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on the macroeconomic assumptions of the 2018-2022 Stability Programme 
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Summary 

For 2018, the High Council considers that the sequence described in the 

macroeconomic scenario for the stability programme for France is plausible, as are the 

employment, wage bill and inflation forecasts. It considers the Government's growth 

forecast of 2.0% to be realistic.  

The High Council deems the Government's estimates of the output gap for 2017 and 

2018 acceptable.  

However, it points out that the uncertainty surrounding the output gap estimates is 

significant and that this uncertainty is not removed by analysing the business survey and 

price indicators that are related to the economic cycle. Although capacity utilisation rates 

and recruitment difficulties are well above their long-term average at the beginning of 

2018, core inflation is still very low and is not showing any signs of tension. 

As regards potential growth, the High Council reiterates its assessment of last 

September. It considers that the assumptions adopted by the Government over the 2018-

2022 period constitute a reasonable basis for medium-term public finance programming.  

The High Council notes that, in most of the available forecasts, growth would peak 

in 2017 or 2018 and would decline slightly more in 2019 than in the Government 

forecast. However, the High Council considers that the Government's growth forecast for 

2019, which is close to consensus, is achievable. 

For the following years, the High Council considers that the scenario adopted of 

actual growth remaining continuously above potential growth until 2022 is optimistic, 

given, among others, the assumptions made regarding higher interest rates and the 

consolidation of public finances.  

The High Council notes that the Government’s growth scenario results in a positive 

general government balance at the end of the period and a favourable public debt 

trajectory. It stresses that this public finance scenario is based on an optimistic growth 

path.  

It notes that the structural balance, which is not affected by the assumptions of 

actual growth, would remain negative throughout the period, while improving significantly.  

It notes that, in any case, the realisation of this public finance scenario requires 

strict compliance with the commitments to control public expenditure. 

 

 

 



 

2 

 

Introductory remarks 

Under Article 17 of the constitutional bylaw n° 2012-1403 of 17 December 2012 on 

public finance planning and governance, the High Council of Public Finance delivers an 

opinion on the macroeconomic assumptions associated with the Stability Program for the 

years 2018 to 2022. The following opinion was adopted after deliberations on 12 April 2018. 

1- On the scope of the opinion 

Under the Article 17 of the constitutional bylaw of 17 December 2012, the High 

Council of Public Finance gives an opinion on the macroeconomic assumptions of the 

Stability Program.  

Thus, the following opinion is not about the public finance scenario itself. However, 

given the effects of public finance on short- and medium-term growth, the High Council must 

take into account other issues related to the public finance trajectory in order to assess the 

consistency of the macroeconomic scenario submitted to it.  

2- On the information submitted  

The High Council of Public Finance received from the Government on 6 April 2018 

the referral file on the macroeconomic assumptions of the draft Stability Programme. The file 

was supplemented with detailed answers to a questionnaire previously sent to the relevant 

administrations by the High Council.  

3- On the methodology used by the High Council 

To determine whether the macroeconomic forecasts of the Stability Programme are 

realistic, the High Council considered the most recent statistics available and the information 

provided by the Government.  

The High Council also relied on the most recent forecasts produced by a number of 

international and national institutions: the European Commission, the International Monetary 

Fund (IMF), the Organisation for Economic Co-operation and Development (OECD), the 

French National Institute of Statistics and Economic Studies (INSEE), the Banque de France 

and economic forecasting institutes, such as COE-Rexecode and the French Economic 

Observatory (OFCE).  

As allowed by Article 18 of the constitutional bylaw, the High Council organised 

hearings with representatives of the relevant administrations (Directorate General of the 

Treasury and Budget Directorate) and of INSEE, as well as of organisations and experts from 

outside the Finance Ministry (Banque de France, COE-Rexecode, Natixis and OFCE).  

 

* * 

* 

 

After an analysis of the general context (I), the High Council provides its opinion on 

the macroeconomic forecasts on which the Government’s draft Stability Programme relies, 

first for 2018 (II) and then for 2019 to 2022 (III).  
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I- A dynamic global and European economic environment  

1- Global economic growth remains robust in early 2018 

Global growth strengthened in 2017 to a greater extent than had been expected a year 

ago. This was true for both advanced and emerging economies. In particular, activity in the 

United States accelerated in 2017 after slowing in 2016. Most forecasts assume this 

acceleration in the US economy will continue in 2018, driven mainly by the tax reform 

stimulus. Furthermore, the slowdown in the Chinese economy remains moderate while Russia 

and Brazil have exited recession. World trade has recovered sharply since the end of 2016 and 

continued to grow in early 2018. After a sluggish 2015 and 2016, it is now supportive of 

eurozone activity.  

Compared with the forecasts used in the budget bill for 2018, oil prices increased to 

$65-$70/barrel in March (compared with an assumption of $52) and the euro appreciated 

against the dollar ($1.23 in March compared with $1.18).  
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2- Eurozone recovery continues 

Growth strengthened in the eurozone in 2017 to stand at an annual average of 2.5% 

(after 1.8% in 2016). The business climate indicator, derived from business surveys, which 

had improved steadily between the fall of 2016 and the end of 2017 to reach its historical 

highs (in 2000 and 2007), edged down slightly in early 2018. It remains high nonetheless. 

The eurozone recovery is expected to continue in 2018, driven by global demand and 

robust domestic demand benefiting from economic agents’ continued high confidence, still 

favourable monetary conditions, and slightly expansionary fiscal policies in the eurozone. 

3- Activity accelerated in France in 2017 

Economic growth in France recovered sharply in 2017 (2.0%) compared with 2016 

(1.1%).  

 

Domestic demand (excluding inventories) contributed nearly 2 percentage points to 

growth in both 2016 and 2017, but with a different composition: in 2017 it relied more on 

business investment (4.4% after 3.4% in 2016) and on housing investment (5.4% after 2.4%) 

and less on household consumption (1.3% after 2.1%). The contribution of foreign trade to 

growth continued to have an adverse impact on activity in 2017 (-0.3 percentage point), but to 

a lesser extent than in 2016 (when this contribution reached -0.8 percentage point, due in part 

to exceptional factors that affected tourism and agricultural exports). This negative 

contribution in 2017 should, however, be considered in the context of the increase in 

inventories of equipment intended for export1.  

French growth remained below the average of the eurozone as a whole during these 

two years. The difference mainly reflects the negative contribution from foreign trade, while 

the increase in domestic demand, which has accelerated sharply since 2016, was close to the 

European average. Another factor is that the eurozone average incorporates “catch-up” effects 

for certain countries that experienced severe recessions in 2012-2013 (Spain, Portugal). 

                                                           
1 Positive contribution from inventories of 0.4 percentage point, a portion of which corresponds to aircraft and 

ships under construction, intended for export and subsequently delivered. 
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4- Major sources of uncertainty  

The global scenario is in line with a recovery phase. It is not uncommon, in such a 

phase, for forecasts to underestimate growth, as was observed in 2017 in Europe and France. 

This could once again be the case in 2018. Growth could thus exceed the various current 

forecasts. 

In the United States, the implementation of a highly expansionary fiscal policy is 

supportive of growth for the US economy and the rest of the world in 2018. However, as it 

comes at a time when the economy is nearing full employment, it could push inflation higher 

than expected and accelerate the monetary policy tightening.  

Several other sources of uncertainty could affect global and European activity.  

The high levels of the indicators of pressure on production capacity and recruitment 

could suggest that growth in a number of European countries is facing supply constraints 

which are thus fuelling inflationary pressure. It is possible, however, that the current trend 

will continue for some time, as has been the case in the United States and Germany in recent 

years. 

The ongoing oil price increases and the appreciation of the euro could affect eurozone 

growth. This growth could also suffer from the uncertainties that characterise the political 

situation in certain countries and the Brexit conditions.  

The implementation of protectionist measures by the US authorities, and the retaliation 

by the countries concerned, are a significant medium-term threat to trade and to global 

growth. Geopolitical tensions also remain very high at the global level.   

 

II- Remarks on the forecasts for 2018 

1- The Government’s forecasts  

According to the Government’s referral file, “After posting growth of 2.0% in 2017, 

France’s economy should again grow by 2.0% in 2018 […]. 

The recovery observed in 2017 is expected to continue in 2018 and 2019, buoyed in 

particular by a positive international environment. The ongoing recovery in the euro area and 

the upswing in global demand is expected to stimulate a surge in exports and a noticeable 

improvement in foreign trade, which should cease to put a damper on growth starting in 

2018. […] 

After a strong turnaround in 2016 (1.8%), purchasing power grew at a slightly slower 

pace in 2017 (1.5%). It is expected to increase at about the same pace in 2018, to 1.6%, as a 

result of stable real wage growth in the non-farm market sectors and continued strong job 

creation. […] Consumption should increase at the same rate as purchasing power in 2018 

(1.6%). […] After accelerating continuously between 2014 and 2017, business investment is 

expected to grow at a stable pace in 2018 (4.4% in 2018, the same as in 2017). […]”. 

In 2018, core inflation is expected to reach 0.7% after 0.4% in 2017, fuelled by a rise 

in inflation in the services sector in connection with the gradual recovery of nominal wages. 

[…] Total inflation should rise to 1.4% in 2018, after 1.0% in 2017, due to the increase in 

taxes on tobacco (with a 0.3-point impact on the CPI) […] and higher oil prices and energy 

taxes”.    
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2- Opinion of the High Council  

a) GDP growth 

The Government's growth forecast for 2018 is higher than the forecast used in the 

budget bill for 2018. It is currently 2.0% (compared with 1.7%). 

The Government’s global growth assumption (3.8%), which has risen since the budget 

bill for 2018, is close to that of certain international organisations (3.9% according to the 

OECD in its March 2018 forecasts and according to the IMF in April). However, the 

Government assumes somewhat stronger eurozone growth than the international organisations 

(2.5% compared with 2.3% as per the European Commission in February and the OECD in 

March, 2.4% as per the IMF in April). The consensus forecast average for eurozone growth in 

2018 is 2.4% in April 2018. 

The growth forecast for 2018 benefited from 0.9% carry-over growth in the fourth 

quarter of 2017, much higher than the previous year for 2017 (0.4%) and the High Council 

considers that the sequence described in the Government’s scenario for France is 

plausible: ongoing strong growth in business investment in response to high capacity 

utilisation rates, a slight acceleration in consumption driven by income dynamics, and a 

slowdown in household investment. 

The contribution of foreign trade to growth is expected to be close to neutral in 2018. 

This assumption, used by most forecasters, had already been adopted in recent years but had 

never been fulfilled. Deliveries related to major contracts (passenger ships, Rafale aircraft, 

etc.), the rebound in tourism, and normalising agricultural exports make it more likely in 

2018. The restoration of corporate margins should also help. 

The Government’s growth forecast for 2018 is in line with the forecasts of certain 

international organisations (European Commission at 2.0% in February 2018, OECD at 2.2% 

in March, IMF at 1.9% in January) and with other national forecasts (OFCE at 2.0%, Banque 

de France and COE-Rexecode at 1.9%). The consensus forecast average for France, which 

aggregates the estimates of 23 forecasters, is 2.1% in April, with forecasts ranging from 1.8% 

to 2.4%.  

The High Council considers that the Government's growth forecast for 2018 is 

realistic. 

b) Market-sector employment and wage bill 

The growth rate for the private-sector wage bill increased sharply in 2017. It is 

estimated at an annual average of 3.6% compared with 2.4% in 2016. The rate was higher for 

both salaried employees (1.5% in 2017 after 1.0% in 2016) and the average wage (2.0% after 

1.4%). The change seen in 2017 was higher than forecast by the Government last September 

for the budget bill for 2018 (3.3%). According to data from ACOSS (the agency responsible 

for collecting social contributions), the increase in the wage bill was 4.0% year over year in 

fourth-quarter 2017 (1.7% for employment, 2.2% for the average wage). 
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Table: Breakdown of the private-sector wage bill (percentage change) 

 2015 2016 2017 2018 forecast 

Market-sector employment 0.1 1.0 1.5 1.5 

Average wage per capita 1.6 1.4 2.0 2.4 

Wage bill 1.7 2.4 3.6 3.9 

Source: 2018-2022 Stability Programme 

For 2018, the Government forecasts an increase in market-sector employment 

similar to that of 2017 (annual average of 250,000) which, given that the favourable impacts 

of public employment policies are wearing off (tax credit for competitiveness and jobs 

(CICE), recruitment subsidy, responsibility pact), goes beyond what healthy activity would 

suggest. This forecast is, however, consistent with the very high “employment climate” 

indicator in INSEE’s March 2018 business surveys. 

The increase in the average wage is projected at 2.4% in 2018. This forecast is 

slightly higher than the pace observed in recent quarters (2.2% year over year). It assumes the 

acceleration seen in 2017 will continue, which appears to be consistent with the increase in 

inflation forecast for 2018. 

Overall, the private-sector wage bill in nominal terms is projected to increase by 

3.9% in 2018. The forecast for 2018 has been revised sharply upwards relative to the budget 

bill for 2018 (3.1%). It is consistent with ACOSS’s forecasts.  

The High Council considers that the employment and wage bill forecasts for 2018 are 

plausible. 

c) Consumer prices 

Consumer prices2 increased by an annual average of 1.0% in 2017, after 0.2% in 

2016. The year-over-year increase was 1.2% in December 2017 followed by 1.6% in March 

2018, mainly due to higher tobacco prices. Core inflation, which excludes products with 

volatile prices, was estimated at 0.9% in March. 

For 2018, the Government has incorporated the changes in exchange rates and oil 

prices that have occurred since the forecasts were developed in the budget bill for 2018 and 

stabilised them at the levels observed in March. It has raised its projected increase in 

consumer prices to an annual average of 1.4%, compared with 1.1% last September in the 

assumptions for the budget bill.  

The increase projected relative to 2017 can be attributed to slightly stronger core 

inflation (0.7% compared with 0.5% in 2017), consistent with the rise reported in recent 

months, and to the higher tax on tobacco (which contributes 0.3 percentage point to the 

overall increase, according to the Government). The contribution from energy prices is 

projected to remain strong (0.5 percentage points, as in 2017, of which 0.2 percentage point 

for taxes).  

The Government’s forecast for the increase in prices in 2018 is in line with the 

consensus forecast average, which was 1.5% in April 2018. 

                                                           
2 INSEE’s consumer price index (CPI).  
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The High Council considers that the Government’s inflation forecast for 2018 is 

reasonable. 

 

III- Remarks on the macroeconomic scenario for 2019 to 

2022 

The assumptions adopted by the Government for growth and inflation cannot be 

analysed without considering the French economy's position in the cycle. This is assessed on 

the basis of the output gap, i.e. the difference between actual GDP and potential GDP. 

Potential GDP is defined as “sustainable” output, i.e. the quantity which can be produced 

without having positive or negative impacts on inflation. In principle, the output gap reflects 

the country’s rebound capacity when negative and the prospect of a slowdown when positive.  

A. The output gap at the beginning of the period and potential growth 

1- The Government’s scenario 

In its referral file, the Government specifies that: “Potential growth should increase by 

2022, due to the positive effects of the structural reforms implemented during the current 

presidential term […]. 

After seven years of a negative output gap (2012–2018), activity is expected to 

continue its cyclical rebound. Thus, the output gap, which should turn positive in 2019, 

should continue to expand while remaining below the levels observed prior to the 2008-2009 

crisis or in the early 2000s. […] The output gap is projected to reach 1.6 percentage points of 

potential GDP in 2022, which would still be below the levels achieved in the early and mid-

2000s”.   

2- Opinion of the High Council  

a) Output gap at the beginning of the period 

The output gap is not observable or accounting data but must be estimated using 

different statistical and/or econometric methods3. International organisations’ estimates for 

2017 range within just over one point. The Government’s estimate (-0.9 percentage point of 

GDP) is close to that of the European Commission (-0.8 percentage point) but below that of 

the OECD (-1.6 percentage points) and the IMF (-1.8 percentage points). The Government 

and the Commission forecast that this output gap will all but close in 2018. 

 

                                                           
3 The estimate of the current output gap can therefore be subject to substantial ex post revisions (with, for 

example, the shift in the European Commission’s output gap estimate for 2007 from -0.3 percentage point of 

GDP in 2007 to +2.9 percentage points ten years later, in 2017; see the appendix to Opinion HCFP-2017-3 of 

September 2017). 
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Output gap estimates are fragile and interpretations of the consequences of this gap 

differ. Nevertheless, the estimates all point towards a closing of the gap between actual GDP 

and potential GDP before the programming target date. 

The analysis of output gap may be supplemented by the direct observation of business 

survey and price indicators, which are related to the economic cycle. They send mixed 

messages. Capacity utilisation rates and recruitment difficulties are well above their long-term 

average at the beginning of 2018, suggesting that the French economy could be further along 

in the cycle than the output gap estimates would indicate. In contrast, core inflation is still 

very low and is not showing any signs of tension (see annex 2). 

The High Council considers that the estimates of the output gap for 2017 and 

2018 are acceptable.  

However, it notes that the uncertainty surrounding the output gap estimates is 

significant and that this uncertainty is not removed by analysing the business survey and 

price indicators that are related to the economic cycle. Although capacity utilisation 

rates and recruitment difficulties are well above their long-term average at the 

beginning of 2018, core inflation is still very low and is not showing any signs of tension. 

b) Potential growth in the coming years  

The Government has not changed its potential growth assumptions relative to the 

public finance programming law for 2018 to 20224. The potential growth of the French 

economy is therefore estimated at 1.25% for each year from 2017 to 2020. It is projected to 

increase very slightly at the end of the period (by 0.05 percentage point in 2021 and again in 

2022), to account for the impact of the structural reforms, and to stand at 1.35% in 2022.  

The Government’s estimate for potential growth is overall in line with the estimates 

available for years 2018-2019. For subsequent years, it is below the IMF's estimate and above 

the Commission's.  

The estimates differ mainly in the extent to which they account for the impacts of the 

structural reforms. Thus, the IMF accounts for an approximately 0.3-percentage-point impact 

from structural reforms in its potential growth forecasts. In contrast, the European 

Commission's estimate of potential growth does not take these impacts into consideration.  

                                                           
4 Law n° 2018-32 of 22 January 2018 
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As regards potential growth, the High Council reiterates its assessment of last 

September. It considers that the assumptions adopted by the Government over the 2018-

2022 period, which are within the average of the available estimates, constitute a 

reasonable basis for medium-term public finance programming.  

B. Remarks on the scenario for 2019 to 2022 

1- The Government’s scenario 

According to the Government’s referral file, “growth is predicted to reach […] 1.9% 

in 2019. […] Starting in 2020, growth is projected to slow slightly: 1.7% from 2020 to 2022. 

[…] Inflation should gradually recover, assuming that the ECB is credible in anchoring 

inflation expectations towards its medium-term target. For France, inflation is expected to 

converge towards 1.75% in 2022”.     

2- The High Council's opinion on the macroeconomic scenario for 

2019  

As it did for 2018, the Government raised its growth forecast for 2019 relative to the 

programming law from 1.7% to 1.9%. It therefore assumes growth will decelerate slightly in 

2019 but be close to 2% for the third year in a row.  

The economic forecasting institutes’ projections diverge starting in 2019, reflecting 

their own opinions on the growth scenario for France (see table below) or in the eurozone5. 

Their opinions differ as to the cyclical behaviour of the French economy. Some forecasts 

show steady growth in GDP for 2019, or even an acceleration relative to 2018, but a larger 

number of forecasts indicate that activity will start to slow towards its potential. For those 

forecasts, the slowdown is in exports and investment, while consumption holds steady. This 

slowdown generally reflects lower growth forecasts for the eurozone than in the 

                                                           
5 For purposes of comparison, the estimated output gap for Germany in 2018 is 0.2 percentage point of GDP 

according to the European Commission (November 2017 forecasts) but 3.3 percentage points as per the OECD 

(March 2018 forecasts).  
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Government’s scenario, which could be the reason for the slight deviation from consensus for 

France. 

Table: GDP growth forecasts for 2018-2019 

 France Eurozone 

 2018 2019 2018 2019 

European Commission (Feb. 2018) 2.0 1.8 2.3 2.0 

Banque de France/ECB (March 2018) 1.9 1.7 2.4 1.9 

IMF (April 2018) 2.1 2.0 2.4 2.0 

OECD (March 2018) 2.2 1.9 2.3 2.1 

Consensus (April 2018) 2.1 1.8 2.4 1.9 

Low end of consensus 1.8 1.5 2.1 1.3 

High end of consensus 2.4 2.3 2.8 2.3 

COE-Rexecode (April 2018) 1.9 1.5 2.2 1.7 

OFCE (April 2018) 2.0 2.1 2.2 1.8 

Government (2018-22 Stability Programme; Apr. 

2018) 
2.0 1.9 2.5 2.3 

Lowest forecast (excl. consensus) 1.9 1.5 2.2 1.7 

Highest forecast (excl. consensus) 2.2 2.1 2.5 2.3 

 

The High Council notes that, in most of the available forecasts, growth would 

peak in 2017 or 2018 and would decline slightly more in 2019 than in the Government 

forecast. However, the High Council considers that the Government's growth forecast, 

which is close to consensus, is achievable. 

3- The High Council's opinion on the macroeconomic scenario for 

2020-2022  

The Government has left its forecasts for 2020 to 2022 virtually unchanged (1.7% per 

year)6. Actual growth remains above potential growth for the entire period. 

The Government's assumptions result in a near closing of the output gap as from 2018. 

For the same growth scenario as that presented in the Stability Programme, taking into 

account more negative output gaps at the beginning of the period — as estimated by other 

organisations — would defer the closing of this gap (to 2020 according to the OECD and the 

IMF). 

                                                           
6 The growth forecast for 2022 has been trimmed from 1.8% to 1.7%. 
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The scenario for last September’s public finance programming bill used the same GDP 

growth (1.7%) for each year in the 2017 to 2022 period and thus did not incorporate cyclical 

factors. The new scenario presented by the Government in the Stability Programme increases 

the growth rates in the initial years of the period to factor in the recovery observed in 2017 but 

does not take the cyclical scenario to its logical conclusion, i.e. a slowdown continuing 

beyond 2020. 

 

The scenario adopted suggests that the output gap, which turns positive again in 2019, 

will increase each year to reach 1.6 percentage points of GDP in 2022. Output gaps of this 

magnitude are possible7 but assume a particularly buoyant macroeconomic environment, due 

either to the international environment or to the policy mix.  

 

However, the Government’s scenario is built on the implicit assumption that the 

international environment of the French economy would remain stable through 2022. It does 

not factor in the likelihood that France’s economic partners, which have enjoyed a long period 

of growth, will experience an economic downturn. 

 

Additionally, the GDP growth path between 2020 and 2022 is inconsistent with the 

policy mix adopted for this time period. The Stability Programme assumes an increasingly 

significant structural effort from 20198, but economic growth appears to be only minimally 

affected by this tighter fiscal stance. The rise in interest rates assumed by the Government 

could also dampen aggregate demand in this time frame9.  

 

Lastly, it is questionable whether a long-term positive and increasing output gap can 

coexist with inflation remaining contained at 1.75% in 2021 and 202210. 

 

                                                           
7 Based on the estimates of the Directorate General of the Treasury, this occurred, for example, at the cycle peak 

in the early 1990s as well as in the cycle in the 2000s.  
8 The structural effort presented in the Stability Programme is projected to be 0.3 percentage point of GDP in 

2019, 0.4 percentage point in 2020 and then 0.5 percentage point for 2021 and 2022. 
9 Between 2017 and 2022, short-term rates are anticipated to increase from -0.3% to 2.1% and long-term rates 

from 0.8% to 3.8%.  
10 The inflation rate in the scenario stands at 1.2% in 2019, 1.5% in 2020 and then 1.75% in 2021 and 2022.  
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Overall, the High Council considers that the scenario adopted of actual growth 

remaining continuously above potential growth until 2022 is optimistic, given, among 

others, the assumptions made regarding higher interest rates and the consolidation of 

public finances.  

 

4- Impact of the macroeconomic scenario on public finances 

Based on the growth assumptions adopted in the Stability Programme, which translate 

into a positive output gap of 1.6 percentage points of GDP at the end of the period, the 

cyclical component of the general government balance is positive as from 2019 and reaches 

0.9 percentage point of GDP in 2022. The cyclical component is therefore a significant 

contributor to the improvement in the general government balance over the period. 

 

 

      

 

The scenario for actual growth does not, however, have any impact on the structural 

balance estimate. This concept is central to the European rules established by the 2012 Treaty 

on Stability, Coordination and Governance (TSCG). The medium-term objective, which is 

determined in the public finance programming laws and is France's main European 

commitment with regard to public finances, is set in structural balance terms. 

The High Council notes that the Government’s growth scenario results in a 

positive general government balance at the end of the period and a favourable public 

debt trajectory. It stresses that this public finance scenario is based on an optimistic 

growth path.  

It notes that the structural balance, which is not affected by the assumptions of 

actual growth, would remain negative throughout the period, while improving 

significantly.  

It notes that, in any case, the realisation of the public finance scenario requires 

strict compliance with the commitments to control public expenditure. 

  

* 
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* * 

 

This opinion has been published in the Official Journal of the French Republic and 

attached to the Stability Programme transmitted by the Government to the European 

Commission and the European Council. 
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ANNEX 1 

  

 Macroeconomic scenario for the stability programme 

 

 2017* 2018 2019 2020 2021 2022 

Goods and services, real terms % annual average   

Gross domestic product 1.8 2.0 1.9 1.7 1.7 1.7 

Household final consumption 1.3 1.6 1.9 1.8 1.8 1.8 

Government consumption expenditure 1.6 0.7 0.2 -0.1 0.2 -0.4 

Gross fixed capital formation 3.8 3.9 3.3 2.3 2.1 2.6 

Imports 4.1 4.1 4.1 3.7 3.7 3.7 

Exports 3.3 4.9 4.6 4.4 4.4 4.4 

       

Contributions to real GDP growth    

Final domestic demand excluding inventories 1.9 1.9 1.8 1.5 1.5 1.5 

Changes in inventories and net acquisition of 

valuables 
0.4 0.0 0.0 0.0 0.0 

0.0 

Foreign trade -0.3 0.1 0.0 0.2 0.2 0.2 

       

Prices and nominal aggregates    

Consumer price index 1.0 1.4 1.2 1.5 1.75 1.75 

Gross domestic product deflator 0.8 1.1 1.2 1.5 1.75 1.75 

Nominal gross domestic product 2.6 3.1 3.1 3.2 3.5 3.5 

       

Employment and wages    

Non-farm market sectors:       

- Salaried employment (persons employed) 1.5 1.5 1.3 NA* NA NA 

- Average wage per capita 2.0 2.4 2.3 NA NA NA 

- Wage bill 3.6 3.9 3.6    

Total employment 1.0 0.8 0.8    

       

Potential growth and output gap       

Potential growth in GDP 1.25 1.25 1.25 1.25 1.3 1.35 

Output gap -0.9 -0.2 0.4 0.9 1.3 1.6 

* 2017: Quarterly national accounts; NA: not available 

Source: Ministry for the Economy and Finance (13 April 2018) 
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ANNEX 2  

 

What is the output gap situation in France? 

 

In principle, the output gap measures the ability of production to meet demand without 

pressure on supply factors, i.e. in particular without pressure on prices. In practice, the 

measures of the output gap attempt to substantiate the theoretical link between these pressures 

and price acceleration or the gap between inflation and the central banks’ targets. However, 

since the crisis, the empirical correlation has not been as closely borne out, calling into 

question the terms of this relationship.  

Whether it is the level of inflation (sharply below the ECB's target) and the increase in 

nominal wages or the changes thereto (and in particular the increase in core inflation, in early 

2018) that is examined, French output does not yet appear to have reached its potential. 

There are also significant variances between the different institutions’ output gap 

estimates, as well as between a single institution’s successive estimates for a given year11, as 

the methods used inevitably depend on the most recent observations available. The estimate 

of the current output gap can therefore be subject to substantial ex post revisions.  

 The output gap estimates can be reconciled with indicators that show a relationship 

with the economic cycle. Their direct analysis can provide useful insight into the short-term 

situation, in light of their economic characteristics and historical performances. In the medium 

term, production factor dynamics may, where applicable, help ease constraints. 

 Among the cyclical indicators analysed, some are explicitly indicators of pressure on 

production: capacity utilisation rates, production bottlenecks, and recruitment difficulties. 

They are correlated with the gap between actual output and sustainable output in the short 

term and mainly concern industry. These indicators, while more volatile than the output gap, 

appear in practice to be correlated with the economic cycle, if not slightly ahead of it. In 2017, 

they were sharply above their long-term average, with some even approaching their all-time 

highs. These indicators may suggest that the French economy is closer to closing its output 

gap than previously estimated, or even that it is already positive.  

This was in fact the situation in 2000 and 2007. In September 2000, the IMF estimated 

France’s current output gap at -0.6 percentage point of GDP (compared with +1.2 today), 

whereas the pressure indicators had begun to recover very substantially and broadly in the 

second half of 1999, reaching their highest levels on record. In 2007, the European 

Commission estimated, in its autumn forecasts, France's output gap at -0.3 percentage point of 

GDP for that year, whereas the indicators of pressure on production had been high since the 

second half of 2006 and were rising steadily over the course of 2007. Since then, the 

European Commission has substantially revised its output gap estimate for 2007 and now 

projects it at 2.9 percentage points of GDP.  

 Other indicators derived from business surveys, which do not measure pressure 

directly, are empirically correlated to the cycle or to activity during the cycle; that is the case 

for the business climate indicators and the ESIs (economic sentiment indicators), whether 

sectoral or aggregated. They appear to be representative of growth (as a deviation from 

potential growth), rather than of the output gap, and therefore of the speed at which the output 

                                                           
11 As the High Council noted in September 2017 in its opinion on the 2018-2022 public finance programming 

bill. 
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gap will close. Business climate indicators have historically been in step with the growth 

cycle. In 2017, they came close to their past peaks.  

In Germany, the aggregate business climate indicator has stood, since 2014, above its 

long-term average. At the same time, the capacity utilisation rate has increased sharply to 

approach its highest level. For now, this high capacity utilisation rate does not, however, seem 

to have adversely affected German growth.  

 

 

 


