although still provisional, are used. Thélpudebt according to the Maastricht definition is
calculated using the provisional account based @rounting data from nearly all the general
government entities. The consolidation of the dmbbng the general government sub-sectors is
carried out using the Banque de France’s statisiitssecurities and the information collected
directly by DGFiP from the major bodies holding govment securities.

The transmission of accounting data to INSEE islegd by an agreement between INSEE and
the Public Finances General Directorate (DGFiP).

34



Concerning theindependence of statistical production in July 2008 the French Parliament
adopted the Economic Modernisation Act, Article 1@f4which grants legal recognition to the
professional independence of public statisticiditss recognition reflects the European Statistics
Code of Practice adopted by the Statistics Progman@ommittee on 24 February 2005 and
included in the European Commission's recommenadaifo25 May 2005 on the independence,
integrity and accountability of national and Comntyrstatistics authorities. The Code's first
principle on professional independence specifieg the independence of a statistics authority in
producing and disseminating public statistics mstmade into law. To this end, Article 144
creates a Public Statistics Authority responsilde énsuring compliance with the European
Statistics Code of Practice, whose powers embnageng producing public statistics.

8. Excessive deficit procedure (EDP)

On 2 December 2009, the ECOFIN Council issued anneeendation to France with a view to
bringing an end by 2013 to the excessive governmeintit observed in 2008.

In the 2010-2013 Stability Programme submittedainuiry 2010, France described its strategy for
reducing the deficit to 6.0% of GDP in 2011, 4.6862012, and under 3% of GDP by 2013, by
carrying out a structural adjustment of more thgro#hts of GDP over the 2010-2013 period.

On 13 July 2010, the ECOFIN Council stated that Frace had complied with this
recommendation,and that no additional measures were needed astdge within the framework
of the excessive deficit procedure.

Since then, France has continued its efforts tarengs compliance with the December 2009
recommendation:

- For 2011, the savings measures required to reduce the dedic6.0% of GDP were
described in detail in the Initial Budget Act (LF&nhd the Social Security Budget Act
(LFSS) passed in December 2010. When the GDP grpvajlection for 2011 was revised
downward to 2.0% (compared to 2.5% in the previppsgramme), the Government
increased its efforts to reduce the cost of taxeegiures and social contribution
exemptions, while continuing its efforts to contaublic spending, to ensure that it could
meet its commitments. Over €11 billion in new taxl @ocial security measures were passed
in the LFI and LFSS for 2011 (see Section 5.2), niyaithrough reductions in tax
expenditures and social contribution exemptionspmared to a target of €2 billion in the
previous Stability Programme.

- The 2010 deficit turned out to be lower than prigdgcreaching 7.0% of GDP according to
the figures published by INSEE. As part of thisisen will have a positive impact on the
2011 balance, the 2011 deficit will be reducedadoordance with Article 11 of the 2011
2014 Multiyear Public Finance Planning Act and teeommendation of 2 December 2009.
It is expected to reach 5.7% of GDP according éopttojections of this programme.

- For 2012 and 2013 the 2011-2014 Multiyear Public Finance Planningt passed by
Parliament in December 2010 confirms the publicabed¢ trajectory of the 2010-2013
Stability Programme. Given the early rebound of dad social security contributions after
the crisis, and thus to slower medium-term spordasgrowth (elasticity averaging 1.1 for
2012-2013 instead of 1.2), the underlying effortténms of new tax and social security
measures was accentuated, with a minimum of €Bbifper year (instead of a €2 billion
target for reducing tax expenditures and socialtrdmution exemptions). Moreover, the
rapid implementation of the 2010 pension reformeipected to help reduce public
expenditure growth over the period.

Overall,the measures described in this Stability Programmuiill help reduce the deficit to less
than 3% of GDP in 2013,by implementing a structural adjustment of overotis of GDP over
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the 2010-2013 period, in accordance with the Deen2®09 recommendation of the ECOFIN
Council and its subsequent recommendation in Judy2

Moreover, in accordance with this recommendatioan€e continues to implement measures that
allow it to:

36

improve the quality of public finances, thanks tmttnued implementation of the General
Review of Public Policies, future-oriented inveshtse and the reduction of the least
efficient tax expenditures and social contributeax@mptions (see Section 5);

improve the governance of public finances, with piheposed constitutional reform called
for in the 2011-2014 Multiyear Public Finance PlagnAct (see Section 7);

improve the long-term sustainability of public fires, thanks to the passing of the 2010
pension reform and other structural reforms thaehaelped spur the economy’s potential
growth (see Section 6 and the National Reform Rrogne).

enhance the containment of public expenditurejquaatrly with respect to local spending,
thanks to implementation of the findings of the king group led by Gilles Carrez, and in
particular the freeze on State transfers other thenVAT Compensation Fund; and the
containment of healthcare expenditure thanks tcaecdd management of the ONDAM
healthcare expenditure target, based on the recoahatien of the group led by Raoul Briet
(see Section 7).



9. Annex: Statistics tables

Table 1a. Macroeconomic forecasts

2009 2009 2010* 2011 2012 2013 2014
EoSdAe Level Rate of Rate of Rate of Rate of Rate of Rate of
change change change change change change
1. Real GDP Bl*g - 2.6 1.6 2.0 /4 2112 2112
2. Nominal GDP Bl*g | 1,907.1 21 2.1 36 41 a/4 41/4
Components of GDP
3. Private consumption expenditure P.3 1.112.8 0.6 1.7 1.7 23 3.0 3.0
4. General government consumptior
expenditure P.3 469.8 2.7 1.4 0.0 -0.1 -0.2 0.0
5. Gross fixed capital formation P.51 392.1 71 -1.6 4.2 4.6 3.2 3.2
6. Change in inventories and nel pgo 4
acquisition of valuables (% of GDP) P.53
7. Export of goods and services P.6 439.6 -12.4 10.1 76 6.0 6.5 6.5
8. Imports of gOOdS and services P.7 476.6 -10.7 78 75 5.9 6.1 6.1
Contributions to GDP growth
9. Final domestic demand excluding
inventories - -0.6 1.0 1.8 2.3 2.4 2.4
10. Change in inventories and net p gy 4
acquisition of valuables P 53 - -1.9 0.1 0.4 01 0.1 01
11. External balance of goods an
services B.11 - -0.2 0.4 -0.1 -0.1 -0.1 -0.1
* GDP in raw data and GDP components in CSV/NWEd&bm quarterly accounts)
Table 1b. Price trend
2009 2009 2010* 2011 2012 2013 2014
E(;Sd'oé Level Rate of Rate of Rate of Rate of Rate of Rate of
change change change change change change
1. GDP deflator - 05 05 15 18 B4 13/4
2. Private consumption deflator _ 0.4 1.2 1.8 13/4 13/4 13/4
3. Harmonised index of consumer prices _ 0.1 1.7 20 1.9 B/4 13/4
4. Public consumption deflator } 13 13 15 15 15 15
5. Investment deflator _ -0.6 1.1 1.7 1.9 B/4 13/4
6. Export price deflator (goods and
services) - -3.5 1.6 2.0 1.4 1.1 1.1
7. Import price deflator (goods and
Services) - -5.2 4.5 3.1 1.2 1.0 1.0

! Optional
* CSV/INWD quarterly accounts
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Table 1c. Labour market

2009 2009 2010 2011 2012 2013 2014
Eci:lé: Level Rate of Rate of Rate of Rate of Rate of Rate of
change change change change change change
1. Employment, person$ 25,561 1.2 0.0 0.9 1.0 0.9 0.9
2. Employment, hours workéd
3. Unemployment rate (%
4. Labour productivity, persons’ _ -1.3 1.2 1.2 1.3 1.6 1.6
5. Labour productivity, hours worked
6. Compensation of employees D1 | 10144 0.1 22 3.2 36 37 37
! Total domestic employment in the meaning of thédwal Accounts
?National accounts definition
3ILO definition
4 Real GDP per person employed
5 Real GDP per hour worked
Table 1d. Sector balance
as a % of GDP =S| 2000 2010 | 2011 2012 2013 2014
1. Net lending/borrowing of the total
economy B.9 2.8 -3.2 3.7 -3.8 -3.7 3.7
0.W.
- Balance of goods and services 19 23 27 27 26 26
- Balance of primary incomes and current
transfers -0.9 -0.9 -1.0 1.1 1.1 1.1
- Capital account 0.0 0.0 0.0 0.0 0.0 0.0
2. Net lending/borrowing of the private
sector B.9
2&{\(1)? lending/borrowing of the public IED; . 20 57 P 30 20

4. Statistical discrepancy
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Table 2. General government budgetary outlook

2010 2010 2011 2012 2013 2014
ESA code Level as a % of| as a% of| asa% of| as a % of| as a % of
(€ bilion) | GDP GDP GDP GDP GDP
Net lending (B9) per sub-sector
1. General government S.13 -136.5 -7.0 5.7 -4.6 -3.0 2.0
2. Central government S.1311 -112.0 5.8 -4.6 3.7 2.6 2.0
3. State government S.1312
4. Local governments S.1313 1.7 -0.1 -0.2 -0.2 0.1 0.0
5. Social security funds S.1314 228 1.2 -0.9 0.7 04 01
General government (S.13)
6. Total revenue TR 957.8 49.2 50.0 50.3 50.8 50.8
7. Total expenditure TE! 1,094.4 56.2 55.7 54.9 53.8 52.8
8. Net lending/borrowing EDPBO | -1365 7.0 5.7 -4.6 -3.0 2.0
9. Interest EDP D.41 48.8 25 2.6 2.9 3.0 3.0
10. Primary balance -87.7 -4.5 -3.1 1.7 -0.1 1.0
11. One-off measures
Key components of revenue
12. Total taxes(12=12a+12b+12c) 499.2 25.6 26.5 26.8 27.3 27.4
12a. Taxes on production and imports D.2 287.4 14.8 15.0 15.0 15.0 15.0
12b. Taxes on income and wealth D.5 204.1 10.5 11.1 114 11.8 11.8
12c. Capital taxes D.91 7.7 0.4 0.4 0.4 0.5 0.5
13. Social security contributions D.61 360.5 18.5 185 185 18.4 18.4
14. Property income D.4 15.6 0.8 0.8 0.9 0.9 0.9
15. Other revenue(15=16-12-13-14) 82.5 4.2 4.2 4.1 4.2 4.1
16=6. Total revenue TR 957.8 49.2 50.0 50.3 50.8 50.8
NB: Ta} burden (D.2+D.5+D.61-D612+D.91- 8221 422 431 43.4 43.9 43.9
D.995)
Key components of expenditure
17. Compensation of employees and D1+P2 368.4 18.9 18.4 17.9 17.4 16.9
intermediate consumption
17a. Compensation of employees D.1 259.8 13| 113 127 12.4 12.0
17b. Intermediate consumption (incl. FISIM) pP.2 109 5.6 5.3 51 5.0 4.9
18. Social transferg18=18a+18hb) 496.0 25.5 25.4 25.1 24.7 24.4
D.6311.
18a. Social transfers in kind D.63121. 117.9 6.1 6.0 6.0 5.9 5.8
D.63131
18b. Social transfers in cash D.62 378.1 19.4 194 19.2 18.9 18.6
19=9. Interest expenditure EDP D.41 48.8 25 2.6 2.9 3.0 3.0
20. Subsidies D.3 334 1.7 1.6 15 15 1.4
21. Gross fixed capital formation P.51 59.2 3.0 3.1 3.1 3.0 3.0
22. Other expenditure(22=23-17-18-19-20-21) 88.6 4.5 4.6 4.4 4.3 4.2
23=7. Total expenditure TE! 1,094.4 56.2 55.7 54.9 53.8 52.8

*Adjusted for the net interest flows connected witlaps, so that TR-TE=EDP B.9.

2The primary balance is calculated as (EDP B.9, B¢mplus (EDP D.41, item 9).

3A plus sign means deficit-reducing one-off measures
“Including taxes collected by the European Union adijdstment for uncollected taxes and social sgcoontributions (D.995) if appropriate.
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Table 3. Government expenditure by function (*)

% of GDP COFOG 2009 2014
code

1. General public services 1 7.0
2. Defence 2 1.8
3. Public order and safety 3 1.3
4. Economic affairs 4 3.0
5. Environmental protection 5 0.9
6. Housing and community amenities 6 20
7. Health 7 8.1
8. Recreation, culture and religion 8 1.6
9. Education 9 6.0
10. Social protection 10 23.0
11. Total expenditure TE

(*) The data in this table are expressed in terfriisase year 2000. The data in terms of base
year 2005, which would be consistent with the aggtes presented in this programme, are
not yet available.

Table 4. Change in public debt

% of GDP ESAcodg 2009 2010 2011 2012 2013 2014
1. Gross debt 78.3 81.7 84.6 86.0 85.6 84.1
2. Change in gross debt ratio 10.6 3.4 29 15 05 15

Contributions to changes in gross debt

3. Primary balance 5.1 45 31 1.7 0.1 1.0
4. Interest expense EDP D.41 2.4 25 2.6 2.9 3.0 3.0
5. Stock-flow adjustment 1.7 2.0 0.0 0.2 0.0 0.0
O.W. :

- differences between cash and accruals
- net accumulation of financial assets

- 0.w. privatisation proceeds
- valuation effects and other

p.m.: Implicit interest rate on the debt! 3.5 3.3 3.3 35 3.6 3.7
Other relevant variables

6. Liquid financial assets 16.2

7. Net financial debt (7=1-6) 62.1

As defined in Regulation 3605/93; the concept ispant of the European System of Accounts (ESA).
?See item 10 in table 2.

See item 9 in table 2.

“Evaluated as the gross interest expense for tivedjided by the gross outstanding debt as at 3deBwer of the preceding year.
SAF1, AF2, AF3 (consolidated at market value), AFSlisted shares), AF52 (units of collective investinschemes).
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Table 5. Cyclical and structural changes

% of GDP ESAcode| 2009 2010 2011 2012 2013 2014
1. Real GDP growth (%) 2.6 1.6* 2.0 /4 212 212
2. Public balance EDP B.9 75 7.0 5.7 -4.6 -3.0 2.0
3. Interest expense EDP D.41 2.4 25 2.6 2.9 3.0 3.0
4. One-off measurés
5. Potential GDP growth (%) 0.8 1.6 1.8 2.0 20 20
contributions:
- labour 0.1 0.2 0.3 0.5 0.4 0.4
- capital 0.7 0.6 0.6 0.7 0.7 0.7
- total factor productivity 0.1 0.8 0.8 0.8 0.8 0.8
6. Output gap -3.8 -3.8 -3.6 -3.3 -2.8 2.3
7. Cyclical balance 1.8 2.0 1.8 1.7 1.4 1.1
8. Cyclically-adjusted public balance (8 = 2 - 7) 5.7 5.1 3.8 2.9 16 -0.9
9. Cyclically-adjusted primary balance (9 = 8 + 3) 3.3 26 1.2 0.0 1.3 21
10. Structural balance (10 =8 - 4) 5.7 5.1 3.8 29 16 0.9
A plus sign means deficit-reducing one-off measures
* quarterly accounts in raw data
Table 6. Divergence from previous programme update
ESAcode| 2010 2011 2012 | 2013| 2014

Real GDP growth (%)

Previous programme (2010-1013) 1.4 21/2 21/2 212

Current programme (2011-2014) 1.6* 2.0 21/4 21/2 21/2

Difference 0.2 0.5 414 0.0
Net lending (as a % of GDP) EDP B.9

Previous programme (2010-1013) 8.2 6.0 4.6 3.0

Current programme (2011-2014) 7.0 5.7 4.6 3.0 20

Difference 1.2 0.3 0.0 0.0
Public debt (as a % of GDP)

Previous programme (2010-1013) 83.2 86.1 87.1 86.6

Current programme (2011-2014) 81.7 84.6 86.0 85.6 84.1

Difference -1.5 -1.5 1.1 -1.0

* quarterly accounts in raw data
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Table 7. Long-term sustainability of public financegsource: 2009 report on ageing by the Ageing Waykamoup, updated to
take into account the effect of the 2010 pensidorng)

as a % of GDP 2007 2010 2020 2030 2040 2050 2060|
Total expenditure
o.w.: age-related expenditure 28.4 29.0 28.6 29.9 308 308 307
Pension expenditure 13.0 135 12.8 13.6 14.0 13.8 13.6
Healthcare expenditure 8.1 8.2 8.6 8.9 9.2 9.3 9.4
Long-term care expenditure 1.4 15 1.6 1.8 20 2.2 22
Education expenditure 47 46 46 47 46 47 46
Other age-related expenditure (unemploymen 1.2 1.2 0.9 0.9 0.9 0.9 0.9

Interest expense

Public revenue

0.w.: property income

0.w.: pension contributions (or social secu
contributions if appropriate)

Financial assets of supplementary pen
schemes and Pension Reserve Fund (*)

on

o.w.: consolidated financial assets |of
supplementary pension schemes and the Pension .
Reserve Fund

Assumptions

Labour productivity growth rate

Real GDP growth rate

Participation rate of men (aged 20-64)

Participation rate of women (aged 20-64)

Participation rate (age 20-64)

Unemployment rate

Population aged 65 and over in the total
population

(*) in 2009, the non-consolidated financial asgeiluding AF7) of the supplementary pension scleefAgirc, Arrco, CNAVPL, ERAFP, Ircantec
and RSI) and the Pension Reserve Fund came t@Bits pf GDP. Their consolidated assets came tpaii@s of GDP.

Table 8. Basic assumptions

2009 2010 2011 2012 2013 2014
Short-term  interest rates  (annual
average}
Long-term interest rates (annual average)
Exchange rate €/$ (annual average) 1.39 1.33 1.39 1.40 1.40 1.40
Nominal effective exchange rate (basis 100
in 1995) 1135 109.1 109.3 109.5 109.5 109.5
GDP of the EU -4.2 17 16 17 2.4 2.4
World demand for French goods &
services -12.0 11.6 6.4 7.3 61/2 61/2
World trade excluding the EU -12.0 13.4 8.0 8.6 7.7 7.7
Oil prices (Brent/bbl in US$) 62 80 101 100 102 104
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YIf necessary; purely technical assumptions.

Annex 2: Ceilings on Appropriations for Missions ofthe State’s General Budget
in the 2011-2013 Three-year Budget (€ billion)

Multiyear Programme 2011 Budget Bill
(constant 2010 prices) (current prices)
Of which Contributions to
. Commitment
€ billion Payment Appropriations | Special Pension Allocation
Appropriations Of which
(CP) Account AE CpP
(AE) CP CAS
(CP CAS)

2011 2012 2013 2011 2012 201B 2011 2012 2013

External State intervention 2.95 2.89 2.88 2.95 2.91 2.84 0.13 0.13 0.14 2.96 .97 2 0.13

General & local State
administration
Agriculture, fishing, food,
forests and rural affairs
Official development
assistance

Veterans, memorials and
ties with the nation

State consulting and

2.64 3.02 2.48 2.52 2.76 2.49 0.50 0.51 0.94 2.57 452 0.50

3.41 3.41 3.32 3.49 3.44 3.36 0.24 0.25 0.27 3.58 .67 3 0.23

4.58 2.76 2.68 3.34 3.34 3.34 0.03 0.03 0.03 4.58 .33 3 0.02

3.33 3.21 3.11 3.33 3.21 3.11 0.04 0.04 0.04 3.31.323 0.03

0.62 0.59 0.64 0.59 0.60 0.61 0.12 0.12 0.13 0.62 .59 0 0.12

supervision

Culture 2.74 2.59 2.64 2.70 2.70 2.71 0.18 0.19 0.19 2.72 .68 2 0.18
Defence 4197 38.04 38.74 3741 38.04 38.74 7.27 7.53 73197 37.41 7.26
Government Intervention 0.95 0.54 0.55 0.58 0.59 0.60 0.03 0.03 0.04 153.111 0.05

Ecology and sustainable
development

Economy 1.93 1.90 1.88 1.93 191 1.89 0.23 0.24 0.25 2.06 .06 2 0.23

State financial commitments
(including interest payments)

Education 61.91 6205 6267 6180 6210 62.71 16.25 16.70 5417. 61.91 61.79 16.25

10.27 9.77 9.78 9.76 9.73 9.71 0.94 0.96 1.00 10.02.51 0.93

46.93 52.03 56.73 4693 52.03 56.13 0.00 0.00

o

.03#6.93  46.93 0.00

Public finance and human

1168 1155 115 1170 1159 1157 2.45 251
resources management

N

p2A1.72 1175 2.45

Immigration, asylum and 056 055 054| 056 056  0.53 0.01 0.01 001 056.560 001
mtegratlon

Justice 891 968 10.03 7.09 7.30 7.3 1.29 1.35 143 8.967.14 1.30
Media, books and cultural 143 124 123| 144 126 118 000 000 040 145451 0.0
industries

Overseas territories 214 216 219 197 203 2.0 003  0.05 005 2.16.981  0.03
Local and regional policy 034 033 030 032 034 03] 000 000 000 035.320 0.00
Provisions 0.03 007 007| 003 007 007 000 000 000 003.030 0.0
Research and higher 2503 2530 2549 24.85 2508 2528 1.16 1.19 1p®5.36 25.18 0.58
education

Social and retirement 6.03 624 653| 603 624 653 0.00 0.00 0.0  6.03.036 0.00
schemes

Relations with local 269 256 259| 264 251 253 0.00 0.00 0.0  269.642  0.00
authorities

Health 122 122 122| 122 122 1.2 000 000 000 1.22.221 0.0
Security 1683 1692 17.3 16.83 17.01 17.37 529  5.53 5826.80 16.81 5.28
Civil security 046 042 044 044 045 0.4 0.04 004 005 046 .430 0.04

Solidarity, integration and

4 12,52 1295 13.3§ 12.52 12.95 13.37 0.27 0.28
equal opportunity

o

RA2.37 1237 0.20

Sports, youth and 041 041 045| 042 042 0.46 0.00 0.00 000  0.42.430  0.00
associations

Labour and employment 12.46 1007 9.32| 1165 1011 9.2} 0.17 0.17 0.18 .3512 11.57 0.16
Urban affairs and housing 7.67 7.63 7.61 7.63 7.56 7.50 0.00 0.00 0.00 7.67 .637 0.00

Note: Public authorities 1.02 1.02 1.02 1.02 1.02 1.0 0.00 0.00 0.90 1.02.02 1 0.00




