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ACTIVITY REPORT

2015-2018

h

The High Councll of Public Finances, an independent
-

EDITORIAL

First president of the Court of Auditors
Chairman of the High Council of Public Finances

highyy experienced in ecanamic forecasting and pub-
lic fnances. The Baard's has already been partaly
renawed Twice in September 2015 and March 201,
a5 stipulated In the Canstitutional bylaw. Board mem-
bers have 2 very demanding job, notably dus to the
ey shart deadlines allowed for issuing opinions, and
| sincer sy thank them for their detarmination and mo-
tation.

The High Council doss nat Itself produce any mac
rasconomic or budgat forecasts, for which the Gow
arnment ratains sole responsibility It issues adkisery
opinions based on all avallable information - whether

public or pr s the Ministry of F

dnars, is now 3 wall of Frances Inst
tutional landscape In connection with the governanca
of puiblic finances, inwhich It plays & arucial role.

France adopted a novel organisational approach o
setting up an independent fiscal councll pursuant to
the 2012 Treaty on Stabilty, Coordination and Gav-
ernance (TSEG). The High Couneits

Like mast of ts Eurcpean counterpants (ndepend-
ant fiscal institutions now sxist in 26 Eurapsan Union
countries), the High Council i facad with a number of
ate, currently focused on the size

of the structural balancs, which s frequently subject
less

wers defined In addition o thosa already sxerciced by
the Court of Auditars I respect of the supervision ot
public finaross.

Under the Consttutional bylaw of 17 December 2012,
the Hish Counl has twin duries: to assess the extant
15 which economic forecasts assoclated with finan-
cial legistation are fealistic, and to review the sxtant
10 which the trajectory of the public finances (central
govemment, sacial security and Iocal govemment) is
consistentwith France's multiyzar planning and Eura-
pean commitments.

In just overfive years, the High Coundl has ksuad 27
apinkens in which It has sought to provide Govern-
ment, Pariament and citizens with clarity on often
complex fssuies In 2 changing ervirarment. The High
Cauncll has, | hops, helped strengthen sound fiscal
govemancs In our country. |t cannet be denied thar
its creation, and the independence of [t opinions,
have helped curb the spumistc blases that have often
tainted forecasts inkedwith finance acts in the past

115 eleven-member Board s made up af members from
a wide variety of backgrounds - a genuine strngth
for the High Council. It biings together magistrates
from the Court of Auditors with outside individuals

nasoe

Volatlle and mora diractly measurable indicators, such
86 Structural effort or expenditurs net of discretion-
ary revenues messuras, as suggested by discussions
invarious forums. The European rules themssives are
difficult tor pply. chie 1o their sxcasshve umber, their
‘complaxity and tha latitude the European Commis-
sion allows ftself In implementing them.

Dus to fis class ties with the Caurt of Auditors, diar
logue with autherities and foracasting Insttutions In
the course of perfoming fts duties, and It close relar
lanship with Indepan dent fiscal insttutions In ather
Eurapean countries and the European Comimission,
the High Council of Public Finances & at the heart of
Varlous debates that touch an sconemic forscasting
and analysis of the public finances,

Togsther withthe Board's ather ten members and the
small secratariat that supports us, It is my wish that
the High Councll might continue to make an active
contribution t these debates. This report, which fe-
visws the High Councl's activity over the past three
yaars, has been praduced to that end.
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EDITORIAL
Didier Migaud

Premier président de la Cour des comptes
President du Haut Consell des finances publiues

Le Haut Conssil des finances publiques, organisme
Indépendant créé en 2013 auprs de la Cour des
comptes, ast désommals bien installé dans |= paysage
institutionnel francais de (a gouvernance des finances.
publiquss, o0 ljous un rola essantial.

Lorganisation misa en place par a France pour La créa-
tion dfun conseil budgétairs indépandant, en applica-
tion du Traité de 2012 sur La stabilté, la coordination
et la gowvernance (TSCG), est originale. Les missions.
du Haut Conseil ont &tk définies en complément de
celles d&ja exercées par la Cour des comptes en ma-

25 Mediumierm scenarios

26 ESTIMATES OF THE POTENTIALGDP
TRAJECTORY

28 TRAJECTORY OF THE PUBLIC FINANCES.

28 Public finance targets regularly postpened

28 HCFP analysis of public inance
forscasts
31 Multiyear structural balancs trajactory

and programime deviations
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SECRETARIAT

CHRONOLOGICAL LIST OF HCFR ORINIONS

GLossARY

Le Haut Conssil ne réalise pas lukméme de prévisions
macroéconomiques ou budgétaires, dont la produc-
tion demeura ds La seule compétance du Gouveme
ment. Il rend des avis consUItats qui sappulent sur
Fensemble des informations disponibles - publiques.
U CommURiquéss par le ministére des inances -et sur
Faudition de parsonnalités qualifides.

Comme a plupart deses homolagues suropéans- des
institutions budgstaires indépendantss sistent dé-
Sormais dans 26 pays de [Union suropéenne- ls Haut
Cansel est confronté & piusieurs défs. Son mandat,ac-

qui
st soumis & d fréquentes et fortes révisions, pourrit
atre slargi

N 7 d 1
double mission : apprécier e réalsme des prévisions
macrodconomiques associées aux textes budgécaires
<t exarminer la cohérence de a trajectoire de fnances
publiques (Erat, sécurné sociale et collectiis lo-
«cales) avec la programmation pluriannuelle et les en-
‘gagements européens dela France.

En un peu plus de cing ans, le Haut Conseil 2 rendu
27 avis, dans lesquels il st sfforcs d'éclairer, sur des
Sujets souvent compliqués st dans un contexts chan-
‘geant, le Gouvemement, le Pariament et les citayens.
Le Haut Conseil 2, e Laspare, contribus & renforcer .
bonne gouvemance budgétaire de notr pays. Force

dirsctement mesurables, comme Veffort structurel
ou Pévolution des dépanses nette des variations des
préfvements obligatoires, ainsl qus le suggarent les
réflaxions meaniss dans diverses enceintes. Les rigles
eurgpgennes elles-memes sont dapplication diffice,
en ralson de leur trop grand nombre, de leur com-
plexité ot de la marge dnterprétation que se donne
aCommisslon suropenns dans leur mise en ceuvre.

Du fait de 5a proximits avec a Cour des comptes, de
ses &changes avec Les administrations ¢ Las Instnuts
de prévision dans Pexercice d ses missions, des rela-
tions étroites qul entretientavec les Institutions bud-

que sa créati
25 avis, ont permis de réduire les biais optimistes qui
ont souvent marqué Les prévisions associées aux lais
financiéres dans le passé.

Son collége de anze membres reunit des profils trés.
dvers qui constitusnt un atout pour ke Haurt Consel.
It assocle des magistrats de la Cour des comptes et

des personnalités extédeurss de grande spédence
des.

gétairss des autres at
avec la Commission auropéanna, ls Haut Consell des
finances publiques sst au cantre da nombraux débats
touchant les prévisions économiques <t Panalyse des
finances publiques.

Jo soubaite, avec lss dix membres qui mentourent st

e secrétariat Léger qui nous accompagne, qus s Haut

Cansell continue dapporter une conibution acthre &
L

dans les domaines de la prévick
finances publiques. L collége a d4ja fait objet de
dleux renouvelizments partisls, en septembr 2015 et
‘en mars 2018, comme le prévolt la lof organique. Le
travall des membres au sefn oy Haut Consel est ext-
‘geant, du fait notamment du temps trés court dont s
dlisposent pour rendre les avis <t Je les remerce pro-
fandérment pour leur détermination st Leur mothration.

a | acTv Ty REpoRT 20152018

ces dab ; qui
darniires années d actiité du Haut Conseil,en const-
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KEY FIGURES SINCE CREATION

5

OPINIONS A YEAR
OMAVERAGE

3

MEETINGS
PER OPINION
ON AVERAGE

4t05

HIGH COUNCIL
HEARINGS
IN PARLIAMENT
AYEAR

Serminar
onporential
growth

.

13

2014

second partial
renewal of High
councilmermbers

20

2018

7

DAYS TO ISSUE
AN OPINI
ONAVERAGI

ESS MENT]

PER OPINICON,
N AVERAGE
(9Qin 2017)

HOURS' DISCUSSION|
PER MEETING
ON AVERAGE

3to4

HEARINGS
PER OPINION

0,000

WEBSITE VISITORS

IN 2017

ACTWITY REPORT 20152012 | &

Discussion session with
Michel Sapin, Mirister for
the Econamy and Finance,
and Christian Eckart,
responsibility for the budget

.

Publication

of first activity

report
(2013-2015)
3

8 20

2015

Discussion session
with Bruno Le Maire,
Minister for the Economy
and Finance

18
July

Launch of new
High Council

H
13

4

i
Discussion session

Financial Affairs, Taxation
and customs

I>
0B

>
0
HO

First partial renewal of
High Council mermbers

20

publication
of second activity

repo
{2015-2018)
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KEY DATES (EXCLUDING OPINIONS)

Actratifying

Eighth annual meeting

constitutional bylaw
onthe planning

and governance
of the public finances

Establishment of
heHigh Council
.

21

2013

0fGECD Parlamentary Discussionsessionwith  Discussion session
Budget Officials michel Sapin, Minister with Pierre Moscovici,
and Independent Fiscal farthe Ecanomy and European
Institutions, jointly Finance, and Christian commissioner
organised by the High Eckert, State secretary far Economic and
Council of Public with responsibilty Financial Affairs
Finances farthe budget Taxation and Custorms
] . .
1a12 5 1

2016

H
Discussion session

with Piarra Moscovid
European commissioner
for Economic and
Financial Affairs, Tasation
and customs

& | acTviTy RepoRT 20152018

‘APl 2018~ Mermbrs ofthe High Councilaf PUDlE Fiances (HCFR)

In Octaber 2018, the High Coundil chaired by the First President
of the Court of Auditors (Cour des Camptes) (Didisr Migaud), con-
cisted of four Court of Auditors magistrates (Frangoisa Bouygand,
Rasul Briet, Erlc Dubols and Martine Latare) and five qualffed in-
dividuals nominated by the pariiamentary assemblies and the
chair of the Ecanoric, Social and Environmental Comimittee [Maya.
Bacache Beauvallar, Eric Hayer, aballe Job-Eazills, Christian Noyer
ans The af the National Instints
of Statistics and Econormie Studios {Joan-Luc Tavernier) fs lso an ax
officia member of the High Cauncil

The Boand was refrashed for the frstume n September 2015, with
z

drieu and Michel Aglietta.

It was refreshed for the second time in March 2018, when Maya
Bacache-Bsauvallet, Eric Heysr and sabelle Job-Bazille wers ap-
polntad o replace Frangoic Bourguignan, Mathilde Lemoine and
Philippe Dessertine respectively

The permanent scretanat cansists of a General Rapportaur, two
Daputy General Rapportaurs, ana Rapporteur and one assistant.
The General Rapparteur is nominated by the Charman of the High
Council after consulting the membsr

# | acTwrry repoRT 20152018

Appointment of HCFP
members

The factthat the High Council s at-
tached to the Court of Auditors, and
the procedures by which its mern-
bers are appointed, ensure a high
tevel of independence

The four Court of Auditors mag-
istrates are nominated by its First
president and include an equal
nurmber of men and women.

rMearwhile, its five qualified ind-
viduals are neminated by the pres-
ident of the National Assembly, the
president of the senate, the chair of
e Nationial Assembly's Finance,
Economy and Budget Control Com-
mifttee, the chair of the Senate F
nance Committee and the chair of
the Economic, Social and Environ-
mantal Committee respectively
Qualined individuals nominated
by parliamentary authorities must
include an equal number of men
and wiomen, When these members
are replaced, each female member
must be sucteeded by a man and
viceversa,

The diversity of members' back:
grounds s an asset © the High
Council: the fact that the Council is

expertise in public finances: outside
marnbers bring a wealth of exper-
ence in macroecenormic forecasting
and public finances.

Mernbers of the HCFP sarve for five
years Court of Auditors magistrates
may be reappointed once; qualified
indviduals may not be reappoint.
ed. The Board is partially refreshed
every 30 months.

naso



MANDATE OF THE HCFP

High Cou

o n planning and o7
that the trajectary of public fina
commitments. To this end, it a
potential growth estima
arts, draftsocial security fina
The High Comneil’s view Is expressed tmugh

eite anil submitted to the competent authorities (the Council

siied 27 1 clate) published o1
iate, Govemment and Parliament)

High Council opnlons ovar a year
mber: Opinion |1"OUsheut 1y (o0
Aprit Opinian o the budget billfor ot

= Opinien on the \ov Navember:Opinon an the
‘gt sextamsnt ; " supplememary budget bl
b foryear T-1 jpch b Torysarkt
NoterHigh Yo thatts essrequent

are shown in green.

Scope of High Council opinions

Macroeconomic  Potantial growth  Publicfi-
asts

estimates nances

PFPB (September of sver-nuimbsred
years between 2008 and 2014, then S=p-
tember 2017)

BB/SSFB (Septembar)

‘5B (acconing o raferral)

BSE (May)

SPU (April,

<
<
<

<
<€«

v
P public finance programming bl BB: budget bill; SSFB: sadial secuity financing bilk SE: supplementary

The balanced budget rule

The Treaty on stability, Coardination and
Governance in the Econormic and Monetary.
union (TSc6) stipulates that “the budgetary.
position of the general government [ ] shall
‘be balanced or in surplus”—i.e:the structural
‘balanca must be close to 3 medium-term ob-
Jective (MTO) that may not b Less than-0.5%
‘of GDP. The MTO is a structural balance tar
ek et by et i St s i
its specific circumstances in terms
and the cost of the ageing nommn.mm
‘the aim of ensring long-term budgetary sus-
tainability,

This rule was transposad into French law
by the Constiturional bylaw of 17 Decem-
ber 2012, which stipulatesthat tha MTO misst
‘e Laidl down in the mult-year public finance
programrring bill. In the December 3012

cember 2014 and January 2018 bills, the
MITO was set 31-0.4% of GOP, to be achieved
in 2015 and after 2022 respectively.

The TSCG also stipulates that in the event of
significant observed deviations from the me-

ACTMITY REPORT 2015-2012| 0

Government revenue and ependiture forecasts are
consistantwith the medium-tsm trajectory of raturn-
fng the public finances to a position of structural bak-
ance. In practics, given how the structural balance &
calculated, the High Council slsa sxpresses an pinion
n the actual public deficit

= correction mechanism
Befors the budgst settismen bill approving the gen-
eal govarnment accourts for the praviousysar s filed
sach May, the HCFP also gives an ax past opinion on
any deviations between the ouctum and the

Laid down In the programming bill (Articls 23 of the
Constitutional bylaw).

In particutay, It Identifies whether thera are any "sig-
nificant deviations” from the trajectory, which means

i

ot grass domestic product (GDF) aver one year or av-
eraging 0.25 percentage point of GDP aver two con-
sscutive years.

If 50, the Govemment must put forward corrcting
fmeasures o bring the public fivances back Into line
wWith the trajectory of Feturning the public 3ccaunts to
& position of structural balance.

Thess messures must b adopted in the first finance
et or sockal security finance act aftar the corraction
rmechanisi Is triggered. When expressing its opinion
on thesa acts, the HCFP glves an acsessment of the

\fapplcabl

dium-tarm otyective or the
towards it, a correction mechanism skall be
triggered sutomatically”. The characteristics
of this mecharism are detailed in “common
principies* adopted by the Member states
In particular, these principles specify that at-
taifment of the MTO must nat be postponed
Following 2 deviation from the adjustment
‘path, and that corective measires must at-
tomatically apply to subsequent budgets Re-

the structuralbalance trajectory.
As regards the public finances, the High Coundl's
mandate, focused on menitoring the structural bak-
ance trajectory, Is more restricted than that of most
fscal councils In other European countries (522 box
below). This Is notably dus to the fact that, when the

High Council was created, the Court of Auditors was
already fuifiling & number of the duties of an inde-
pendent fiscal, council. The High Counci's mandars

sponsibility for triggering and mon th
correction mechanisi is entrusted to an in-
dependent national institution, whose opin-
ions Government must take inta account ur-
less it publicly explainswhy itis not doing so.

1A France, the Constitutional bylaw of 17 De-
cember 2012 made the High Councit respon-
sible for jdentifying “significant deviations®
from the adjustment path triggering the cor-
rection mechanism, When the mechanism i
‘triggered, Governmert must take corractive
‘actions in the following year's budgat at the
latest.

nasoe

was designad of the Courtof.
Audftors.
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MACROECONOMIC
FORECASTS

PUBLIC FINANCES
The High Councll has a threefold

The HCFP seeks to ensure that
the trajectory of France's public

The High Counclis mandate &5 (oie , relaion to ublicfinances.  reren ey Sy et 6

regards sconomic foracasts s to

gewernmentand socll securty) to-

review the extsnt to which Gov = When a public fmanca pro-  wards 3 balanced budget laid down

Bill & put forward,  In the public finance programming
it chacks that the propossd  Bil s consistent with the country’s

programming the stability Programme i consictent with  European commitmants, and that
programme are realistic. This man- France's European commit  all draft financial tegislation Is can-
date thersfors covers. not only all ments, sistentwith this rajectory.

macrosconomic forecasts (NS . \yiaq budget bils and secial

Ing growth In GDP and Its compo-
ners), but potantial growth and
Qutpust gap estimatss used in public
finance programming bils. Opin-
o also aim ta identify the risk fac-
tors survounding thess forecasts.

The High Councils task fs frst and
faremast o ensure that Gavern-
ment adopts plausible macroeco- aramiming
nomic forecasts on which s based
ts scenaro for the public financss.
‘Revenue foracasts, in particulr, are
heavlly dependent on assumptions

In accordance with the TSCG, this
ing bills are put  ralectory concems the structural

s oo balance st aimanaing the o
ante assessment as to wheth-  TE<t5 Of fluctuating economic con-
er structural balance forecasts
used by Government in draw-
Ing up this draft legislation are
SONSistant with commitments
entered into though the pro-  Islation pertaining to the public
bill Consistency fs  finances. Its epinions are lssued

ditons on public deficits and aftse
deducting one-off and tamporary

The HCFP reviews all draft leg-

before such draft legislation |5
brought bsfors Parliament. They

esn
forscasts and programring  relats o both the futur (the next
and the Imernal cansiswnay of  budget year or the next program-

regarding activity (2q. consumer
spanding for VAT), emy
‘andthe wage bil far social securlty

Iy of assumptions used, meas  budgetysar)
wrss announced and quantf-

Programming bills

contributio Cation af their impactin gh of
. the structuralbalance target),  WNEN the Government. puts for-

The High Council does not direct.

ward a multkysar public financs

&y produce any .
forecasts of its own. In preparing

s analysis, it draws on farscasts = post assessme
coviations betwean e OU  ancy of the proposed =

produced by international organiss-

tions andvarious bodies tasked with tm and the
Thcer st inhley o ML) Rk e
13

analysing sconomic canditions. In

5 PUE fOIWarT, It GRTies QULN  twoyears n Septamber?, the HCFE

ent 0 ideetlfy  iszues an opinien on “the consist-

programme. A with the adopted medium- tarm ob-

preparing it opiniors, It conducts
hearings with various economists pageT1)

and sodal securly finance act  mconsistency of the SUUEIUIL  inance ares and soc
batance trajectory
The Treaty on Stability, Coordina-  The HCFP ges its opinian on the
il bl

and Union (TSCG)  and social security finance acts i
et et by
Stitutions with the role Of VrIty-  ance pajectory
ng compliance with the balanced iz finance programming bill” (Art-

programming bill and stability pro-

aramme) require rumerous hear
Ings, whila others (draft supplarmen-
tary finance act and draft finance
review act)ralating mainly 1o public
finance ssues appear ta require faw
hearings beyond those involving

ofthe
Corertonet bylaw of 17 Decern-
ber2012),

iy ecurity

the Econamic  gonsistency of draft finance acrs

the relevantauthorties’
budget rule. In France, this role I cio 14 of the Constittianal bylaw).
undertaken by the High Council of
Public Firances. This. Involves reviewing whether
# This requency pr 2014, with S i
ing o, : .

10| acTwiTr nEPORT 20122012

The mandate of independent fiscal
Institutions in European
Union countries

AWLIFis in countries that have signed the
TSCG must check that European budget
rules are followed and monitor compli-
ance with commitments entered into and,

in all European countries
fiscal institutions (IF1) are, ke the High
Council, tasked with approving or pro-
ducing  macroeconomic  forecasts  and
maritoring adherence to the correction
mechanism. Most of these have been set
Up over the Past few Years pursuant to
Directive 2011/85 of the Council and the
2012 Trezty on Stability, Coordination and
‘Governance (TSCG). There werearound 35
such institutions in mid- 2018
in relation to economic forecasting, the
main distinctien is between those IFis that
produce the economic foracasts that un-
derlie public finance forecasts, and these

it approve or reject government fore-
casts. Of the 16 IFIs, which are iwolved in
MACroRCONOMIC forecasts in the answer,
six* fall into the former category: Th rest
provide an assessment of forecasts pre-
pared by government.
‘Within this latter category, a distinction
can b drawn between the following:

» those institutions' that explicitly >

in particular,
‘the medium-term objective (MTD) How-
aver, this role s usually less strictly delirait-
el than that of the HCFRWhich  focused
on reviewing the structural balance and
its consistency with the trajectory set out
in public finance programming bills. Oth-
e 1FIs’ mandates also nclude analysing
the actual balance relative to the 3% rule,
compliance with the MTO, and structural
adjustment (or effort), The debt position
also frequertly comes under scrutiny.
ALLIFIs play 2 role in triggering o monitor-
ing a correction mechanism and assess-
ing any axceptional circumstances, as Laid
down in the “common principles” drawn
up by the European Commission and ap-
proved by the Economic and Financial AT
fairs Council on 21 Juna 2012,

Some IFIs have respansibitities that go
‘well beyend these functions, including, for
example:

» producing public finance projections
(Unitect «Ingdum) and avaluating the
long-ter

preve of reject
oo hrouah an apnin, repart o1 et
ter o the minister (Spain, reland, taly,
Larvia, Lithuania and Portugal)

+ those, like the HCFR that publish
commentary but witheut formally ap-
proving assumptions (Cyprus, EStonia,
Greaca and Malta)

IFis* mandates with respect 1o the pub-
lic finances are broader than that of the
HCFP In almost all countries.

* Eigntmempars states nave v IFis

o the public
finances :Ausma Selghiy 1, oo
Netherlands, Portugal, s pai, sl
and Sweden);

» quantifying the costor budgatary per-

yrmance of measures and assessing
their macreeconomic impact (Austria,
taly, the Netherlands, Rormania, slova-
kia,slovenia and the United Kingdorm);

» formulating recommendations on bal-
ance or expenditLre trajectories or fis-
cal measures (Austriaand Portugal).

12| acTviTy pepoRT2015-2018
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SCOPE OF HIGH COUNCIL OPINIONS

Although oplnio

mm
moderate macreconomic forecasts.

The HCFP plays an advisory role.
Responsibiliy for determining the
country's fiscal policy lles solely

ining to i

European Commission

ued by the High Council of Public Finances are not b-ndlm on Government, thelr
public natme and the fact that they are publicised by the media make them particul:
=0 ol clartfy parllamentiry debate on ssues per
it e oercatonal Mioteary P have hoted, s HEFP fas elped

tar-reaching,

he prubl

mechanism and the sdst
encecfan

apoi
of the Treaty on Stabilfty,  institution.

The Constitutional Councl (Con-

reviawing the accuracy of firance.

and soclal securlty finance.

acts?, particularty 25 ragards mac
Wh

Coordination
Governanice (2017)

n and

In February 2017, the Euro-
pean commission publihed  Tho  pational  ovisions
S r2pOM ASE2SSN e oM 2dopradt by France ara com-

‘The Commission found that
the prowisions aropted by
France were complant with
the Treaty requirements

bers of Barlament refer to it on

tion

pliant with the requirements

adoptad pursuant o te  serin Articie 3(2) of the TSCG
Treaty on Stability, Coordina- s the common principles

For mample, the Constutianal
Counell referred o the HCFRIn ts

sion Member st

ruling 2016744 DC of 20 Dacam-

2017: "Given the risks t sxpends Hi

Intigntef

(TSCE)
bymeuEurnpsan COMMiS  mant provided. by national

= BAES  gurnarities to iterpret the

mthsmatv'm 'sumwai arganic {aw consistently with

forby Artide 8 of  article 3(2) of the TScG to-

ture andforecast revenus, theHigh ‘“"’“‘Y gether with the compliant
Counllcf PublcFlaneesfoond It L SeE4R o tho monitoring n-
\ncer taln that the nominal dendlt e e oy Stitution,  the _ clarifications
wil fai back below the thresnold  Courtrieshave complid with v ovided by national author-

Councils epinion n s nuing 2017-
758 of 28 Decemb=r 2017 on the
financeact for 2018,

the Treaty requIements. N riag on the substance of the
some cases,

positive assessment is sub-  gho formal commitment pro-
Jectto theTUtUra adoption o igud by national autherities
further provisions. The oM & apply tha comply-or-ox.

S carection mechanism, and

miSins analsis fOCUSES,  pian princile n ine with

for each country,
Qal staus af provisions, how
the batanced buddget rule is

on the lo-

the comman principles”

formulated, the corection
——

£ 12.553 DC

Eccnomic

fnance aci: [..]

‘esranlneq ngepenaent ST,

351,500

page views
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«vo However in a lefter addressed 1 the
French authorities on 19 May 2016, the
Commission raised questions over the le-
al status of provisions transposing the
Treaty inta French Law: does the French

CONTRIBUTING TO PARLIAMENTARY
DEBATE ON PUBLIC FINANCES

Articls 20 of tha Constitutional bylaw of 17 Decem-
b 20 s s Ve ot ot e Mt
the re-

5y stem,
Pt b L
trajactory are laid dovn in programming
bils, ensure compliance with France's
Eurapean commitments? s it compliant
with Articte 3 of the Treary, which SUpu-
{ates that "The rules of the fiscal compact]
shail take effect in the national w of the
conwacting parties . throush provisions
of binding farce and permanent charac-

hered to throughout the national budget-
ary processes”

“The Commission highlighted the systers
‘apparent fragility, insofar 35 the program-
ming law that determines the Structur-
al balance trajectory can be amended at
Y or replaced by anather bill, and,
ove all, the fact that it is an ordinary bill
thatis not legally binding an finance bills.

AS was the case for all European coun-
tries abaut which reservatians ma bsm
expressed prior 1

ms. afNationat Assembly and Senate committees™.

In practice, the Chairman of the HCFP appears befors
the National Assembly and Senate finance committses

{opinion on draft finance acts and social sscurity financs
acts, ils and the stabillty programme).
Thess opinions are communicated to Parliament imme-
. a
batwesn members of Parliament, who draw on them
‘When debating draft financial legistation. Since the High
Caunclfs raation, its Chaimman has appsarsd bafors
the National Assmbly and Senats finance committass
22 tmss {18, averaging four 1o five imes a ysar) Thess

Senate websites.
PUBLICLY ISSUED OPINIONS

In accordance with the Consttutional bylaw, all HCFP

‘opinions are publicty issusd This s done through the

e et . wabsits, which offers & welth of informa-
auncil's remit,

sation_All HCFP apinians and al wstimany by the Chair-

man of the HCFP to the National Assembly and Senate

reaty, the Commission in the end il
formal commitment by the Minister, find-

The sics has many visicors keen to find out mers about
the HCFP's role and opinions, with almost 166,200 peo-

by the strength of the monjtaring mech-
anism put in place in accardance with the

eaty”, the final portion of this phrase re-
ferring to the fale of the HCFP.

with regard specifically to the creation
and aperation of the High Counci., the
commission concluded that “the French
monitaring institution & compliant with

ple visiting

Tha High Council’s new websita went ve in S
ber 2018, This site, the entire content of which is now
available in Englich, helps make opinions mora visibla 1
‘search engines, makes t sasier 2 shars them via social
media and t forsign readers and promatas the High
CaunclFs work beyand producing opinions In partiaulas,

Inciude videos of pariamentary heafings involing the

the
‘man principles”, that “the institution has
been grounded in law and equipped with
appropriate safequards for its functional
autonomy” and that =adequate pravisions
on the HCFE's endowmient with rassoure—
s and access to information are n place™

1a| AcTviy peporT 2m52m18

Chairman of

OPINIONS BROADLY ECHOED N PUBLIC DEBATE

The

AN spiniars are

upky

Winternational organisations

‘The European Commissin refers 1o

arisnal o

tions snd the med

he HCFP's opinians In the various Recognition compliance of the budg-
sisd s it of HCFP opinions. etary objectives set in the

it undartabas on Member Star hifinmrasinnd nual budgets with the

bk caitions, The Commiz-

udgstary positions. The Commi petindeid objectives of the program-

slan first referred to the High Coun-

the Government's mac-

the Council of the European Union,

iay have also ragularly been ra-
ferred toin reports produced by the
Organisation for Economic Co-oper-
ation and Developrment (GECD) and
the International. Hanetary Fund
MFF.

ming taws*

European  Commission,
Country
2015,

Report France  opcoe conclision of a pa-

induding an I~ per on budgeting in France
Depth Review on the pre-  (301g)

wantion and correction of ?
rmacreeconomic inbalanc.  “Frances fiscal council has
B

only been operating since
2013, Although its Treation

‘Estabiished by the 2012 aireacy hadvisible impacts
‘Organic Law: the High on the retiability of mac-
Councl for puslc Fnanc.  ro-economic forecasts, it
iays 2 cental role n

oot the st Flinbtry ‘of  Fivance. -and
swatogy & It mennrs the  fiscal coun are still on 2

Gan be said that both the

ect of the numerical  learning curve.

respect
fiscal targets and assesses

enegn.

g

@ar 2o

ME
o MaEpenaence and professionalsm.

+ MoreTn b ana Kraan, O 2018),
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W The media

inions published by the High
Councit of Public Finances are reg-
Uiary covered in the national and

incraased as the High Council has
estab-

LesEchos

roissance :le gouvernement
neveut pascéderau pessimisme

 Le ot Compesl des e bt

o v egremen: o e

i rcacon o e

i ot e que ot

lshest in the medla landscape. Cov-
eras differs depending on the type
of opinion. Opinions on budget bills
(Septambar] genarate the most me-
i by (weraging almest 150 men-
tons over the period 2013-2017)
Opinions on stabilty pragrammss
(April come n second (averaging 75
mentions) while those on fiance =
view acts (May) generat= more limit-
sdinterest (averaging shc mentions).

Some opinions have garnered par-
ticulary extensive coverage. In par-
tiaular, the Septembsr 2016 opinion
onthe draft 2017 budget bils gener-
ated over 350 media mentions, 50
Marethan thewhols of the pravious
y=arand 2.5 times mera than the av-
2ge numbar of mentions for opin-
lons on draft budget bills. Sirvlarty,
the opinion on the first supplemen.
tary budgetbill in October 2017 gen-
almost 250 mactia mentions,

nearty fourtimestheaverage number

ms 014

015 2016 017

pacf opinion

Average media mentions by type of opinion
eriod 2012

Inthe medi over the p

we=n§EEE

Sty g Satp

s 0t Shon

e
et
i 5

‘Scurce: HCFP, based on data from Argus de fa Fresse
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organisations heard by the HCFP, 2015-2018

Intematianal organisations:

m @

Financlal Insututians:

WBARCIAYS

A naTIXS

socETe
L

Source: HCFR

stitutians. In partiaulas, the High
Council has held multiple hearings
with reprasentatives of the Eu-
rapsan Commission, the OECD,
the European Centrl Bank, In-
5=, the Banque de France, France
Stratégle, the OFCE and CosRex-
ecade, as well as representatives
of privams finandal nstiwtions.
Thess qualified indhviduals detail
their forscasts and, whers appl-
aable, state the associated risks,
notably with ragard o the fore
casting Instruments they use The
High Council draws on these hear-
Ings when preparing Its analysis.
The High Council may alsa draw on
the public finance expertise of the
Court of Audors.

The High Councll also arganisss
requiar discussions with serving
ministers and the Eurspsan Corm-

nasoe

High Council of
Public Fingnces ‘l

mission. Over the perlad covered
by this activity report, ministers
have: appeared in frort of the High
Council on three sccasions: Michel
Sapin, Minister for the Economy
and Finance, and Christian Ecksrt,
Minister of State with responsibilty
for the budget, on 20 July 2015 and
5 Aprl 2017; and Bruno Le Mairs,
Minister for the Econrmy and Fi
nance, on 18 July 2018 Pierre Mos-
covicl, the European Commissioner
for Economic and Financlal Affairs,
Tasation and Custorrs appeared
three times over the same perlod.

COMPLEMENTARITY WITH
THE WORK OF THE COURT
OF AUDITORS

One of the High Council’s key char-
acteristics i the degree of comple-
memarity between its work and

‘Central baniks and indepentent public
Instiusions:

... S

Economic instiutions:

coesbecnse

ofce

A
INSEE

that of the Court of Audrtors. Same
of the duties assigned to independ-
nt fscal Institutions are per formed
by the Court of Auditars. This role
perfarmed by the Court, eriginally
more at ts infiatve than as part of
It formal responsibilities, became
nuctal in the 20005 n respect of dui-
thes assigned o t by the 2001 Con-
stitutional bylaw on Finance bills
The Court gradvally establiched
itself as an authorky on masrofs-
@l analysis and, even before the
High Council was set up, the Eura-
pean Commission recognised it as
performing  number of the roles
of an indepandert fiscal institution.
The 2001 Constitutianal bylaw
requires the Court of Auditors
to submit thres reports to Par-
liament, published each spring:
one on the central govemment

ACTITY REPORT 20152018 | 19

PREPARATION OF OPINIONS
AND COMPLEMENTARITY WITH THE WORK

OF THE COURT O

The High Gounel Fas ta is3ue (15 op
it 3 miade of nperation that e

F AUDITORS

minns within very short times:
i1 10 be highly responsive,

‘Al 2013 Meeting of the High Councl of Publ i Finances.

ARIGOROUS
PREPARATION PROCESS

in the al bylaw.
‘The Act stpulares that budget bil,
soclal seautty financing bill and
the public finance programming
il must ba refarred to the HCFR
no later than sne wask befors Its
opinian Is passed on o the Consell
Etar (Council of Stats) - L. a faw
days before they are presented to
Cauncl of Ministers. n practics, the
Govermment also applies this “sev-
envday rufe” for most other texts
submitted 1o the HCFP.

This means that on average, the
High Council has seven days to
issue an opinion. This tmescale is
particularty short comparsd with
the Ume aliowsd for mast HCFP's

18] acTviTy RepoRT2015-2018

budget outturn, one on certifica:
tion of the central govemment
accounts and one on the position
and outlaok of the public finances.
Pursuat to legistative: provisions,
the Court 1s alsa tasked with pre-
santing a report on scial securty
andanatheron local public finances.
Until 2012, thera ware two major
gaps in the Court's monltoring of
publicfinancss: t was natable to s
sue exante public opinlons on draft
financial lagiclation (o do s was
‘beyond ts remit), and ttiacked the
necassary legitimacy to assess the
‘macroscanamic forecasts onwhich
such legilation ks based. Th High
Councllwas created toaddressboth

apinions, and the fact that its mem-
‘bers include recagnised sconomists
means It has the expartice T ba
able o assess the axtert tawhich
aconomic forscasts are raalistic.

While the High Councl alone
anatyses  the

European countsrpants t under-
take similar wark. This misans mem-
‘hers nsed ta ba highly avalable and
responsive In preparing opinions.

Relations betwesn governments
and independent fiscal Institu-
tons ars characterised by infor-
mation asymmetries. While the
wealth of published data means
Information about maoeconom-
Ic forecasts is readlly avallable,
tha same cannot ba said of public
financss. in France goverment
dapartments usually provids nec-
essary information sbout financial
legislation, a5 well as answers o
the High Counci's questians, within
a time frame commensurate with
the tima allowad for the HCFP 1
draw up Its opinions. However, the
very tight schadule: limits its sbik
Hy. 1o investiate certain topics

lic finances In any given year
In preparing opinicns and regerts,
theHigh CouncllandtheCourtofAL-
ditors both follow procedures that
ars collagial and induude haarings.
Honwever, th High Coundits proce-
dures differ from thess of the Court
of Auditors on & number of points.
The Court of Auditers has the time
nesdied to underaks ir-depth anal-
ysis. Furthermere, It has to comply
with the “fai hearing® procsdure
under which Govemmert or the
bodyin question has an oppartinity
 put forward its cbsarvations on
the Cour's findings and recommer-
dations. By contrast, the High Caur-
il is recired %o fssue opinlons o
spacific pleces of Legistation (araft
finance acts, programming bl sta-
by programme, <1c), warking to
short timescales within a predter-
mined calendar. Thess constrants
mean It has t focus anly an thoss
aspects that are sssentil In tarms
of the financial Impact of financlal
legistation, whereas the Court of
Auditors can, I Its reports, review

e outlonk, the Court and the
High Council taks turms to ex
press their opinion on the pub-

Lation beyond its short-to-medium-
term impact on the public finances.

canstraint has Jed it

The High Counci doss mot wait
untl legislation Is referred to It
by Government; rathes, it begin
ts work well ahead of time us-
Ing il the information ar 15 dis-
pasal and holding hearings with
outside Individuals, 1t refe

thess hearings n Mtz opinions.
Staff at the Ministry for Economic
and Financial Affairs tasksd with
drawing up macoeconomic and
public finance forecasts, and mere
specifcally the Diractorate-Gener-
al of the Traasury and the Budget
Department, are aways calied
upon, and the Social Seautty De-
partment is requiary calisd Upon,

The HCFP also conducts hear-
ings with qualified individuals

tional, European or -
temational public or private In-

Breakdown of n High Coundll opinions and Court of Auditars reports

stability prograrmme

Public finance programming bill

initialjsupplemertary budget bill
yeary

Budget Settament Bill foryear N

0| acTviTy RepoRT 2015-2ma
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Court (public finances position
e
HEEP e ante/Court 35 regards
outtum.
HCFP ex ante/Court in May-June
afyearN
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REVIEW OF HCFP OPINIONS (2015-2

Undler the mandate entrusted to it by the Constitutional bylaw of 17

neil of Public Fin

mees is

MACROECONOMIC FORECASTS

018)

poteniial growth estimates and the trajectnry of the public finances

The High Councits mandatz as regard:
asts i5 1 raview the sxtent o which forscasts under:
ying financial legisiation, multhy sar programming and
the stability programme ars realistic. Thess short 2nd
mediume-term forecasts are prepared by Government.

To full this duty, the High Counal sxamines whethsr,
In the aconomic snvironment as it s known and Under-
stood, Gavemment forecasts can ba considersd cantral,
eptimistic or prudent ghven the avallable Information
and forecasts praduced by other institutions conduct:
Ingsimilar sercisss.

GDP growth fos

growth forecasts ig aly
imated growth over cartain perlods

The chart below compares Gawernment growth fore

asts draawin up In Septambar for the following ysar with

actual results observed after the event.

Pubcaton o OBt
s on bt b1

=
w s u

—Government forecast budget il - Septernber L)

Sources: budget bils, Insee

by Inses (May 2018), GDP growth
for 2016 was 1.2%,

For 2017, the foracast GDP grawth
of 1.5% had been deemed “plar
sible® by the High Councll in
April 2016 This unchanged farecast
had subsequantly bean considersd
“optimistic* In S

In April 2077 and then “prudent”
In Seprermber 2017 In light of the
Improvement in the sconomic cli-
mats observed from end 2015 on-
wards. I May 2018, the provisional
2017 accounts publishad by Insee
‘showed growth of 2.2%
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d assumptions as regards the in-
teenatianal svironrment and global
trade, a5 well 35 key vaniables used.

consumer spanding and prics risss).

2016 Bsyond growth foracasts, the High

in the aftermath of the Brext ref-
arandum, The same 1.5% forecast
for 2017 was deemed “plavsibia”

Council has. emphasis
wesknesses In macrosconomic

o cortain

Rarios. In particular, t has highlight-

P BN/
(apeil 1) Saginid
(seputiov 1)

um s/

rsewuwm

Grownnote e
reach

?
i
§

covermenorecare
@ oo,

forecast growih s e

Europesn Commisicn forscasc-nonda
L et mun orecass,

[ wencamcioprin

Actat
(nsee,May 2018

IMF forecast- rotwia

comparecwith Sabilty programme Torecasts,

OECDTrRcas-waa
(EcanorTic outaok, Mayand November)

- it et and November arecess
)

whththedrafefinance act.

s werking d2y aajised

42 & TYA.A9
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It Is apparent that Government forecasts for the fok

gy
years 2001-2003, 2008-2008 and 2012. Other years,
small.

\entarowth forecasts for the followingyear are
usually slighty higher than the average of consansiis
foracasts at the sama date, This deviation lessans -

Wards the end of the period, Gvemment forscasts for

2015 and 3017 proved better (doser o actual perfor-
mance) than consensis forecasts at the same date.

15
as

W Conscnus Forecat (Nowomber) SSEC BENMF smfudpet il forocast —Actusl GDP
Sources: © € F £ ovnerissi

Opinians lssued by the High Council
‘should be considered in the ight of  revised
other farzcasts produced at similar
dates {forecasts published by intr-
national cryanisations and cansen-

d actusl results
cosarved et s tud  the

The 2615 growth forecast was
dowmwards in
finance act put fonvard in Sep-
armber 2014. In its opinion on the
2015 draftfinance act, howeyer, the
High Council said it considsred the
0% growth foracast “optimistie”.  scribed this forecast

For 2016, the Govemment's fore-
the draft  cast snalled s GDP growth of
15% from April 2015 (stability
programms) through to the draft
fnance act for 2017 (Septem-
e SR The W ket o

“a rapid and sustainabie
actwity not refiectsd In the latest
‘aconomic indicators”. Furthemore,  Govarnm
‘according 1 the High Councll, the
Govemment's scenar|

B Growth farecasts

For 2015, the High Couneil said In
s April 2014 opinlon that "the as-
sumption of 1.7% rowth in 2015
s not out of reach, but the Govern-

scanario

ber of weaknessss

buoyancy of the Intermational e -

Spring 2015 and “achievable” inau-
umn 2015 (sce diagram on follow-
Ing page). At bath these dates, the
et forecast soil fell with-
In the range of forecasts produced
by, International organisations. In
spring 2016, the High Council fett

forecast was *stil achlevabie*

o had & num-
relating o the

relies on a number of favourshie ax  coing ta
‘sumptiains ait coming to pass at the
same time".
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© Global trade and global rowth assumption

by Inses, GDP growth for 2015 was
119

reportad inter-
naonal organisations had revised
dawn their forecasts for 2016, Ac-
cording to the latast data reported

for 2016 signif-  ment forecast was "cansistent with

demand for French goods  icantly relative to the draft finance  growth assumptions’” It highlighted,
and services act (from 2% to 32%), and 5 howaver, that growth I the wage
now close tathoseadopted by Inter-  bill could be lower than forecast. fn

Global trade corsists of all tading  pational organisations'. prastice, crployment praved more

flowws bitwaen the courtries of the
warld, whereas global demand for

buayant than projected In the 2016

French goods and servioes consists
oflmports by France’s trading part-
by the proportion of 3017,

the High Coundil -
=d global demand momentum for  dus 13 wage

draft finance act,
bill grenw <lightly less than forecast
grawth coming In be-

underestimat.

total French sxparts they represent.
Global demand k 2 key driver of ex
ports and the mechanism by which
‘glohak actiity is transmitisd to the
French economy.

mant's assumption

st aver 3% In 2017),whichinclud-
= 3 maderats quickening i the US

Low forscast.

on the 2017 draft finance act, the
High Counctl obssrved that Govern-

In Its September 2016 opirion on
the 2017 draft finance act the High
Caundl said It e, n relation ta its
assessment of the growth scenario,

on global trade

economy after a "turbulent patch”  that the employment and wage bill

n its opinions, the High Council has

noted of occastons
that assumptians regarding global
tradeand globaldemand for Franch
900ds and services wars overly fa
vaurabla In raaly, glob-
al demand In 2015 and 2016 was
weaker than forecast In the draft  from 319 In 2016
finance act for the cOMESPONANG  ury estimate,
year.

In s September 2077
the 2018 draft Ainance act, the High
Councll noted that Government's
assumptions for global trade were
farecasts praduced by
international arganisations.

In its September 2014 opinion on
the 2015 draft firance act, the
High Councll sa It felt that “the
internarianal anvironment, which i in line
subjectts a number of mastly down-
sid risks, could prave less buoyant

than the Government had 520 ¢ ¢ Employment

and the beginnings of an Improve-
ment In emerging econamies, was
“plasble” This assumption was 3¢
companied by an assumption that
global trade would growat justover
3% in 2017, Global demand rallied
strangly in 2017, with growth rising

forecasts were "on the high sige"As

wi_\(h! st gt sbesrved
ment and

vlags bt were both Ms er than

projsctad in the 2017 draft finance

act

©53% (Treas- ) Inflation

, Saptember 2018).

The direction of consumer prices
depends, In particular, on the prics
oF patrolaum products, and thus on
ol prices. Since trends In commodi-
1y prices are difficult to forecast the
Minlstey of Economy and Finance
s forward a scenarla in
which ol prices are forecast
the came This assumption b

opinion an

pecting". Global demand was fore-
cast 1 grow by 5:1% In 2015, A
tual g lowsr The High Councl

by the High Councll. In asssss-

@1 tions a5 regards ermployment and
the wage bill In light of growth

In s September 2015 opinion on  assumptionsand,
the

Ing price trends, the High Councll
thersfors focusss s attentio

Eonsistency between the cors con-
mor broady,  sumer price index (sxcluding the
scenario as a re

High
Council considered “the 2016 giot.

Furtharmors,
Th High Councl noted i thi apin-
on thet Yo seere o, Goverunent Overal,
Jorecass e e lowing e s

whole, as well as the effects of am-  patrol

forecasts for the wage bill

Fasconomic scenaria as awhole.

In practice, over the past three
years, the core inflation forecast

and smployment for the past faw
v

x
andsrvices This analysts focusedon
forscasts produced by Gwsroment
in 2012 0 2015 labal demns

= i by SR
e et o 3 wage bl scenarios.
Infts April 2016 opinion onthe sta-

otad that the Gavemment had “re-
vised down its global trade volume

ul| acTwirrreporT 2052012

taken asawhole. The High Coundts
abservations on the growth

1o have thersfore also been largely
applicable ta the emplayment and

A such, nits 201 opinionan the et the High
biltyprogramme, the HghCouncll 2015 draft finance act, the High
Councl swid It fel the smploy

he2015

‘compared with 0.5% absarved
In 2015, 1.2% in the 2016 act, com-
pared with 0.6% observed in 2015;
and07% in the 2017 act, compared
with 0.5% obssrved In 2017). In its
pinion on the 2016 drat finance
Councl siated that
Inflation in 2016 could be lawer
than the 1.0% assumption adopisd

naso



by Governmentt. The High Council
deemed other forecasts aver the
Peot “plasble Opiion 20143
n the 2015 draft finance act) or
“reasonable” (Opinion 2016-3 on
e 2017 act).In ks Septamber 2017
opinion, the High Cound arrved 2t
similar conclusions a5 regards the
ion forscasts adopted for 2017
(1%) and 2018 (1.1%).
Deviations between forecast and
actual headine inflation have thus.
manly reflacted the effects of
ehanges in tha prica of ol With ol
prices. (in eurs) falling sharply i
2015 and 2016, abserved inflation
(0% in 2015 and 0.2% in 2016) was.
significantly lowsr than originally
forecast (0.9% In the 2015 draft fi-
fanceact and 1.0% i the 2016 act).
Wt the dirsct effects af the fall In
rolsum product pricss fading In
2017, observed inflation (1%) was.
closer 1o the forscast lavel (0.6%).

= Medlum-torm scenarios

Overall, medium-term grawth
forecasts. adopted In stabllity. pro-
grammes ‘over the pericd under
reviaw have been higher than po-
tential growth, Gven the shortfall
In growth (reflected in a negative
output gap at the start of the fora-
cast period), the High Council has
usually approved this expectsd in-
rease in the pace of rowth. Howe
ever, certain Govemment forecasts.
have sometimes gone beyondwhat
the growth lag suggested, in which
se the High Council has pointad
out that thay ars “apeimistic’

For sxample, In its ApAl 2016 sta-
billty programme, the Government.
assumed that GDP growth wauld
quicken (from 1.5% in 2017 1 1.9%
in 2019). The High Coundil found
the gronwth scanaria *plausibie” for
the short term but dsscribed the

assumed accelaration over the lat-
ter partof the peried as “fanuoas”,

In hts April 2017 stability pro-
gramme, the Goverment revised
down Its medium-tsmm foracasts.
The High Council found that “this
more cautious scenario [could] con-
stitute a reasonable basis on which
70 conswruct public inance trajecto-
ries",In theApril 2018 stabllty pro-
gramme, the High Council desmed
the Gavarnment's growth scenaric
realistic for 2018 and achievable for
2019 but optimistic for the period

opinian Government forecasts High Cauncil opinion
2015-20185PU. 2016-2017: 1.5% F i
prid 2015) 218:175% Seabin s
2017:15% “The GDP growth scanario s plausibis, though

vyt 755 the assUmad quicksning n actiIty over the atter part
ot the period s tenuous:

20172020 5PU. *The High Counchnote the dowmwasdreiston I GOP

{apait 2017) ‘rawth assumptlons’ more catious:

2018-2022 PFBE
(Septembar 2017)

2018-2022 5P
(aprit 2018)

[By 2020} “the assumption afgrowth Inexcess
of potzntial growth is consiztent with the chiervation
ofan initially negative output o

“The scsriao of actual groweth rermaining cortinuously
‘above patenuiat growth Ut 2022 is cpUmtc”

In the public finance

PUt gp estimate relative t both

mare rmalistc. This
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ing bill put forward  pags). The High Cauncil considered this new estimate
In Septembr 2017, the Government revissd fts out-
the previous public  [eads to & Significant increase I the estimated strue-

sharp ravision in the output gap

finance programming bill and the Aprik 2017 stabiliy
it gap s now estimated at-1.5%
o GDP for 2016, Inst=ad of-3.1% (s== chart on pravious

Output gap and potential growth

The utput gap and patential growth play aviial
role In the evaluation of fiscal policy, particularly

tural deficit {t0-2.§ percentage peints of GDP for 2016,

1.5 previousy).

Estimating potential growth presupposes making
choicss about how to meastira these production
factors and how 1o estimate and exctrapolate trends
in them Thess estimates furn oLt 1o be highly s2n-
sitive to the statistical methods and data used. In

Concepts
Potential GOP, potential grawth, the cutpur gap
(the differance betwesn actial and potential GDP)
and the structural budget balance have bscome

resliy,
past revision.
Output gap uneertainties by nature affect meas-

‘Urement of the structural balancz, which also de-
pzm‘i‘i on he sensitive revenue is mgm«m, ‘he

the 2008

Potential GOP s traditonly defined s s
Tainable” production - e production that can be
achieved withaut putting & strain an production
capacity and, in particular, Without aiving rise to
nflationary or clsinfarionary sffects. It is mamy
2 supply-side concept. The level of potertial GDP
depencs on the sxstng stock of capicl the avals-
ble labour forceand the <fcizncy withwhich these
wor s

The oUpUL gap ks the difference: betwesn acnial
output, 35 measured by GOP, and potential GOP. It
Indicates e county's abily to baunce back when
negative and the Prospect of 2 slowdown when
‘Pastuie. It can be used to assess the cyclical con-
‘ponent of the public deficlt and, by calculation, ta
messure the structural balance.

mean nr(lmwmmn isrquirsdwhen cansider-
Ing the ourput gap.

Use In managing the public
finances

Although the strctural balance is uncertain and
A to 2stimate accurataly It nonethesss sssen-
ialfor assessing the publc inances and the trajec-
‘tary of iscal policy. Measuring it helps neutralise
the cyclical component of the balance and assess
the structiral improvernent in the public fin

It provides a rough indication of theeffor t requined
to sustainably improve the public accounts

In anurnber of s recent opirions, the High Councll.
has noted the instabilty of structural balance est-

sor tirne 2 well as thele ssnsithvity to GDP
revisions, Indicaring that (t would prefer the analy-

principle and
The autput asp and potertial arowth are not piec

suraunded by uncertainty. Gevemiment and most
i orgur

catars: aither the change in the structural balance
strutural adjustment) o, better s, stroctural
Effort (he sum of niew measures on the revenue
Sicle and effors to curtail spendig). Since strue-

n a production function that calculates potential
growth on the basis of changes in the lsbour and
capial factors and tatal factor productivity (TFP),

nasoe

N9t the size of the GUTRUT gap, I 15 1555 Subject 1o
revision than the structural balance:
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ESTIMATES OF THE POTEN-
TIAL GDP TRAJECTORY

Estimates of the output gap (the
gap betwean acnual and potential
GOP) and of potential orowth are.
traditionally uncertain and raceive
ittle attention In public debate.
Howaver,sinca they ars used in es-
Himating the structural balance (sse

e foracasting and the evaluatin of
fiscal palicy.

s part of s mandate, the High
Council Is raquirad to lssu= an opls
fon on “the of potential
GDP on which the public finance
programeming bl is. bassd”

two programming bills have been

i swmoe st gl

In fts April 2017 opinien on the

with the Eurapean Cor stabllity programme, “the High
Atthetima, the High ot Com Ifeld] thar the Government's
taa

finance consttut ytong
9 years), marow-

2 few months sfter this bilwas put
forward, the Govemment raviced
up fts potential growth forscasts In

Ing eow mwmw uy theendafthe

Aprit B 3
This resulted In a forecast output
93p that remained very wide. In fts
Apeil 2015 opinion, the High Cour-
il questioned “the relevance of an
output gap (the gap between actual
and potential cutput) that remains
w20 e o sl o
which wauld scarcely narrow

tween now and 20187 Sukeuumlr
iy, the High Council has several

v,

(in 2014 and 2017). In Sspt=m-
bar 2014, the Government opted ta

s % of GDP

of growth
estimates put forward by the Gov-
arnment from April 2015 orwards,

defictt, thus playing down the sffort
requred to rebalance the publc -
nances”

p NS

2013 2014 2015

205 2007 2018 2019

2020 2021 2022

e rogramming law 2014-1018 (December 2014)

= o 3miming law 201820
s ability program 2017-2010 {April 2017)

2 (tanuary 2018)

Sources: PFPB (2014-2018), 2017-2020 stability programme PFP (2018-2022)

epramer

increased s porantal growthesdmares in Apr. 2075,
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TRAJECTORY
OF THE PUBLIC FINANCES.

mPublic finance targets
regularly postponed

As the High Cauncil has noted in a.
numbsr of fts opinions, multkyear
financ-

This highlights the need for an inde-
pendenit view of public finance pro-

B HCFP analysks of public
finante forecasts

In canducting Its o ante analysis of
forecasts, the High Council axam-

and measursments. For France,
e e e, she e
of

‘@5 has, n the past, often been char-

fiscal o
relion sfurs s ot e
European are hardly

Sucressive stabilty  programme

jactories have all forecast an Im-
P I ih gentnl. goeen:
‘ment balancs, usually with the aim
of riid’v\ng squllrtum st the end

ever hept Since 2001, thers have
only been four years when France's
Public deficit was below 3% of GDP.
Cansequantly, debt has risen sharp-
Yy (from 5&1% of GDP In 2001 @
96.6% In 201

the 609 Umit Laid down In Europe-
an treaties.

general government accourss In
ight of macroeconamic forecasts
and taking Into account
ment announcements on meas-
ures refating w taxation and public
spending.
Paviewing the government ac-
counts antalls checking that pub-
lic finance foracasts are consktant
With macroeconomic assumptions:
for sxample, checking that ravenus
and spending are consistent with
forecast infltion, that socla sscurk
contributions are consistentwith
thewage bill and that Intrest costs

General government balance trajectorit tability programm

oe-suinsroganne

Mate: J
shews the actual public deficre.

‘Source France's srability programmes

m| ATy ReporT 20152018
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are consistent with Interest e as-
sumptions. At & mors granular lew.
o he High Council also anatyses
the trajectory of public spending
by branch of gevernment (central
govemment, local  govery

and social securfty) and type of ex-
penditure (wage bil, investment,
health Insurance, stc.), reviawing
whether planned savings are suf
fickrtly supported by appropriate
measures™, Lastly, It compares the.
xpectsd changs in the various cat-

egories of revenue with changes In
their drivers (the “rax bases™ such
as activiy, wage bils, consumer
spending, te "

Ta camy out this raviaw, the High
Council draws on Government ar-
awers t s detailed questionnaires
and on available forscasts, ana
ysis and infra-annual impleman-
tation data such as, far Sxampls,
the manthly central government
budget pesitien, ACCSS (Central

Agency for Soclal Security Funds)
recoveriss and forecasts for sodal
Security  contributions;  epinions
issued by the alert committee on
health Insurance spending, Unédic
forecasts, and analysis by the Court
of Auditors and the Social Security
Accounts Committee,

Accsss to Information s particu-
tary crucial for analysing the pub-
i finances,

Information s rarely mads pub-

Government structural balance forecasts and High Council opinion (2015-2017)

Legislation  Date 2015

2018 2017

High councll opinion

“Thera s a risk that the 2015 targat spending

3 roweh of 1.1% by value may nor be met. In
Sy i hat cace, the <ame would gy to the target
Impravement in the structurat batance”
T e e
8B for 2016 Sep2015 17 EE3 © targes, and ts ta the stuctual bat
2015 858, May2016 18
“The HCFP considers the defit reduiction
forecasn thefanceact fr 2017 (hor-1.6
BB for 2017 Sep2016 18 Ers R T percentaga points for the syuctural
bﬂlinu)mhkdy"mdsnn Government's as-
sumptlon of 1,8% GDP growhi.”
SBBfor2016  Nov2016 19 15 “Realistic forecast”
2016 858 June2017 2.0 1
“Revenure could be higher than expected, but
SBBfor2018  Sep20T7 2515% 22 thers ave significantrisks to the attainment of
expendieure savings™
SBEfor2017  Nov2018 25150 22 A plausible deficitforecast”
2017 858 May 2018 a5 a2z

PFPE; public inance programming bil; B8: budgee bit; SSFE! sadal security financing bl SE: supplementary
budget bil;

% from the draft w18 years hgures.

revision in the (frem-31 to-1.5 of GOP) in Septambar 2017 caused the
pared with-1.

otd potential GDP scanarlo.

T T oprian on the araf Arance 2% far 2015, o example the High Counclstressed that the pLtlc sector wage bill growih

10T CBITaln (%85 3pPeared (2 Nave Daen oy ESCMareD.

@ For 3915 e iy Eounit
tainment
g el
the structural balanc
time of the draftfinance act for
2015 was st rizk In thesnd, tar-
gets for the structural balancs
and the improvernent in icwers
e,

@

For 2016, tha High Councll
Juiged, in aucumn 2015 in re-
Spect of the draft finance act
for 2016, that there were i

nificant risks 1o artainment of
the spending targat, and thus
of the stucwral balance tar-

st 1.2 percantage points of
estimates at

5 i S i kst

® For 2017, the 0.5 percentage
the structur-

deemed “untikaly” by the High

ACTVTY REPORT 20152018 |8

Counl by St i

High Councif’s reservations on
spending proved justified. Pub-
c spending Increased 2.3%

valus In 2017 (sxcluding
reimbursemEnt of the 3% tax
on dividends) rather than the

affsat by signifcantly higher
than forscast ravenue:

structural balance trajectory in programming bills
2014 2015 2018 2017 2018 2019 2020 2021 2022

2014-2019 PFPB (Dec 2014)
Stuctural balance™ 24 .21 18 13 08 02
Changeinstuctralbalance 01 0.4 03 05 05 05

2018-2022 PFP (Jan 2018)

Stucturatbalance (3 22 21 08
Change in structural blance 03 01 03 03 04 o4
Structuraleffort o o2 o3 04 05 oS
“Actuls (fnance reiew act)

Stucturatbaiance () 23 20 7 2.

Change In structural balance

03 02 03 03

Stuctural effort

07 o1 w1

©)7he

the 2018-.

st out i che prewus S it o et gop et b sttty el 1 Supmamte 17, e

wrer e,
with the.

CUIPLE 3D SSITAERS put forwad s Gverment it Septamber 2017 (20162022 pc rance ooty
b,

x 3y 201

6 rened hat e pssquent

W, 20P prices n 207 2016 Wiay 2017 semiinal
My 2017 andwere. In the enct.in ine

with targets

in Segter ntne 2014-2015 punlic: bil ]

structral anjs o1 " 01503 pu

aummn 2012 b 3

1004 percentage point of GOF).

44 & TYA.A9
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lic, and few organisations produce
analysis and forecasts in
this area. The High Council is thus

formation has gradually bacome
mare comprehensive and dstalled
since the High Councll was ereat:
ed, t is often provided Late and i
sometimes ncomplet=. This Is par-
ticularly the case when last minuta
decislons are mads cancerming new
measures. This makes It difcult to

Estimating the structural
balance

To assess the trajectory of the
public finances, itis customary to
consider the structural balancs,
which corresponds ta the general
‘government balance adjusted to
sxclrde the direct effects of the
‘=onomic cyele as wall as sxcep-
tional everts. The gensral gov-
ernment balance s thus spiE into
wa campanarts:
+ a coyclical component rep-
resenting the Impact of the
sconomic cycle on general
qwemment axpenditure and
revenue
& structural component car-
rssmnd\ngm what the gen-
ment balance
i praduc
tionwers atits full potential

provide a counter-expertise on the
qQuantification of tax meastims o
o assess the crediblllty of savings
maasures arnouncad.

Due to the tight timeszales within
which the High Council must pre-
pare its apinions and the quantity
of Irformation to'be reviewsd, the
Gounclls analysis of the public
nance scenario focuses on the most
significant. Items of ravenue and
spending.

« On the ravenue sids, nnly
compulsory levies are
e e el el
Iavels of income tax, corpa-
e Income tax, sodal secu-
ity cantributions and other
eompulsory levies are caleir
Iated ssparately based on ob-
served levels, the estimated
autput gap and the specific
slasticlty of each category of
e,

+ Cnthesxpenditure sid, only

unemployment es

are assumed to b cyclical”.

As with revenue, the cyclk

cal component is sstimansd

based on their slasticlty to
the cutput gap.

The cyclical camponent of the

d structural balancs,

whichis determined by subtract-

ing the actual balancs, can be

Over the past three years, the High
Coundl has raviewed public financs
foresasts for 2016, 2017 and 2018
and the medumterm trajsctory
out2022,

For the three years for which the
utturn 15 now known (2015, 2016
nd 2017), the High Couni's anak
ysis has led o th following conzit
stons:

corresponds to Just over
mvmaumwmw
A final. correction Is applied to
the structural balance to sxcluds
artain svants or measures which,
due to their exceptional nature,
have no lasting impact an the
general gavernment balance,
Hawsver, thers s no sxhaustive
definition of one-off and tempo-
rary measures, and thelr identifi-
catlon fs partly a marter of Inter-
pretation.
Inits opinion on the draft finance
r 2012, the High
Counsil lamented the fact that
the scope of oneoff and tem-
porary measures had not been
clearly and precissly sstablished
In Fesponse, the Government has
pubsliched (1< policy a< an appen-
dix ta programming bills since

2014,
the cyelical and from these e
structwal components of the Mt
Ppublic deficit are identified based A Simplified methad cn be used
on the potsnuisl GDP sstimare. 10 approximate the cydical bal-
Specifically, they are dertified by~ AN°2 GVen that compulsory lev-
st calculating the cyelical por- 195 and cycledependsrit expend-
{lom of Govermiment rererre and Ture. sccount for around hatf of
spenditure: GOP and ther average stasticiy
is closs ta ene, Franeds cyclical
—
" Dieye Commissien,
= om L oe
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W Multlysar structural balance
alectory and programme

deviations

The medium-term targst and the

structural balance trajectory re-

L., with the structural adjustment
ch af the ysars 2014, 2015

andl 2016 fallng well short of these
commitments. * Accordingly, and
follawing Europsan Commission

therefore not triggered during this
pricd.

3-Structural balance estimates
have beenaffected by GDP.
and by

aid down in
public financ programming bils

trajectorfes natin keeping with
France’s European commitments

The last two programming bils
havs had the following charactaris-
tiesIn exmmon;
- Both Included little In the way
of structural adjustments at the
Start of

put forward an amendment @ the
publlc financs programming. bil
containing an improved structural

lance trajectory, notably includ-
Ing 3 langer sructural adusument
In2015,

In Its September 2017 spinion on
the 2018-2022 public finance pro-
gramming bill, the High Council
emphasioed that “the proposed a-
Jectory dsviates from Frances Euro-
poan cammiments by sssuring an

low

changesin revenu elasticities

2.1~ Impact of GDP revisions
In May 2016, the HCFP noted In
s opinion on the draft financs re-
iew 2t for 2015 that, dus to the
revision of the general government.
acoounts Tor 2014 and 2015, “ob-
‘served 2015 GOP i 0.6 percentage
pointshigher than that stated in the
public finance programming bl
resulting in 2 smaller output

(2.8% in 2015 Instead of 34%) and

04

- In both cases, the structural
adiustment was  concentrated.
wer the Last few years of the pro-

be
et
pean Rsguiatian 1466/97. This has
‘the effect of defaying attainment of

In it September 2014 opinion on
the 2014-201 publ: finance pro-
gramming bill the High Council
noted that “the public finance tra-
Jectory aid down in the program-
ming bl is not cansistent wich

v public defict procedurs, in it
April. 2014 stability  programme

respactofthe structuralbalanca un-
it tar the and of the programme
period

2-Structural balance targets lakd

to.3017 butwith low structural

adjustments
The correction mechanism was

reduction n the cyclical deficir’ The
structural defidtwas thus automat
il 03 parcentage paints worse
(falling t -1.8 parcertage points.
of GOP Instead of -1.). The entire
structural balance curve thersfore
‘shifted. downmwards from 2014 on-
‘wards following this revision of the
general government accounts, for
reasens Independent of public f-
nance poligy™.

structural balance trajectory and
et -~ -
a
i e e L 385918 st 2930
ST ——

e e e 543830

Seurces: 2016,

aw (December 2014)

andz013.
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In 115 opinion on the draft financs

on this point: “The 2015 ourcome
ence agan highlights the fact that
structurat Baance data are subject
skt rmdos ntu b o

and les sensitidty to revisions of
‘acanomic variabies, bolster the ar-
‘gument that the analysis should slso
eake Info account other indicatars
that better represent the direction
of fiscal poliy, such as structural ef-
fort™.

3.2- Fluctuations In revenue
elasticity to GDP

Deviations In the level of the struc-
tural balance may reflect

crease i revenue sxcluding the
Impact of legisiative’ changas (aiso
known s “spontansous” revenue
arowth) either higher or lover than
GDP growthy ravanus shastictty to
rowthis then said 10 be greater or
Iass than ons”. The provisional me-
dium-term balance trajectory gen-
srally assumes an slasticlty valus
of one. If observed lasticity valuss
are less than (or areater than) one,
deviations from this trajectory wil
appear even F discretionary <ffort
s ontarget. Most of the gap to the
A tmjcsar swervatin 1A
which triggered the comacd
mechanism - was thus dus mm

served ac post for 2017 s purely a
reflection of the mpactof revenue
alastictty being greater than one.
Actiation of the correction mech-
anism In such circurrstancss can
give fis= to undssirable procyclical
affects: had the rules been applisd,
the gap observed for 2013, which
was a result of low elasticiy Lk
aker sconomic conditions,
would have prompted restrictive

€hangeln structural balance and structural effort
batwean 2012 and 2017

WStructural effort

mStructural adjustment

Gap betwoen structural adjustmentand effort
and elasticity of compulsory levies
o
- l
op M

a6
o
200 s oz 23 208 20w
balance
Sources: y
programming bit

messuras that would have wors-
ened the situation. Thiswould have
been all-the mora unjustified given
that the elastiaty of compulsary
levies ovar & number of years avar-
ages out at ane, and “lost revenu
during cyelical downtums s subse-

ity “clawed hack” a few years
later, 25 was the case In France in
20162017,

Conversely, taking Into account
the level of the structural balance
alons can make targsts too sasy T
achieve and relatively meaningless
when elastidity is faourable. This
‘was netably the case in 2017, when
the structural balance improved 0.3
percantaga points without any di-

retionary effort. The target trajec:
o1y (laid down In the 2014 public

same year and the outturn ob-
sarvad 2 faw menths later,

Similarly, there s little at stake in
the secand ysar of the programme
period if the Government decides
0 put forward a new programining
bill 3t the &nd of that second year,
1 the deviation is significant (as de-
fined in the Constitutional bylaw=)
and the correction macharism 15
applied, the new programrming bill
can serve as an opportunlty to re-
spond to the Institutional require-
mentto taks corrective staps.
This, In practics, s what happanisd
in 2014 after the High Councl,
through fis opinion an the finance
review act for 2013, triggered the
correction mechanism i May 2014,
the December 2014 public finance
programming Law did not incluch
any comective measurss but rath-
er amended the stuctural ad
Justment path. In practics, the
Dacambsr 2014 public finance
law i down & new
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Forecast and actual structural adjustments over

the last three public finance programming bills

prrre
O a)

[ Y —

structural balance trajectory that

thar that Laid down in the previus
programming L.
For these various reasons, the

Note: public down
B o w00 010 bl s e vecm
ber 201 forecast a structual adustment of 0.5 percentage point of
e 00 1 3077, The achit s veeie o acutans oineowes i 2077 vas 0.3
et e T s mputils whh the ok ent
foracact inthe wary 20
s s B Ak ol e Py ot
opinion

practice, proved ineffective. inforce at the time its opinian is publishied- Le in May of year Y+T foryear Y.

the programming G for a given year was put forward and the date of the
014 and 201

in particular
Sources: HCFP, based on the tast three public finance programming bilis put
forward

= previcusy

Figarme
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finance pragramming bill can thus

lasticties and phasss In the cycle

Hewever, It has
efiacts on structural balancs esth

in place ware not in kesping with
France's Europssn commitments,
these programming bils have been

AL in all, of
the constitutional bylaw on
the correction mechanism Is
confronted with a number of
difficutdes:

© Semsitivity of structural bak-
ance estimates 1o GDP ravisions

Deviations from the structural bk
jectory can result from re-

visions of economic variables just
as much as from the direction of
fical policy. This i hecause the i
terta under which the mechanism
are defined in tems

ot the Geritor h e Lol of she
structural balancs, while that lavel

balance - two indlcators that play
role in European monitor-
g {012 Treey and reguisions
‘amended by the sk-pack”)'*
- The estimated “structual bat
ancs" is not pure’, in that it s not
seripped of all cyclical effects.
- Changes In the structural bat
ance from year toyearars notak
ways reprasantative of the direc:
tlon of fiscal policy.

For these reasans, the High Council
has been arguing for seversl years
thatanaysis of the public finances

ld alsa taka into aecount other

passed zni
ossbriasiomp e

"

In the absence of a system requir-
ing rational structursl balance
‘targets to be fully aligned with Eu-
ropean rules, unambitious public

ets can be set, s has
been the case with the last twa
‘programming bills. In such circum-

» Frequency of programming
bils

the
output gap. Any change In the out-
PLIE 9p has 3n AUtHEANS knock-on
effect ontha structural balance.

direction of fiscal policy”, In par-
ticular, It considers that ¥ the analy-
sis must place greater importance

program-
ming bills are passed appears to b
200 high for the comaction mecha-
fism to beabla to properly-function

El y

Fluctuations in the slasticny of
lees t GDP ke the

by Intematianal organisations and
the Trazsury more diffiutt to read
Structural balance sstimates ars
orly pantally corrected 1 excluds
the Impact of the prevailing sco-
namic sitvation Insofar as changss.
in revenue slasticity, whils mastly
cycle-related, are not taken o sc-
Sl e i
 be induded in the
bty i, which s
retains & significant degrss of pro-
eyclicality.
This declsion not to treat elastich
ty effects when correcting for the
Impact of the pravaling scenomic
of course, from the
dificulty of identfying a claar and
stematic relationship between

cificaly efforton expenditure™,
The Europsan Commission has
‘maved In this diraction by placing
the emphasis in ks analyses and
recommendations on "ependiture
net of discretionary revenue meas-
wes” - a ooncept close to that of
structural effort

2 The tempeation of

ogramming
bills at the start of the perfod

The less ambitious the trajectory,

programming bill i put forward
(2014, then 2017), the stctural
balancs sstimated n the finance re-
‘view act In May of thefollowingysar
does ot usualy deviats significant-
ly from this naw programming bill
{excluding the effects of anyrevis
conomic assumptions and elastic
tyvalues).
The High Coundil considers the
programming bill aurrently in forcs
be the Last one passed in Par-
Uament. For sxample, the Janu-

the sssler

The kst two programming bills
(December 2014 and January 2018)
hava thus adopted structural bak
ance trajectorles that included only
smal: or very small improvements
atthe start of the programme pert-
d. n spits of High Council opinions.
smphasising that the targets put

ay
ed the structural balance for 2017,
andtwas against thi estimate that
the Hioh Council assessed actual
performance in its May 2018 opin-

In practice, thers is usually Uit de-
Viation between a forecast made
towards the end of aysar for that

e 2012 Treary on StzDw
Stucral patance.

orme
3 CONVERgENoR TWaIds The MTD. REQUIATRN 1466/ &Nt 147/37 OSTNG MIMIMUM VAo in the sTux-

e 25 1t P o e MY I 72 ST lance s Sty = 0 s o espancure o

compuisary ey m
= June 2017 GpiniGn on e M ANancs revi
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iewactror 2015,

EUROPEAN AND INTERNATIONAL

RELATIONS

c Fnan

NETWORK OF EUROPEAN
UNION INDEPENDENT

FISCALINSTITUTIONS
(EUIFI NETWORK)

A network of Indspendant fiscal
Institutions™ was formed n 2013
at the Initiative of Slovakia's Coun-
il for Budget Responsibility. This
nenwork, open to all inczpendent
Institutions n the European Un-
orP*, provides a forum for sharing
opinians, sxpartiss and rasources
on matters of commen Interest. 1t
alms 4o encourage institutions to

of Spair's Independert Authority
for Fiscal Responsibilty (AIR2F),
was electad chair and subssquently
re-elected in November 2017. The
first deputy chalr was Ludovit Odor,
2 member of Stovakials independ-
eat Institution from 2015 ta 2017,

pr
tioss, the difficuties they encoun-
tar n performing their dutiss, their
Interpretation of Ewopean lsgis-
lation and regulations, and so on.
The network holds two mestings a
year, inspring and autumn Autimn
mestings have been held In Brat-
slava (2013-2015), Parls 2016) and
Madrid (2017). Spring mastings are
heid slongside GECD mestings (n
Vienna in 2018, Paris in 2016, Edin-
burgh In 2017 and Seoul in 2018).

many bilateral meetings.
After operating Informally for two
. the network was established
‘mare formalty in September 2015
at 3 mesting held In Bravsiava at
which 26 independent Instintians
from 24 European countres signed
agresment. The network has

a chair and a deputy chalr, sach
of whom is slected for a twoyear
tam, José Luk Escriva, president

5T nemworic's WDSTE Can B Tound 3T v AU -

Giusappe Piauro, presidant of It
aly' Budget Cffice,

wiships with in depel

dant fiscal insti

mestings have coversd the simplifi-
cation and upgraring of the budg-
stary framewsik, to Which the net-
work Is keen to contribute.

The network supparts efforts to
better leverage synergies between
the Fiscal Compact rutes and Insth-
tutlons while abiding by the prin-
ciple of subsidiarty and encour-
aging national ewnership of rules
In Novernbar 2075, tha networks
representatives produced a post
Hon paper on initatves lksly to
swengthen the European budget-
ary framawork.

The ne has a Cormittss for
EU Affairs tasked with preparing for

up Within the network, based on
voluntary participation:
a wi oroup on medi-

plenary mesti isting st
Hons on mattars relating o imple-
mentation of the Fiscal Compact
2nd managing relations with other
EU authorities.

The nemwark is very useful for &
changing Information and compar

chaired by the feaian insttution
(UPB), which issued s report in
Hay 2018

- awarking groupan theoutput

the Lithuarian. (nstituti
‘wenal Audit Offies) which held fts

tutions.

The main topics discussed at the
networks first faw meatings, be-
Sides the terms of implementation
of the Europsan Treaty, wers ss-
Himating the output gap and the
structural balance, the classtfica:
o of exceptional and temparary
measures and the defnftion of
comman principlss for independant
fiscal Institutions, The mest recent

frstmesting
ber2018

The High Counci ef Public Financ-
s Is & participant in both wark-

oups. In particular, it mae
a significant contibution 1o the
May 2018 raport.

The working group on budgetary
framaworks mat aver a parod of
around 18 months. Its final repart
s & ery detailed document high-

Ay Lanvia, Lithiania. Licembourg, Malta

H Ireand.
Croavia

Fortugal Slovalia, Spai
1 Fiscal Counci) j0nd the

Swesenan
Pk in 2075,
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lighting, in particular a certain dis-
European
framework (rules and stability pro-

terest (European fiscal rules, math-
odology, etc) as part of a network
dubbed EUNIFI (EU Network of in-
dspendant Fisca |

(definttion of operational rules); it
also undsrscaras the vital Impor-
tance of spending tangers in medi-
umvterm budget programrming and
supports the C

These half-yearty mestings organ-
ised by the Commission are very
ussful for Infarming Indspendent

to strengthen the rols of spend-
ingin

wall

Cooperation is graduslly taking
shape benwssn independsnt
Institutiens belonging 1o the net-
and European committees at
which economic and financial Is-
suss are discussad (Economic and
Financial Committse and Ezonermic
Policy Committze). This s the frult
of & collactive initiatve taken by In-
depandant fiscal instiutions in ear-
Iy 2075 by way of twa letters, one
 the Europsan Commissianar for
Economic and Finandal Affars and
the other to the chair of the Euro-
pean Economic Policy Committee.
Independent fiscal Institutions now
have easier access to methodlogh
@l documentationon the operation

the Carnmission. The Commissian
has natably had o answer numer-
aus questions and ariticisms from
IFis on output gap and structural
‘balance sstimates, with the major-
iy of Institwtions encourmering dif-
ficulties In appiying the Fiscal Com-
Pact rules a5 a result of significant
revisions to these variabls:

These meetings are supplemented
by annual uzining seminars ergan-
ised by DX ECFIN on the European
budgetary framewark, amsd o f-
nance. miristry wxperts and mem-
bers. of Indspendent instrutons,
at which European rules and their
terms of Implementation are pre-
sented and discussed In detall, The

High Councit
these serminars nAprl 2014, Fabru-
ary 2015 and July 2017

HALF-YEARLY MEETINGS

ORGANISED BY THE EURO-

PEAN COMMISSION OECD NETWORK
OF PARLIAMENTARY

BUDGET OFFICIALS
AND INDEPENDENT FISCAL
INSTITUTIONS (PBO)

Since 2009, the Organisatian for
Economic Ce-operation and Deval-
opment (OECD) has held annual
mestings of parliamentary budgst
ofiiclels and independent fiscal in-

of etc) These
meetings cover a geographical
scope broader than the Europsan
Unicn, <ince they include, In par-
ticulas, the Unitad States, Canara,
Japan, South Korea, Brazil and Eu-
rapean countries outside the EU.

na, Parks, Edinburgh and Ssoul.
The number of attendees at these
maetings has risen sharply as Eir
Fepean countries have establshed
ew Independert fiscal Institutions
since 2013, Attsndance has aver-
aged around 80 peaple since 2015,

EUROPEAN FISCAL BOARD

The European Fiscal Board was.
sstablished In autumn 2015 fob
lowing the Five Pracidents’ Repart

of lune 2015 titled "Complating

the European Union's sconomic
governance framework. The Euro-
pean Fiscal Board s an independent.
‘adivisory body raporting to the Eu-
rapan Commission. [twasset up to
<ontriturte to public dsbata on the
coordinatian of natienal fiscal polk
cles and the most appropriats fscal
policy for the suro area a5 3 whols.

The European Fiscal Boant has five

In autumn 2013, the European
Commission _(Directorate General
ECFIN) took the initiathee of inviting
1Fls to regular and Informal techni-
=t meetings (ntially held oncs a
year, then twice sinee 2015), in full
racognition of their Indapendencs,
 discuss matters of common in-

RESOURCES

The High Gt
Ty a permmanent sectstariat hea

aprl

ncil of Public Finanees has 11 members. [t1s assis
oy

35 member countries. Topics ad-
drassed at these mestings include
govemance of public finances (me-
diumsrm programming, perfor-

ce-based management, princl-
ples o ba applied to indepandart
Institutions, etc), economic mat-
ters (potmntial growth, the rela-
Honship between debt and growth,
sustainabilly, €tc.) and practical s
suzs (access to information, modes

Gena

are experts In fical
policy, public finances and macre-
‘sconormics. It Is chalred by Niels.

adviser to gow and inter-
hational Institutiens In Benm:
Its other m follows:

Roel Bestsma, Professor at the
Uniersity of Amsterdam and Vice-
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pportents.

BOARD

The Board, chaired by the Fist.
President of the Court of Audh
ors, consists of four magistrates
of the Court of Auditars, five
qualiied individusls and the Dk
rector-General of the National
Institute of Statistics and Eco-
nomic Swdies (Inse<). Members
rominated by the First Prest-

Mambsrs! Indepandancs is pr-
o ey

may ot receive or sesk Instruc-
tions from Gavernment or from
any other public or private per-
sonac entity, With the exception
afmagistrates ofthe Courtof Au-
ditors, they cannat be reappoint-
ed 1o the Board. They cannot be
dismisced except in the avent
of a serlous breach or physical

dent and parliamentary author-  incapacity. Lastl, although the
fties include swictly as many  HCFP is not an independent ad-
asdefined

are not paid and serve for five
years®. Thelr wark is very de-

inthe Act of 11 October 2013 an
transparaney in public Ufs, Board
membsrs must camplete 2 dec-
taration of interast that s pub-

mately 15 mestings ayearf*. lished on the HCFP website,
= pwnanda
* 27 opinions issued Auring 81 Mmeetngs.

A

46 & TA-A

Around 15 meetings
a year, with

27 opinions issued
during 81 meeting
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Dean of the Faculty of Economics
and Business, the Nstherlands;
Massimo Bordignon, Profassor and
Director of the Bepartment of Eco-
nomics and Financs at the Cathalic

University of Milan, Iraly; Sandrine

Directar at the European Bank for
Reconstruction and Devalopment,
Poland. The Board is supportsd by
apermanent secretariat.

s key responsibilities are 35 fol-
Tows®:

- provide ad hoc advice to the
Commission President:®

Every June, the European Fiscal
Board publishes . report on fis
“Assessment of the praspctiv i
cal stance appropriate for the euro
area’ for the folowing year. In fts
June 2017 report on the mast ap-
proprata fieeal stance for 2018,
the Board recommended a neutral
fscal stance for the e area 2
whala. In ts June 2018 report, the
Board recommended  somewhat
rostrictie fical stance for 20719,
©n the basis of the Commissions
<pring 2016 projections, the Board
4 thar corrsctive messures
ve

Europsan Union's fiscal frame-
work and the appropriateness of
the actual fiscal stance at suro

turs svelution of the EU's fiscal
framework

« assess the prospective fiscal
stancs appropriats for the euro
area 2 a whole based an eco-
nomic judgment, as well as ap-
propriats national fiscal stances,
within the rules of the Stability
and Grewth Pact

« cooperate with national Inde-
pendant fiscal councils

would need to Pt
at such a fiscal stance for the sure
arain 2019

In November 2017, the Eurcpe-
an Fiscal Board published Its frst
annual report, in which It set out
a comprehensive Indspendent as-
sessment of how the Stability and
Growth Pact (SGP) was Implemen:
ed In 2016, Based on Its analysls,
the Board put forward a number
of proposals. Thess proposals aim
T (i) encourags govemments to
take sdvantage of the favourable
ecanamic limateta Improve public
finances, (i) reinforce the applica-
tion of rules, (i) strengthen the ef

factivanass of national indspendant
fiscal nstitutions, (W) encourage

taining sufficient flexibiliy thanks
o independent judgement.
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PERMANENT SECRETARIAT

The Board Is assisted by  perma-
et secretariat of six pLople work-
Ing part time,

BUBGET

The HCFP has its ewn budget pro-
aramme fundsd by apprapriatens

tothe First Chamber of the Courtof

ditors. Estabishing the High Coun-

erefore. budgst-neutral
for central govamment. The Hish
Councits budget covers stafing
costs and ongoing operating ex

Thanks to being hasted on the
premises of the Court of Audriors,
the HCFP also has access to phys-
cal and logistical fadiliies. In par-
ticular, the High Counclfs sscratark-
atand Board members mest an the
prermises of the Cour. This proximity
also facllfates access to the Cour's

ko e ccraa, ey ocumetatin
e s one o WO DAL g o the High G
TAppOrLEUIs AN ANBSEISTANT. o i, e (362,000 i 2017) con-
e g o
ICFP bu
Foracast Actual Faorecast Actual
statf 373,000 345000 404000 357,000
Operations. 150,000 20000 50,000 5,000
ToTAL 522,000 385,000 454000 362,000
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opinion on the budget bill for 2020

Opinion n° HCFP-2019-3
©n the budget bill and the social security financing bill for the year 2020
23 September 2019

On 23 September 2019, the High Council of Public Finance (HCFP) delivered an opinion
conceming the budget bill (PLF) and social security financing bill after deliberating on the realism of
‘macroeconomic forecasts and the consistency of annual structoral fiscal balance forecasts vis-4-vis
the multi-vear structural balance targets.

Main conclusions

The High Coundil of public finance considers that the Government's growth forecast is
achievable by 2019 and plansible by 2020, He stressed that this fovecast does not take info
account the possibility of a no-deal Brexit and its consequences on French growth.

The High Council considers that inflation, emplovment and private wage bill forecasts
used by the Govermment for 2019 are consistent with the information available, They are
reasonable for 2620,

*

Regarding public finances, the High Council considers fhat the forecasts of the
compulsary levies for 2019 and 2020 are cansistent with the macroecononic scenario used by
the government. It considers that the forecasting trend of public expenditure for 2019 and 2020
is plansible. The interest expendimres could be lower than expected. On the other hand, there
are risks on fhe revene levy in favor of the European Union and the evolution of public local
administrarion expenditures. In tetal, the High Conneil considers that the forecast of general
government balance for 019 and 2020 (respectively -3.1 and -2.2 points of GDP) is plausible.

The Government farecasts a 0.1 point of GDP reduction in the structural deficit far 2019,
wwhich wonld amount to 2.2 points of GDP. In relation to the trajectory defiued in the public
finance programmming law for 2018 to 2022 (LPEP), the structural balance gap sould be -0.1
points in 2018 and 0.3 points in 2019 respectively. The High Conncil indicates that such a
deviation is very clase 10 the trigger threshold of the correction mechanism provided for in article
22 of the 2012 Organic Law (-0.25 points on average over two years).

Tu 2020, the structural deficit would still be 2.2 points of GDP, compared with 1.6 points in the
2018 LPFP. The High Council therefore notes that the Government submits an introductory
article of dhe budget bil, whicl deviates ﬂr.'mﬁrmuh front the trajectory of the 2018 public
r Baw. Suuch a ch aproblem of colierence between the PLF 2020
‘and the 2018 LPFP and weakens the scope c]ﬂlr wtifi-year programming exercise in terins of
public finances.

I- A marked slowdown in global and European growth since
mid-2018

1- A slowdown in frade flow

The world econcmy has been facing a marked slowdown in recent quarters, mainly in the
Eucopean Union. China and some ofher emerging countries. In the United States. growih remained
stronz uatil mid-2019, but the deterioration in the business climate suzzests that activity will slow.

This slowdown was particularly significant in the industry. It has weighed on international
trade. which has also been affected by the introduction of protectionist measures. Growth in world
‘merchandise trade, which had been rapid in 2017 (+4.9% in volume) and still sustained in 2018
(+3.42%). stopped at the end of 2018, giving way to a slight decline in the first half of 2019. Trade in
services, on the other hand, continued to grow.

World rrer

diss trale ront i th wei s sfos wconic areas
0 (peavon ymar)

2- Eure area: weaker growth and contrasting evelutions
Growth in the euro zone slowed to 12% year-onyear in the second quarter of 2019, from

2.3% a year eartier. This decline covers contrasting evofutions over the last four quarters: almost zero
growth in Germany (+0.4%) and Italy (-0.1%), moderate growth in France (+1.4%), still strong in
Spain (+2.1%). While industrial production slowed i the euro area, activity in services remained
selatively

The slowdown in enro area activity has been mitigated by a slightly expansive fiscal policy. as
‘measured by the structusal effort, the confinuation of an accommodative monetary policy and the
depreciation of the euro against the dollar since the beginning of 2018

The slowdown in world trade and fising uncertainties had a particularly masked impact i
Genmany. Iis exprts of goods and services stagnated and the contribution of foreign trade to GDP
was very negative between mid-2018 and mid-2019 (1.1 points), while domestic demand excluding
stocks increased by 1.7 points

The Avgust business climate indicator for the euro area is close fo its long-term average of 100.
However. it is significantly below this average in Germany (94) where it contiues to deteriorate.
suggesting weak growth in the coming months.

nasoe

The Government referred to the High Council on Public Finance on 14 September 2019,
pursuant to article 14 of Organic Law No. 2012-1403 of 17 December 2012 on public finance

and forecasts and public finance information on which
budget bill and social security financing bill for 2020 are based. The High Council adopted the
following opinion after delsberation st t1s mesting on 20 September 2019

Infroductory remarks

1- On the opinion’s scope
Under article 14 of the constifutional bylaw of 17 December 2012 on public finsnce planning
and zovernance, the High Council gives an opinion on:
*  The macroeconcmic forecasts, which the budget and social security financing bills are based
on;
»  The consistency of the budget bill’s infroductory article with the multi-year targets for public
finances set in the public finance programming Jaw.

2- On the information submitted
The Government referred to the High Council its macroeconomic forecasts and information
about public finances, on which are based the budget and social security financing bills of 2020. To
this file were added detailed answers o questions addressed in advance by the Hizh Council 1o the
relevant admunistrations.

3- On the methodology used by the High Council

To as: the realism of the macroeconomic forecasts and public finance content of the budget
and social security financing bills, the High Couseil analyzed the Government's assumptions as well
as the evolutions anficipated within the forecast period. It relied on the Iast available statistics and
information provided by the Government about ifs economiic policy measures.

The High Council alsc paid attention to all available forecasts and analysis.

As permitted by article 18 of the constimtional bylaw, the High Conncil held hearings of the
relevant administrations” representatives — Treasury, budget and social security departments. It also
held hearings of experts and representatives of the Banque de France. the Bank for Tnternstional
Settlements, the CEPI[, COE-Rexecode and the OFCE

The High Council also heard the Eurcpean Commussioner for economic and financial affawrs,
taxation and custos.

. .

After a brief presentation of the global and Enropean economic sitation (I) the High Counerl
exposes ifs remarks on the macroeconomic forecasts attached fo fhe budget and social secusity
financing bills for 2020 (IT) and on the public finance scenario (IIT)

Euto-daar skehange rars

struetural sffert n the suraarea

3- In France. growth slightly above the European average

The French economy has not been exempt from the general slowdown. but its growth has been
slightly above the average of its European partners since mid-2018.

Domestic demand excluding stocks grew by 1.6% year-on-year in the second quarter of 2019,
diiven by purchasiag power measures and a susiained increase in business investment. Despite the
uafavorable trend in world trade, French exports rose by 2.5%. marking a slight improvement in
France's market share

After a sharp deferioration in 2018, the business climate resulting from the business surveys
secovered slightly at the beginning of 2019 and then stabilized at 2 level above ifs long-term average.
suggesting that moderate growth is expected to continue at the end of 2019.

SDP grawth fa volume i France ané in the =uro Buniness cimate in franee and in the suro
trarcnryan /w \
mam mse aem ud n . l m

4- Main risks: @ no-deal Brexit and an escalation of profectionist measures

In the short term. the main risk is a no-deal Brexit. The economic impact of this unprecedented
event is difficult to estimate. In the first year, according to the OECD, it would be close to 2 poiats
of GDP for the United Kingdom, close to 0.5 points for France, Germany and ialy, and above 0.5
points for Spain and the Netherlends.

Further tariff increases by the United States, particularty against the European Unioa, and more
generally an escalation of profectionist measures, are another risk fo growih.



In addition. geopolitical tensions in the Middle East and their possible repercussions on oil prices.
financial vulnerabilities related to the increase in global debt and the fagile economic situation in
several emerging countries also pose a isk 1o growth.

Finally. in Germany. where bousehold confidence has falien sharply in recent months the decline
in domestic demand conld be added o the ongoing industrial recession. fuether slowing activiry in its
main partmers.

The growth fthe Freach are thus ded by 1 factors

-  Remarks on macroeconomic forecasts for 2018 and 2019

1- The Government's scenario

According to the Government's referral file, “the Frerich economy would grow by I4% in 2019 and
1.3% in 2020, a slowdovn compared o 2015, mainly due 1o less frvorable global demand, which would
weigh on exports. Global demand for France would siow in 2019 and then recover in 2020.”

"Household consumption is expected to be supported from 2019 amwards by purchasiig power
meastres and strong empleyment dynamics. Consumption would acoelarate shightly behind the gains i
purchasing power, as households grachially consume them. After increastng at a high rate since 2017,
business imvestment s expected to gradually normalizs, rematning dynamuc in a context of low intarest
ratas."

"Total cuployment is expacted to grow strongly again in 2019 (~250,000 job: on average per
vear, after +245,000 in 2013), thanks to the dmamism of employment in the non-agriculnral market
Sectors [..]". "Tn 2020, toral job crearion & expectad to be lower 150,000 jobs on average per year),
veflacting a slowdow in market enployment. ™

et increasing very slightty tn 2019 (+0.9% after~0.5% in 2015), core inflation is sxpected to
vematn stable in 2020 (~0.9%¢)". Overall inflation, which had reached +1.8%s tn 2018 as a result af the
vise in ol prices fwhich resulted in a ~0.6 point connvibution of orl products to the CFI), is expected fo
Jfall in 2019 and then remain stable in 2020 (~1.2%).”

2- The High Council's Assessment

The High Council evaluates successively the assumptions of activity growth. inflation.
eatployment and the private sector wage bill

a) Activity growth

‘The Government forecasts a real GDP growth of 1 % in 2010 ard 1 3% in 2020. Compared to
the Apuil 2019 stability program. the sssumption is vachanged for 2019, and revised slightly
downwards (0.1 poiats) for 2020

For the year 2019, the Government's growth forecast is slightly hisher than that of

internaticnal organizations and business institutes, which are mostly 1.3%. Taking into account the
erowth achieved in the second quarter, estimated at 1.1%, achieving 14% growth in 2010 requires
GDP increases of aroned 0.35% per quarter in the second half of the year. Recent forecasts for growth
i the third quarter poiat to a close pace (0.3% for the Banque de France and 0.4% for the OFCE).

b) The rise in consumer prices index

According to the Govemnment, the sise in the consumer price index is estimated at 1 2% on
average annvally in 2019 and 2020, after 1.8% in 2018, Core inflation’ is expected to mncrease very
slightly in 2019 and to stabilize in 2020.

Consumer Price Index

Changesm % | Govemment Forecasts (vearly average)

08 ms 2020
Index. 18 12 12
Cone index [ [ 08

In its April 2019 opinion on the stability program. the High Council considered that "rhe
[expected] mcrease in core inflation could be slower than expected by tho Governmant

Since then the Government has srevised its core inflation forecasts for 2019 and 2020
downwards. This would be part of a somewhat lower dynamic than explained by its fundemental
deternunants in line with what has been cbserved in recent years’.

The decrease in inflation forecast by the Government in 2019 and 2020 compared to 2018 is
‘mainly due to the lower contributicn of petrolebm products (zero in 2019 compared o 0.6 points in
2018). It is based on the conventional assumption that the oil price will remain stable at its Avgust
level. leading to 20 average of $63 per barrel in 2019 (€56) and $59 per barrel (€53) i 2020. Given
the risks to the operational maintenance of production capacity (as illustrated by the destruction of
Saudi ol infrastructure in September 2019). the price of oil could be higher than anticipated by the
Govemment*. Administered prices would contiibute 0.2 poits to inflation in 2019 and 0.3 points in
2020, mainiy due to the rise i tobaceo prices.

These forecasts for 2019 and 2020 are close to the average of the September Consensus
forecasts (1.2% and 1.3% respectively).

The High Council considers that the inflation forecasts adopted by the Government for
2019 and 2020 are reasonable.

<) Employment and private wage bill

According fo the s forecast, in the ‘market sectors is
expected to be dynamic in 2019 and then to slowdown in 2020. The wage bill is expected t follow
similar trends, increasing by 3 3% in 2019 and 2 8% in 2020, after 3 5% in 2017 and 3 4% in 2018

02018 and 1.2% i 2020.
‘near stsbilisation of core mdlation chserved in the first half of the year, from 0.5-0.6% in the
Erzmcmi:nfl!!v‘ilmﬂTnm]llm—!ﬂvbefwmfzﬂ.mng_‘(mD"%mAugn_{

* Accarding to the estimates presented m fhe Apnl 019 stability program 2 510 merease tm o1l prices would reduce
activity by 0.1 percentage poinss in the 1* year and by 0.2 percentage points in the 2 year conpared 1o the reference
scenzrio. Similanly, consumer prices would increase by 0.3 points in the 1" year aud by 0.4 points in the 2™ year The
mpact on public fimmce: would be dighety neganve (the prmary public balance would detertorate by 0.1 percentaze
‘point of GDPin the 19 vear and by 0.2 percentage point in the 2%,

Overall. the High Council considers that the growth projected by rhe Government for 2019,
very close ta consensus, is achicvable.

GDP growth forecasts for 2019-

2020

France euro area

2019 2020 019 2020

Furopean commission (July 2015 i3 W 12 s
IMF (July 2019) 13 14 13 16
OECD (Septembes 2019) 13 121 L0
Bangue de France / ECB (September 2019) 13 1311 12
OFCE (September 2019) 4 14 12 11
Rexecode (September 2019) 13 1212 10

Consensus forecasts {September 2019) 13 12 11
Governement (2020 Budget bill - September 2019) L4 L3 12
Source - BCEF from different misiniiions forecasis

For the year 2020. the Government forecasts a slight decline in GDP growth to 1.3%.

As the consumption of purchasing power gains in early 2019 was slower than expected. the
Government's forecast assumes that it will continue into 2020. The savings ate is expected to decline
slightly (from 14.8% in 2010 to 14.6% in 2020), after increasing by 0.6 percentage points in 2019
The High Covacil aotes that this moderate decline in the savings rate is likely, assuming a retum to
the behavior usnally observed in response to a similar change in purchasing power.

Non-financiol business investment is expected fo slow i 2020 but remain dynamic (+2.7%
2020. after+3 3% in 2019). Despite the slight slowdown in activity and the recent easing oftensions
on production capacity. this forecast seems plansible, particnlarly in view of the fivorable investment
climate matked by low interest rates and a high margin tate

French exports are expected to grow by 2.5%. in line with global demand (+2.6%). The
Government thus adogts a selatively cautions assbmption on the stability of market shares. On the
other hand, this scenario assuntes that the external nacertainties surounding the growth forecast do
a0t materialize.

The Govemmens growth forecast for 2020 (1.3%) falls within the sange of available
forecasts, befween 1 2% and 1.4%

The High Council considers that the Government's growth forecast is achievable by 2019
and plausible by 2020. He stressed that this forecast does not take into account the possibility of 2
no-deal Brexit and its consequences on French growth.

loyment creation was higher in the first half 6f 2019 than expected due fo the slowdown
in activity. This increase in uet job creation could be due i particular fo certain reforms
(transformation of the CICE into a reduction in comtribwtions, various measures fo reduce
contributions, functioning of the labour market. etc) but also partly to a further fall in trend
productivity gains. Given this good start of the year, employment growth in the market sector is
expected to be almost as high in 2019 as in 2018. In 2020. the employment growth forecast by the
Government would be lower nader the reasonable assumption of a gradual refum to productivity
‘gains close (o the previous tread.

The Government's wage bill forecasi for 2019 (+33%) inciudes the payment of the
exceptional bonus introduced at the end of 20187 and exempt from any fax (2.1 billion in 2019)
Excluding the excepticzal bonus, the change in the ion base of the irucal market
‘branches would be 3.0% in 2019, This forecast is consistent with the latest mmlablz statistics, with
the year-on-year increase in the total payroll subject to social security contributions estimated at 3.1%
in the second quarter of 2010 The slowdown i the wage bill forecast for 2020 (2.8%) reflects the
slowdown in employment.

Market sector wage bill (evolution in%)

ik FE it
Mumiber of enployees 18 17 is
Average waz 17 17 is
Wage bill 3= 34 33
:ﬁ:ﬁﬂfx"g 3z 34 3 18
Sourca - ign Co ¥

¢ High Council considers thar the employment and wage bill forecasts for 2019 are
cousistent with the information available. They are reasonable for 2020,

m1- Remarks on public finances forecasts for 2019 and 2020

The High Council analyzed the consistency of the budget bill with the multi-year structuzal
balance targets. Then it assesses the risks on public revenues and expendimre

1- The Government's scenario

According to the Government's referral file. "The draft budget and social security financing laws
for 2020 forecast a nominal deficit of 3.1% in 2019 and 2.2% in 2020 and a structural deficit® that

‘improved by 0.1 percentage pomt of GDP in 2019 and remained stable tn 2020 [...]

* This boms, exempt from social security conmbutions nd taves up to a maimum of €1.000 for smployees
\"m 5 times conld be paid T et 3015 3 3 ¥ e 3015 Ton
billion in the 4" quarter of 2018 and €1 1 billion in the 1< quarter of 2019, The payroll mcluding
lhhbemm:ulsadbyl“:m 1% e 2010, hem e by 0.3% in the 2% quarter 22 3 result. The
‘zmount of this b 0
¢ 'Dzzﬂunm._lhalm:zlsdaﬁmdbﬂzpﬂhhcb:lamaﬂ.mkdFm!ﬁdnmeﬁzﬂ:v'dmec:tvr}emd
temporary messures (see Ammex 3).
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The tax rate net of tax credits, after having reached 45.0% of GDP in 2018, would z'un(h 43.8%
in 2019 and 44.0% in 2020 (amounts restared for the creation of France compétences’, 44.0% and
44,39 wwithout this vestatement), reprasenting a decréase of more than 1 pt of GDP since 2017
(43.2%). [}

These fax cuts are made possible by the conmol of public spending. Tndeed, public expendinure
excluding fax eredits would be confained at +0.7% in valume in 2019 and 2020, or +1.7% per year
in valug (amounts restated for tire creation of France compérences), while financing the economic
and sacial emergancy measures announced i the end of December 2015, as well as the measures
concluding the Grear National Debate annownced at the end of April 2019.

2- The consistency with the multiannual structural balance targets
Under the constitutional bylaw of December 17, 2012 the High Council gives an opinion on the
consistency of the structural balance path presented in the 2020 budget bill with the latest
programming law targets i.e. the one of Janvary 2018 for the vears 2018 to 2022 According o the
same constirutional bylaw, a devintion of the strvcrural deficit i deemed significant once it exceeds
0.5 point of GDP a year or 023 on average over two years.

Accordng to the Government, the public balance 1s estumated at -3.1 pomts m 2019 and 22
‘points in 2020, The structural balance would be -2.2 points in both years. The cyclical component
wenld be almost zero for both years, taking into accouat the Government's estimate of an output gap
that is itself very close to zero. The year 2019 was marked by the exceptional accumulation of the
CICE and the reduction in social copiributions, which worsened the mominal balance without
affecting the structural balance.

) Astrucrural balanee that deviates from the programming law path

The structural budget balance is calculated wih the same potential GDP assumptions as in the
programaing law. In s September 2017 optaion on this programming law. the High Council deemed
that the Govermment's potential growth estinuate (1.25% in 2018 and 2019) “was a reasonable basts
0 implement the mid-term public finances planning

In 2019, the structural balance is estimated at -2.2 points of GDP. an improvement of 0.1 point
compared fo 2018. The cyclical compenent of the deficit would be zero. with GDP at ifs potential
level according to the Govemments mssessment. However. there are uacertaimties about the
assessment of the French ecomomy's position in the cycle (see Annex 4).

According to the data presented in the draft budget bill for 2020, the gap with the programming

law trajectory would be 0.1 poiats of GDP in 2018 and -0.3 points of GDP in 2019. The average
difference aver two years would therefore be 0.2 poiats per vear on average

Tt would thus be slightly below 0.25 points per vear, just below ihe threshold for triggering
the correction mechanism provided for in arhicle 23 of the 2012 constitutional bylaw. However, the
‘possibility that the correction mechanism will be rigzered when the budget sertlement bill for 2019
is examined cannot be uled our, given the intis 2 both forecasts
and public fimances:

The imiegration into the field of public sdmimstmations of irure and revenne from vocational frainime and
sppventiceship camied by France compétaess, beyond the Skills Investment Flas (PIC), would kave 3 symmetical
mpact on public expenditure and reverue, of 4.6 billion in 2013 and an additionsl €15 billion 1n 2020,

1

Structoral balance in the January 2018 pragramming law,
the Aptil 2019 Stability program and in the budget bill
for 2020

18 2008 2020 200 z0m2

b) Structural adjustment and structural effort almost nill

Structural adjustment, Le. the change in the structural balance, would be very small in 2018 2ad
2020 0.1 point and 0.0 paint respectively, see Annex 5)

T 1 adj ¢ and th I effort in 2015 and 2019
a3 preseated by the govermment

T potars of poteatial GDF [ 2030 Budget 6ill o ST
]

Strucoural adj 0l 01 00 0 03 03

Structural effore P 01 01 4 03 04

Of which expenditure

restugint 03 03 04| 10 | 64 o4 05 | 13

(exchuding tax credits)

Of which fax credst key 02 03* 06" -1 -03 01 0,5 69

Fias Kscreticancy 00 61 03| o4 | 0o 60 04 | o4

component

Kev on credit mx** 00 00 01| o1 | a1 o0 s | o

‘Soures: 2020 budger bill, January 2018 programming av.
Note: Figures betng rounded io the nearest tenth, companents may nat add 1o the tosal

* Those datw neurralize the impace of the ereation of France Compétemces on | Jaruary 2019, On a constant field,
expenditur effort and the effors i compulsory leviss (new revemug measures) would be 0.1 pount and 0.1 pomt
recpecrvely in 2015, and 0.3 point and -0.5 point in 2020.

** I marional accounts, rax evsdiis ars rscoriiad an ths bacis of claim fled and not refimd: charged 1o e iudgeary
balance: o a e s the

ctrucrural adjustment masurs. In 2020, the high level of this "hey” i inked fo ths removal of the CICE. It reflects the
cappearance of

significant differamce berwean the znll sigmficant payments mads in previous years and the near dis
racemvables.
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of the general public balance
Budget bill for 2020 | Programaming law
o gl CRE. {sept. 2019) an 2018
WS W19 20 | 018 2009 2020
Norminal Balnce 31 22| 28 28 I3

Cyclical component | 00 | 00 01 | -04 01 01
One-off measures 2 09 01|62 03 00
Structural balance 23 22 22|21 -9 -6
e R
Nete: Figures PO o add to the weal

Source: 2020 budget bill and 2013 programming law

I 2020. the structural balance would be - 2.2 points of GDP. a level identical fo the nomsinal
balance. The cyclical component (0.1 poiat) would be offset by one-0ff and temporary measures (-
0.1 poiat). The budget bill's structural deficit forecast for 2020, which takes into acconat in particular
the measures annovaced at the end of April following the great national debate. 15 revised upwards
against the stability prozram by 0.3 point of GDP.

The structural balance in 2020 would deviate significantly from the farget set in the January
2018 programming law: 2.2 points in the budget bill versus -1.6 points in the LPFP®

The High Council notes that the structural balance path presented in the 2020 Budzet Billis
ot consistent with the programuming kaw. The public finance scenario associated with the budget bill
deviates significantly ev ane from the path defined in the current programming law.

tura balamee seflects 3 lomes couctural effort than that provaded for i the prograsming L,

Tt otber factors al huted to t over the period the scope of smnerl 2018 G
‘pasticulas th =3 - (elasticity effcts), which were sigmficant in 2017 and 2018,
revisions in GDP zrowh leading to 3 different cyclical e
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The High Conncil stresses that the stroctural adjustments planned for 2019 and 2020 are below
those provided for in the Programming Law (0.3 in both years), and even higher than those provided
for in the provissens of the "preventive arm” of the Stability Pact (a struchural adjustment sirictly in
excess of 0.5 points of GDP per year for conniries that have not reached their medium-ferm
objective’).

The structusal effort, which represents the part of structural adjustment directly linked fo
espenditure effort or new tax measures, would amount 1o a enmmlative 0.3 point of GDP over the
period 2018-2020. compared 10 0.9 point in the LPFP.

The cumulative struchural effort gap between the budget bill and the LPFP (0.6 point) essentially
comesponds to a lower expendifure effort of -0.3 points of GDP, despite the decline in interest
payments, and a further reduction in taxes by 0.2 points of GDP.

The Government forecasts a 0.1 point of GDP reduction in the strucrural deficit for 2019,
which would amount fo 2.2 point of GDP. In relation to the trajectory defined in the public
finance programming law for 2018 to 2022 (LPFP), the stractural balance gap would be 0.1
points in 2018 and -0.3 points in 2019 respectively. The High Council indicates that such a
devintion is very close to the trigger threshold of the correction mechanism provided for in
article 23 of the 2012 Organic Law (-0.25 points on average over twe years).

In 2020, the structural deficit would still be 2.2 points of GDP, compared with 1.6
percentage points in the 2018 LPEP. The High Council therefore notes that the Government
submits an article of the budget bill, which deviates significantly from the trajectory of the 2018
public finance programming law, Such a choice leads to a problem of coherence between the
PLF 2020 and the 2013 LPFP and weakens the scope of the multi-year programming exercise
in terms of public finances.

3- Ricks on revenue and expenditure

The High Council has focused on identifying the risks affecting the 2019 and 2020 revemue and
expenditure forecasts based on the information available to it

) Receipts
The Government forscasts a decline in receipts for 2019 and 2020 due to new tax measuzes, while
their growih at constant legaslation would be close to that of GDP.

1n2019. the amount ' would be € all: field). or €8.2 ballion
excluding the effect of the transformation of the CICE into a lower contribution rate.

According to the Governmeat. the growth in compulsory levies at constant legislation would be
consistent with the GDP growth m nonmnal terms: the ratro of these two growth rates. known as the
elasticity of compulsory levies fo GDP, would be around 1. This elasticity close to unify would esseatially
be due fo the more dynamic growth than GDP in State faxes (and i particular corporate income fax.
income tax and VAT), offset by a slightly lower increase in social security revermes than in activity.

By reducing its deficit below 3 percentage points of GDP in 2017, France enered from the excessive deficit procedure
in June 2018, thus moving tnto the prevertive arm of the Stehilty and Growth Pact European males require 3 reduction
i the structural defiest of strictly more than 05 pounts of GDP per year but allow 2 deviation of 025 points on average
over two years.

W These in i — &
affectin the year 2019
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For 2020, the new meamres would amonat to €8.5 billion cnce the impact of the trmasformation
of the CICE has been nevtralized. This decrease is the result of three sigificant measures: the reduction
in income tax (€3.0 tallion), the third instalment of the housing tax rebate for 80% of households (€3.7
‘illion], the contined reduction in the corporate mcome tax rate (€15 bullion), partially offiet by a few
‘npward messures, notably relating to tobaceo taxation (= €20 billion).

The Government has adopted the reasonable assumption of unit elasticity of compulsory faxes to
GDP.

For 2012 and 2020, the High Council considers that the projections for taxes and social securit
«contributions are consistent with the macroeconomic scenario adopte

b) Public expenditure

Public expenditure growth in the 2020 budget bill
(excluding tax credt, constant field)

% 2018 2019 2020

Public expenditure 1 value 1 18 20 6

GDP deflator 05 08 13 12

Public expenditure m volume 12 10 o7 04
Source - High Council afpubl oo ey of eeomamics and frances

102019, the overall increase i expenditure sxcluding tax credits presented 1 the 2020 budget
bill (exchuding the creation of France compétences) was 2.0% in vaiue. or 0.7% in volume (deflated
by GDP prices)>

In 2020, on the same field. public expendimre would increase by 1.6% in value. or 0.4% in
volume (deflated by GDP prices). The State's expenditure farget for 2019 includes an increase m
ministerial £€5.7 billion comp the 2018 ion. This target
of €15 billion compared to the initial budget bill for 2010, which remain to be achieved i
implementation. Ministry appropriations are expected to contime to grow between 2019 and 2020 to
the tune of €6 billion

The High Council notes that efforts to achieve a more realistic budgeting of govermnment
expenditure have been made suice the 2018 budget bm, although some pockets of uader budgetig
remain (e g field cperat d target for 2
an inerease in ministerial appropristions of €5.7 billion mmpamd ta the 2018 execution. This
inchdes savings of €1. tullion compared 10 the initial fnance Iaw for 2019, which remain 1o be

Ministr ions are expected to-contimie to grow berween 2019
and 7070 to the fune of €6 billion.

The High Conacil notes that efforts to achieve a more realistic budgeting of zovernment
expendinre have been made since the 2018 budget bill. although some under-budgeting remnn (2.
2. field operations and domestic mussions),

The Government plans that the implementation of the reform of the method of calculating
‘housing subsidies (APL}™. w}m‘_hvu].l save asound €1 billion on State’s expenditure, will take place

fing tax refund at 3% (847 billion i 2017, EiThd.‘mnm‘DlSmde]bu]hmm)ﬂl? ) wiing pre
2017 G4 i
¥ Ifwe take the consumer pncs mﬂudmzmha:cnlsakﬁmm asﬂe(ﬂvﬂnmgmm\lzﬂvﬂne)&gwm
e ke ik whel Gl O 3000 e i
" i the calculation of the APL based on fhe resources recerved by the recipients i the
previous q\nﬂ!{ and not based on the resources received two years carlier

This opimscn has been published in the Official Journal of the French Republic and
antached to the budget bill for 2020

Done in Pans, 23 September 2019,

For the Hish Coneil of public finance.
The first president of the Court of Auditors.
President of the High Concil of public finance

Dadier MIGAUD
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However. given the nultiple postponements of this reform dusing 2019, compliance
with the envisaged timetable remains uncertain.

The High Couneil notes that there are nacentainties sumounding the forecasts for the revere
levy in favour of the European Usicn (PSR UE) and iaferest payments.

InPLF 2020. the Government's forecast for the PSR UE is slightly lower (€0.1 billion) than the
2019 budget law, while the last year of the Multi-anoual Financial Frameworks generally shows a
strong acceleration in EU spending and PSR UE (which has mcreased on averags over the last thres
the Multi-anoual Finaneial Frameworks by €1 billion in the last year)

Comversely. interest payemeats'* could be slighrly lower than ia the 2020 budget bill forecast
For example, if inferest rates remained unchanged at their value observed on the 1% September 2019
(-0.6% for the 3-month rate and -0.2% for the 10-vear rate). the additional expendinure savings would
be around €1 billion in 2020

Social security expendifure is expected fo decelerate slightly in 2020 compared to 2018 (1.9%
after 2.2% in value in national acconnts). This forecast is achievable if the savings annonnced,
parh(ul:rly o the Ondam and Unedic. are achieved for the expected amounts.

d mainty of local authorities. would
byl Spﬂ centin 2019 and 0.7 per ceat in 2020 in the Government scenario. Their investment would
increase by 8.9% in 2019 and then decrease by 0.1% in 2020 in line with the electoral cycle!

With regard to expenditure over the first $ months of 2019 (+1.6% for operating expenditure
and almost ~16% for investment, excluding debt repayment’®), the trend in local expenditure conld
be more sustained in 2019 than expecied in the budget bill The same could be frue in 2020,
particularly given the high level of savings by local authorities.

The High Council considers thar the forecast of public expenditure trends for 2019 and
2020 is plausible, The interest payments could be lower than expected. On the other hand, there
are risks to the revenue levy in favour of the European Union and to the evolution of local
expenditure.

Overall, the High Council considers that the nominal government balance forecast for
2019 and 2020 (-3.1 and -2.2 percentage points of GDP respectively) is plausible.

Finally, he pointed out that the public debt-to-GDP ratio would fall from 98 4% in 2018 to
98.8% in 2019, as a result of the temporary increase in the nominal deficit, due in particular fo the
transformation of the CICE into a reduction in contributions, 2nd would then remain at 98.7% in
2020 The debt ratio would thus be almost stable over the period 2018-2020, m contrast to the decline
observed in the euro area since 2016,

 The 10-year mzmmmmmmlﬁzﬁn\.‘mﬂm{ m:mn(ﬁ 20% at the i of 2019 12d 0.70% s the
end of 2020 2020), On the ofher hand, the
it i et e et 0 i, -nhlmn_wﬂ. lhanluapumd) e very slightly lower tian the
Corsencus forecasss (cable 3t 01 4% untl
amotnted to §,1% and -1.§% m’pem:h’ex:mmn Saciétd du Gramd Paris

e aomal gonch n Loeal Ansborie xpaniurs (APUL) ware to be at the rate obiarved t he and of gt
2019, an merease m than €4 billion
hdpm.ll IM:ﬂuz.lanﬂ-mcnnalpuhnt deﬁunmn!dqudme&bvﬂ7permgepﬂmn'®17 Homever, uz.e
example. operanng

tintoriebisr i i of Aus
ST bt oy 250 st s e S01E Sty vt erpen B e oy T b . s of
August 2017 and the end of Augast 2015, but by 4.3% over the year as 3 whole.
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Annex 1: the macroeconomic scenario attached to the 2018 budget bill

Economic foregasts for France
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Annex

Texte de Parricle :

introductory article of the 2020 budget bill

Les prévisions de solde stmeturel et de solde effectif de lensemble des administations publiques
pour I"année 2020, Texécution de V'année 2018 ef In pré de Tannée )
comme suit :

(En points de prodhit itérier brut)

Execution 2018 Prevision Prevision 2020

d'exécution 2012

Solde structurel (1)
Solde conj 2
Mesures pﬁnmld.le'

Sa(:!e!ﬁ"ecuffl*’*ii) 31 22

Exposé des motifs de Particle :

Cet article présente. conformément 4 I'article 7 de la loi organique o° 2012-1403 du 17 décembre
2012 relative 4 la programmation et & Ia gouvernance des finances publiques, la prévision de solde
structure] ef de solde effectif de lensemble des sdministrations publiques pour 2020. Il présente
&galement ces mémes soldes pour les années 2018 (exécution) et 2010 (prévision d'exécution),

La prévision de déficit public pour 2019 5'établit 4 3.1% du PIB. En effet. le solde 2019 est affecté
de maniére poncuelle et temporaire par le double-coiit pour les finances publiques de la bascule du
erédit 'impdt pour la compétitivité et lemploi (CICE) eq alligements pérennes de cofisations
sociales (0.8 point de PIB). En 2020. le solde serait de -2.2% du PIB. En termes structusels. la
résorption du déficit se poursuivrait en 2019 et 2020, avee un niveau de solde structurel de -2.2% du
PIB potentiel en 2020 apres -2,3% ea 2018.

En 2019. 1a crossance seraif proche mais légérement supérieuce 4 son rythme potentiel. traduisant
use légére amélioration conjoncturelle du solde public. L sjustement structurel de 0.1 point de PIB
serait posté paru effort en dépense de +0.3 poiat, une fois nevtralisé I'impact de Ia création de France
Compétences. En recettes, les mesures nouvelles en prélevements obligatoires peseraient sur
I'ajustement & hautenr de -0.2 poiat

En 2020 Ia croissance serait légérement supérieure 4 son rythme potentiel, si bien que la variation
comjoncturelle du solde public serait wés légérement positive. L ajustement strucrusel serait mal,
‘malgré nn effort positif (+0.1 poiat). porté par un effort en dépense de +0 4 pomnt nne fois nevtralics
Timpact de 12 création de France Compétences. A I'mverse. les mesures nouvelles en prélévements
obligntoires péseraient sur Ieffort siructurel @ hawteur de -03 point. Par ailleurs. I'ajustement
structusel serait [ézérement pénalisé par Is composante non discrétionnaire des recettes (0.1 poia)

Annex 3: estimating the general government structural balance

The structural balance estimate

To assess the public finance path, the structural budget balence is usually considered. The structusal
balance i the public balance adjusted for the direct impact of the economic cycle and exceptional
events. The public balance is thus divided into two components:

A cyclical component, which reflects the impact of the econontic cycle on public administrations’
and reveme;

A structural component, being what the public balance would be if domestic production were at its
potential level

The caleulation of the cyclical and structural components of the public balance s based on the
potential GDP estimate. Potential GDP is the “sstainable” outpt, L ¢. the quatity that can be produced
without having positive or negative impacts on inflation The cyclical component of the public balance
results from the cyelical variations i public reverme and expenditure, considered as follows:

Ou the revenue side. caly compulsory levies are assumed o be cyclical. The cyclical parts of the
income e, corpore Sicomi. o social seeusity consibutions and otber wndtory conbusions are

leulated ‘based on the observed levels, the estimated output gap and the clasticity of each tax
category to GDP growth'’;

On the ture side, only fie expenses are considered dependent

oneconomic conditions'”. Their cyclical share is estunated, as for revemue, based on their elasticity to the
output gap and the amouats observed.
The structural balance is ealeulared as the difference between the nominal public balnce and the
cyclical component estimate. Given the fact that compulsory levies and cyelical expenses aceount for
about half of GDP and that their average elasticify is close to one, the cyclical component of the public
balance is equal {o just over halfthe output gap (for France). A final correction is made to the structural
balance in order fo exclude certain events or actions that have 0o lasting impact on the public balance.
Howerer, there is no comprehensive definition of ome-off and temporary measures and their
assessment is pardy based on interpretation.

The components of the smizerural adjustment
The variation of he structural balance is known as “structural adjustment”. A posifive structural
adjustment reflects a budgetary policy directed towards the meditm term objective (-0.4% for France as
set by the programming tzw), when there initially isa deficit Om“araely anegative structual adjustment
reflects an expansionist budgetary policy, increasing the structural
In order to assess more sensibly the budgetary policy, the strucrural ad,usmum is divided into o
components

The structural effort, which measures the discretionary part of the structural adjustment, ie.
contralled by public decision makers, is made of:

7 This effect is evaluated on the basis of the average "slasticities" of each tax catezery with respect 1o the output
£3p. The efasticities used are those sstmated by the OECD.

1 Ac for othar mg«am.g they are either discrationary in natura ar na fink with the economic situation can be
‘Cisariy and refiably identifi
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Comme débattu devant le Parlement & Poccasion de I'examen du Projet de loi de réglement des
comptes 2018. le nivean de solde stuctusel en 2018 5 avére [égérement inférienr  celui projeté dans
Ia programmation (-2.3% vs -2,1% dans la LPFP). suite & Vintégration du déficit de SNCF Résean
dans In mesure du solde public (-2,5 MAE de solde 2018), élément contribuant 4 la sincérité de nos
comgtes. et 4 la révision de la croissance 2018 par I'lnsee en mai dermier. Ea 2019, cet deart
s accroitrait gérement (-2.2% contre -19%) malgré un ajustement structurel positif (+0.1 pt).
cependant infériens & celui projeté en LPFP (+0.3 pt). Cette révision du rythme d'amélioration
structuselle des comptes publics est & la fois hde 4 la réponse d’ampleur qu'a apportée le
Gonvernement & I'irgence économique et sociale ainsi qu' ua contexte économisue moins favorable
(croissance revue & 1.4% contre 1.7% dans la programation).
En 2020, le rythme de consolidation des comptes publics a de notwvea été ajusté (solde strocturel de
2,2%). pour teqir compte i la fois de I'effet des mesures & urgence adoptées en 2019 sur 2020 f des
mesures issmes du Grand Débat National annoncées le 25 avril (1a lot de programmation préveyaittn
solde structurel de 1.6% en 2020)

Les hypothéses ayant servi au caleul du solde structure] et notamment |'estimation de la croissance
potentielle de I"économie sont inchangées par rapport & celles dela loi dé programmation des finances
publiques pour les années 2018 4 2022

Pour miémonre :
en Md€ Exécution 2018 3:"‘”5‘"“ dIeRECuton | b ciiion 2020
Solde effectif 585 739
PIB nomunal 23531 24169
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o the expenditure restraint, which compares the public spending real grouth (caleulated with the GDP
deflator) to the economy’s potential growth. It has a positive contribution to the structual adjustment

when public spending grows slower than potential GDP,

o the new measures on compulsory levies

The non-discretionary part takes into account:

- the mpacts of changes in revenue elasticities: since the cyclical component of the public balance is

based on average elasticities, the structusal balance includes the effects of elasticity fuctuations around

the long-term sverage value;

- the changes in revenues other than compulsory levies.



Annex 4: Uncertainties in the evaluation of the economy's position in the
economic cycle and the implications for the structural balance estimation

Estimating the economy'’s position in the cycle makes it possible to assess the cyclical
component of the public balance and to deduce the structural balance from it However. there are
uncertainties around the estimation of the outpus gap

The output gap represents the gap between GDP and potential GDP, camrespondiag to the
national weaith that the economy could produce without creating fensions. The assessment of the
ontput gap makes it possible to assess, in particular. the econonry's ability o rebound or, conversely,
the expected increase in growth.

As an nnobservable quantity, the otput gap must be evaluated nsing statistical tools. Indeed,
measures of this output gap diverge across instifutions.

The output gap in 2018 is estimated by infernational organisations fo be in a range from 0.3
‘points of GDP (OECD, May 2019 forecast) o +0.4 points of GDP (Evrcpean Commission. May
2019). the IMF estimate being +0.0 percentage points of GDP (April 2019). The Gov P
assessment is 0.1 percentage point of GDP.

Output gap

2018 200

However. revisions in the output gap can be substantial and lead to 3 posteriori reinterpretation
of an economy’s positien in the cycle!”. In particular, the updating of output gap estimates in the
forecasts published by the European Commission end the IMF since 2017 has generally supported a

1* Ses opinion HCFP-2017-3
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Annex 5: The fiscal stance
kas been almost neutral in France since 2016

The structural deficit in France was reduced by 2.5 points of GDP between 2011 and 2019, a
decline of the same magnifude as that observed in the enro area (2.6 percentage points). Nevertheless,
France started from a higher deficit level in 2011 (-5.1 poiats) than the euro area average (-3.5 points).
France has therefore ot closed the gap and its stractural deficit is expected to be one of the highest
in the enro atea in 2019 (-26 GDP points™ compared to -0.0 GDP points according to European
Commission estimates).

Structural effort in France and the euro area

. =Ty I
Wi am oo e s ww ar ms s
e Structural affort nThe coraarea:  ® Srwcruraleffor i Frane

In France and the euso area as a whole, the effort for improving the structural balance was

mchmmepmm\mcadm the period 2011-2015 than i the period 2016-2019_ It was on average 0.7
GDP points per year during the period 2011-2015 and wonld then be slightly negative on average
during the period 2016-2019 (0.1 GDP poiat).
The recavery of public finances over the period 2011-2015, mainly as a result of an increase in taxes,
took place in a very deteriorated economic context, marked by the euro area crisis and the
simultancous implementation of public finance recovery policies in several couafries. Accordiag to
Eucopean Commission data, the fiscal policy orientation (measured by the structusal effort) was
restrictive during the period when fhe output gap was very negative (2011-2015%) It was then
‘troadly neutral between 2016 and 2018 as the ontput gap closed (see graph)

* The structural deficit i 2019 is hugher in the Europezn Commission's estimate (-26 percentage points of GDF) than in
the Government’s estimate (-2.2 percentage points). The difference is explained by different estimuates of the output gap
{0 pecentage i of GDP fo the Commmiion, 0. pcntagspot s the Govemmns)

% The European axd makes a farly stmalar observation for the European Union as a whole aver a longer period,
mmamgmmndww,m wm{yn!smpnuwwmmmdmpmmum economie
condifions (Fuopemn Fiscal Board, "Assessment of EU fiscal rules with 2 focns on the six and two-pack legislation”,
August 2018)
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closing of the output gap. These revisions can have several origins: revisions to actual GDP growth
data and revisions to potential growil estumates.

The estimation of the output gap can also be confronted with other indicators related to the economic
cycle. such as production capacity utilisation rate, production bottlenecks. recruitment difficulties™.
An analysis based on these indicators may lead to the conclusion that the French economy is higher
than estimated so far, as indicated by the Treasury Disectorate General in a recent publication (Trésor
éco 07 223 of June 2018). In addition, this method is characterized by the fact that it provides a
diagnosis that is hardly revised afier the fact. unlike the methods used by the Government and
intermational organizations. In particular, DG Treasury has highlighted that these estimates are closer
1o the Eusepean Commission's final estimate than the Commission's initial estimates.
‘However, thus ool i3 based on surveys and does ot fake into accownt s (mnlat
unemployment. ete.). Insee conducted an analysis” based on a methodological approach similar o
that of DG Treasury but including quantitative variables such as inflation and unemployment Taking
these into account leads to & more nuanced diagnosis of the economy’s position in the cycle: in 2018,
the French economy's GDP would be slightly above its potential level, but to a lesser extent than DG
Treasury's assessment

The results of this wark suggest that the output gap may already be positive in 2019, although it is
diffienit 1o accurately assess the magnifude of this gap. This, if the cyclical eomponent of tise public
‘balance is pasitive in 2019, the structural deficit wonid be worse than that currently estimated by the
Government.

utpout gap watimted by the Eusopasn Commiuian ani by diract

* Ses opmion HCEP-2015-1
1 Tensions sur |'offie et position de I'économie dans Iz cyele b, Insee, Note de Conjoncture. December 2018

Fiscal stance In France
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Outputgap

Both France and the enso area have implemented a pro-cyclical fiscal policy overall over the
period 2011-2018, restrictive in a period of weak economic activity and expansionary in a period of
positive economic activity.
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3. AHAI ; “Time to turn the tide”
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Koea: Denmand, output and prices
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THE ORIGINS OF
FIDUCIARY DUTY
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THE NEW POLICY

CONTEXT
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Box 3 Examplos of integrated finance and sustainability policies
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resuRs appear 10 statistcall vaiate the value propostion of
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f i ad sssess hese

thare fas besn

issves signicantly thosa wilh poor ratings on
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in te quantiy an quality of datz provided by companies on e
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THE FINANCIAL AND
INVESTMENT RELEVANCE
OF ESG ISSUES

The previous section demonstrated that
changing policy frameworks have remaved
ambiguity around ESG issues as a core part of
an investor's fiduciary duty, In this section we
discuss the financial and investment relevance
of 36, presenting evidence that ES@ issues can

‘autperformed those Hat had adopeet amat non of hese
‘olicies — tormed Tow sustinatiity’ companies. The papsr

rotuems,

ang stralogy mity e & source of campetitive advantage in the:
long

be impaortant drivers of i
and that investors use this dala fo creale value
in their investment partiolios.

bettr access o fixance i pger Carporain Scia
‘Responsibiify and Access 1o Finance’ mmmuu

(63 pectormance, betier sizkeholdor nwnmmn-

‘Support of this statemet include:

« Thersisa

capita
constrints

financial performance — The 2014 paser ‘Tha inpact of

For examge, I
7 ilion & year &

Pertariiance’ by Rabert Eccles et al ivaligalted e ong-

opded il we &% 1o sctiews the Sustainabe Development
15 yeir
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180 US conpanies, e paper found that corporations that

‘and a5 tluss as possibie 1o 1 5 degrees Celsiun ™
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THE CHANGING
LANDSCAPE OF
INVESTMENT PRACTICE

The previous two sections made the case that
investors should integrate ESG issues into their
investment research and decision-making
processes because of the legal r

‘Tha number of investment products finked to ESE or
sustainability themes is growing rapidly - Momingstar
raports that, al e ene of 2018, s wore over 350 apon-end
and exchange-traded sustaabiity themad funds, inchuding
avaiabi 1 US

do so and the evidence that the analysis of ESG
issues can drive investment performance. [n this
section, we examine whether investors actually
integrate ESG issues into their

mestors > T cumber o unds has inrease by almost 505
compared 10 2017,

Investors are accessing and using ESG data - Blcoinbery
repor

processes, We find that they do. In tumn, this
cieates a normative expectation that ESG issues
are a core part of financial markets.
,the PRI had over
™

Assatownars are damanding that asset managers gay
‘attention to ESG iSsuas — 1 i 2010 PRI Fagorting sl
% t ey

wnors and 1,823 astet masapers. Th PR Sighalorics Comimst

and decision-making praczsses, acting 2 actve owners and

£s6

Tho 2618 A Raprting a Acsasgmant Famencak caled

practices

Tisted equi
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implérmenting i priaciples. These am nol just high-level

the investment syster:

10 ESG i
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“hat they consider ESG ssuns when investing n hedga funds,

- managarent
increzsed from LSD 1.7 investment, wmmmm
petied 2015 to Juna 20197 Aﬂmulﬂmﬂm aciress Eurapa, the
m-ﬁﬂﬂ.ﬂﬂ‘lﬂﬂmﬂ New Zoaland
g o years®
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FIDUCIARY DUTY

expectations of idueiaries. it sumimary, fiuciaries must:
1. Ingarpocate financially material ESE fACtors intd Meir

Box 5: Moden Fidiiciary Duty

Fifctiry i for oquivadant oblgaiims) st 1 oaen
it e wh ranae ot peoplels money act i the
i

the cbligation.

2 Unserstan and incorporats i ek Socision miking the
‘sustainability praferences of beneficiaries/clents. regardiess of
‘whethir tese prefurences are fisantially matrial

3. B Bctve OWNers, oncouraging high standards of ESG
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AUSTRALIA

Policy context

Poputation: 24.99 mificn
Ovar 65 yoars: 1574%

GIN! cosfficient: 0.33

0 emissions: 352 Mt

. CO; emissions per capita: 16 1

* Mubilising capital o deiiver on our national and giobal

basei targats nd infonnod by intemationsl comntons,
troalies and norms

* Enfiancing the sustainabillt. resifierce and stablty of e
firancla system by embodding sustainabilty and fuman fights
into fivancil maskets.

btter accousnt for and inarage sk ane mpact
« Ensuring batier Informed financial decision making by

tpportites.

= Delivering a financial system that maets commuity and
consunar axpectalions a7ound suetinadilly and n0rng

elfective disciosuras and client interests while enhancing
financial wall-being.

countin
and B Sustainable Development Goals, there has been it
ragyass on elther iong-torin tarnels of laved of amissns.

2016 a g of mijor Austaban franchl s e bunehed
b Austiaiia nitiative™, which aims to aunch.

The Fiduciary Duty raadmap for Australia”

pensiorfund ascets in the workd. Despie this growh, the fegal

framewrk for

etjectives:

makes recomendations i mmmnmmmm
requlatory action, stewardship and [ntermedtiation, corporat
reportng and investoy education.
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Policy context

i 5 e gt largest ocbnomy and the mest biogierse
mmyhmmnmmhmmnmmmmh

*Raview the roles of the Brazlian National Develcpment Bank.
gasIY SubSGsd G opUraLans 10 key sectars and
fostertng tha credt livgs o privale banks.

In the st Gecade Srari nes mogamised s fimancial market

roguiatary ramework o incluts ES6 requisments:

* Since 2014, te Braziian Caniral Bank hs roquired that
banking instfulions ectabiish and imglement respansidia
investment policies

= In2015, CVM, the Brazilian securities exchinioe comiission.

aopled a gavermance cose regarting the issusnce of isted
mwlm-mmanmm approach, which inclueles.
ESG issues.

Since 2018, Praic, Tie pension funds supervieor, has required
the disciosira 0f £56G risa  pereson func’ investment
policies and analysls.

“The privaln socien hes also helpnd the cousntry fostor 2 sustainable

leaerihip n Lasin America,

Jess, some

- B WS the st 10 acher i e

e country Nonatrl
siruciural measises ave boen implamented. such 2s the public
ettt which

eoanoTc g
5o of the o govemmEAt's main bjectives:
= Decrease tha burdan of ublic spending

wmugh prvatisabon,
the review of some welfars programs. and the implementation
ystom

in 2004, signatary of

I 2015, AVIEE, tho- A ociation of Capital Markst Investoes,
Iaunched s stewaltstip code. The Cole etates Pt inesions
Al “Fake E5G factors into docount in te investment
processes and siewardehip activliss”

I Apel 2019, Abrea, o porsion funds association, lsunched
it “which

* Imgrove e business environment by reducing buresucracy,
SETiRying M tx system and reviewing Some 0L Tghts.

¥ MTHE 257 CENTUR

CANADA

Policy context

el i “pension nds aways considar the Dalinca

on ivestments”

Popuation: 37 05 milian

e B5 years: 17.4%

. Gl oeffcient: 031

C0: emissions: 541 M1

. ©0; emissions per capita: 1491

Pilla 1 Opportunty

1. Map Careatas lonp-torm pah ko 2 kow-omiesions, clete-sunart
‘scnnaimy, sscor by sactor, with an associaled capital pan

o connact

5 :
their savings I cimat objeciives.

3 Eetabiish  standing Canadion Sustinable Finance Actios
Gouncs [SFAC), with 2 cross-dupanmental secretanat, 10 advise.
and aasis! o federal government in implomenting the Panefs
recommendations.

Pl I Faundlsfions for Market Scale

4 mnmmmhrcmunmm

g  lirked 1  Analytis (C) s duthoritative source of cimate
sustairabie finice bust has the folkwing oficial Nillatives b place: hhmwmmwm
. 13 & to inplamenting
goals , which 5 the Forca an
updald evary e yosrs. Firencia) Disckaures [TFD).

* The Pun-Ganadian Framewoek ot Giean Growth and Glimata
m-mmmmwmmwmmm

ficton gt a0 bk i 0 ciratechango

Iy Apeil 2012, the Secars gorernimant of Canada Miisters of
Enwvironment and Clmate Change, and Finance) appoitied e
Espert Panal on Sustainabli Finance to ungariake consulation with
mmmmmmm@,mmm
align Canada’s firancial system with 3 sustainabie fulure

I Gtaber 2015, the Exped Panel roleased s interim report
outfining the opportunilies and challenges rosted 1 sustainabla
[

6 Clarify the scepe of fiouciary duty in the context of chmate.
change.

7. Promate & knowledgeable financial supgen ocosysten.

8 Embed chimate-rofated rigk inta morioring, regulation and
cupersision of Canada's fnancial systam.

illar

Q. Expand Canada's groven figd income mesket and sel 8 glotel
stanard for traneibion- trierted financing.

finance
fecammandalions 1o e Federal govermnment fo consider.
“Thie final ropart wa feleused i 15

10, Promate sustainabie investent 28 business & usuar withis
et commituinly,

foundations for market scale and firancial products 20d matkets
o ustainabio growth.

nasoe
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Tow-eaissions, giobally compettive
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The Fiduciary Duty roadmap for Brazif®

thtima ol
workd, s ol serious treat from forest fiees. in Segtember 201,

ac 2004
102014, B ficed  seris of poicadcrise, e e
i 2016_Fllowig

. fuprsenting more han USD 16 Illion
i asses uader anagement, caied for
deforestition:*As trestors, who hive & fiduciry duly o actin

25 cpuraton dava L the el mare el and
s 1o

ertliciaries, wo recagnise the.

zuckl ol Pt vopaca fovstspiy i tackiog Cimase hange,

al interest and mitigate risks of wnethical behaviour. The
which signfcanty efevats the level of mvestor foEus on

por
Fecommendations in fve categories: fegulatory action, investor
aucaton,

Priority recommendations and ragulatory developments
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15. Enpage Insteutionl nesiors in e financing of Canade's
electricity gris of e future.

The Fiduciary Duty moadmap for Canada®
“The Canaia roadmap sats oul recommendations i four catagoriss:
reguiatary aciion, slewardshl, Gorpurate reparting and iwestor
athcaion,

Caris s, i iy s, & suppcrthe anvienvment o
For ne

caur has held Iiat divactors of Canadian corporations
acthn o account
he interests of sterehoklers, eimploross, Creditoes, custarers,
govemments gnd the atvircament.

for Pansion Managemsent al Ratman Business School and SHARE]

o his contat, regulators should brzeden their methods ta
et inveatars. Thia would acknontedge Biat ESG factors are
 key olementin investor prodectin, in addiian to the wolcome.
evslopmant of policy in reltion 1o sviding conflcts of et
and pour charging

Priority recommendations and regulatory developments
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Population: 1,393 billca
Over B5 years: 11.2%

0, emissions: 6,057 M1

Policy context
China £ e warld's second largest econamy and one of e

capitz 661

= High-quality economic devekipment tough finance, Induding
the following actions-

~ Providiog stronger support e 16 164l economy,
~ Further apering uy f the financiad industry. wilh foreign
financialinsttutions allowed 1 56t up ur hokd shares of
peesion fund manageme! comganieg in China.
* Sound tavelvpment of he Capilal marke, fchuding:
~ e of stock lsting and delsting
= timproving to guality of isted cormpanies rough betler

- Encouraging mors institutional invesors.
- jtha
oras by 2020.

= Pollution cantrol fair poiluion: especially) and resource

Since 2018, China has deveiaped s high-evel poficy framswork
0 green fnance,

worlds most polluting economies.
and envronmnt sy wera inorscly iatod. T
s changing, hewweer. For Ghina today, the guiding grinciple of
iabiy i o i pursue L , social
protection, and

intematianaly,

Chi s gt ambificus guals that provide 8 suppartive
environment for B develogenent of sustainable investment
requiativns. T ks ocenoenic goals of fie qowermment are
s follows:

FOUCIIY DY 4 THE 21 CERTLRY

o 0 e L and
ot

{GEGFS)  Tis ighvlvelpoey ramowork was adoptod
by serven governimont apencies nd minishies; A includes
green bond
investrmert

2017 Governmant goal of ‘creating an esological
civiisation’ and‘Beauitul China' - Promateig resourcs:
conservatian i eranmentl protscton fwough green ard
‘sustainable fnance

EUROPEAN UNION

Developments around investor and
fiduciary duties
e 2015 ty 1 the 25t

Popuiation: 513.21 mifion

Over 66 yoars: 1993 %

GiNl cofficient: -

€02 emissions: 324154 M1 (2014)
02 emissions per capita 6,36 1 2014)

tevisyd Shareholdar Rights Directrve which sought o strumgihien

‘towariship and ackbvss short-rmis erd principl-sgert

‘probiers in B investment chain

us.mmzms the EL aunched 2 call ot evidence on long-term,
inable investment. The PRI respanse indicated that, while

mmmmmmkum ey leckod & clear stratagy or

vision for the ELI

n 2017, the EU established a High-Levs Expert Group on
sk ion. 0ne ¢

he srou's key recomimendations was Hhat e EL clarity investor

Suties trough 20 "omnibue” directve. Tho EL responded 1o he

mmn;mmmwmmwmnmmw
Union eogramime and setting up & dedicalon Acton Pisn

mmammmmmumlmmum Amx;n
hie tarm “feuciary dty” s pol emeddes In EU aw, the concapls
of prstonce and loyalty are part of the foundation of existing EU
finance policy.

EU provid

“The action plan oulings ton (o i ke oss:

* Baciert capitl flows towards sustiiiatio invesirent, 1 o
o achievs suslainable ard nclusivs grow:

Establinh

States on e intorprotation
ot 1t 0ncourae hanonicd nd Cunsont egisaton
croes the BU. 1 alse rocammanded that Mettier Stales manior

gl palicy
y duty and report on lonal
Cuttcormes that result.

I 2016, Eutcpean policy makers eachied agre€mer an a evised
nstusiors for Qceuptional Setramont Frovsion (0RP) irective

systam fo custainabilty
actvites.

~ Craale standards and labels for greon Fiancial products.

~ Foter imveatmont in sustsinabie projects.

- Incorparite sustainaLillty when providing investment
adce.

which for the first ESG msues.
requiaie persion funds. Aproement was i roachod on a

66 @ DA AQA

- inabilty Denchinzrks.

CHAHY DUFY 1 THE I

= Green Investment Guidefines by AMAC (e Assat
Management Asscciaton of Ching) — & voluntary

ivestor duties in China do ol xpliciy reguins invesiors to
ntegrare e consideraticn of malarial ESE wsues inta ek
rking. nor o

raise:
awarensss of ESG risks.

. Commission)
‘guidance on green industry - A catalogue to clarty the

‘Statarts o groen Ingusty and (yeen grojocts.

The Fiduciary Duty roadmap for Fhm

goal. articuated in e concept of the Ecalogical Civsation.
However, i easo for doing sa, whils
mmmﬂnmm i ine with the nferests of cheats and

or
should integrats ESG issues info ek Investment decision-

Investor Duties and ESG
anqm, mmgm;mumcmm hiese n.

Crilsation, Ivestor Gusies shokd redlact and atign wilh the Chinsse

Wmmmwmm«mndmm.

“Thes
Guties are ot defivein 2 singe body of w but have emarged ¥om
reguiatin,

Topettur. mvostor
s expocted o investoes 1 e weisdictions

Priority recommenda

for Estabiishing &

ns and regulatory developments
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= Maingtam sustainality ito risk management:
= Battor intograla sustinatiity into rafings and research
~ Clarty instiuional ivestors’ and assel managers' dubes.
~ Incomorate: sirstainabilty into prudentis requinments

« Foster rangparency and long-ermism n financial and
econatic activly:
= Strengthen sustaiabifty disciosure and accourling ful
making.

Foslor sustaiiibe Corporate pavernance and atienuals

‘hart-tormism in cagital markets.

The first legisiative propusals rom the Action Pln schieved

poltical agroement in 2019, Of particuar relevance, the ‘Regudation

sector was adopted i March 2079, Thia cegulation lays down

transparency rules o the inegration of sustanabilly fisks and the
! and

! processes, and
relateet infusmativn on Fnancial producl

gl e potuatial advirse impacs of ek invsstrent oy
soclety and Mo environment. The fs cansistent weh Be diraction of
tho broader susteinabia finance agerd, & investors increasingy
wark bo understand non-financial investmant oulcomes

Tha Eurcpean Commission, buiktng on techeal advice from
the European Suparvisory Authorilies [E5A), hes been drafting
amendments e, Sotvancy

WD 0 and the

1o clasty
of management

naso



l Policy context

nt Frarice hias been & chamyion of crmate #cion mernatianally.
In 2002, & the US ceused lo sign e Kyoto Pratacol, Jacques
Ghirac, men Prazdent of the French Repubiic, called for action
o e s by 8l counties, saying "Dur Nouse & burning, and we Jaok
cisewhera”. This comvlment was eptomssed i1 2015 with
coP 21

e

Paris Agneement. France has ontinued 1o act 3 & Coordinatar af

Intenatioral cimale actn, organising the inaugural One Planet
it their

1o rally suppartre forces.

Franca rathuced fs BHG omissions by 16% between 1930 and
20162 France also has tha kowess! lovel o smissians per capite In
the 57, with 4,41 002/cag, and wel below the G7 avarage of 105

The Fiduciary Duty roadmap for France®

o
ol in e Savelapment of responaible Imesiment,

InFranch progress. Inwerstor
tiw Howeyes, principios iary cutes s
~ lor example. , q
tamisal to Therelore, i and
the shifl owards ESG i it actors.

GEsclosare foquiremmets, 4 #1a ciarfcation of nvestor duties
wousk roquire amending the existing lagal framewerk to improve
ES6 ntagration practices and extend investors” ESG disciosure
requiamerts.

Priority and regulatory
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‘Supportive poilcies, such a8 the nes istad balow, sel put 2010 Articke 225 of the Loi Grenefe I requires corporite
. i anttes,
nilh thosa objectives: inlomation an the emveanmentat and secial impact of it
husiness activies and on teir CSR Statigy.

* Loi retative @ a Transiion Energétique pour a Grosssance
Vit or Enorgy Tranalton law (Aupust 2015\ Thisisased = 2015 Article 173 of the Loi relative a 1a Transition
of palices o provide 3 comran framework for cinate ction ERQrgatique pour 13 croissance verta requires French
n Frasce ion 1o disclose

) : ey ¥ tisks nte

Increase ronewable energies. t al50 provides boos b rack e docksion making.

* 2015 Estabishment of hwo gavamment-led iaballing schemes,
* Loi Energie of Clima idebad n Partiament as of Segéember ‘Breenfin and ISR, for sustainable fisancial products.

2019/ ~Adopt 3 now sat of ling-lar paais ba achiove carbon

Pourainy by 2050, = 3017: Lo relative au devoir de vigilana (Duty of Care)
roquirss rge Franch comparies o establich and dicioce dua
The - ¢ their
i supply cuin
- 2me tor

= To support
hase Yansibons, U French qoveninet Created an EUR 57 bilion

i ity (AMF). wic
for the supervision of te responsiile investrment marke in
e o Carton trarsition. seinforos the aftractiveness of Franus s
Soridrce, « 201% Loi Pian d"Acion pour la Croissance etla
tion dos Entreprises,

Since 2001, France has developed a policy framewnork on Tm:mnu 'ﬁ ":m inciutes soveral
3 i ' dul o
buling o the el ESG
government-affiiatad insutional investors (Carsse das Dipits ot ‘ramspose: the Shareholder Rights Direciive
Cansignations, FAR, Fcartc and relablity - o

of sustainable irvestment offers.
« 2001; Articie 21 ot the Loi sur 2 généraiisation de I'epargna
i schomes,

inghuing Article 173

whiin asked, ta discioee how envisanimental and socil tssuss
might v afiacior el docision miking. The Loi st s

anvirvamertal and social data by French campanies.

Priority recommendations and regulatory developments
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Policy context

Germany has 4 radifion n inroducing and fostering sustairable:
échaniaiss, palicy Irameworks and practces. Far
At

Popuiation: 52 93 nifion
Ovar 65 years: 21 66%

GINI osficient: 029

0 emissions: 732 M

00 emissions per capita: .91

“To batter Geenimgany 5 imglementation af the ELL Action Plin
Fianting Sustinable Growth, in Merch 2013 e Garman

‘Which & expected 1o publish 2 working prograinine n Dclober
2015 Th gannes vk oom e i fotwing

Management
e —r———

The Fiduciary Duty roadmap for Germany™

iery duly s not o clear
hsdicion, i 10 st the st et f e end vestc

aevslopreat e A e
Instance, the a Insurance Act The Germnan
mﬂ:kny gmw installe capacy Inparatl, Gy sy o
mmmmmnamm&mﬂmmmrymms
fraenhouse gas raduction bges,
s sy
leating fo 2 srorg corporate sector, Camparst b ofes markes,
e Gorman
ymwmm(rmmbmnmn
2 10 & e extant with
mmﬂi ‘Sa fir theco ar 1o encompasiing leglslative inlliatives
osiate o sustamte fance and estmen,
S— a
RN i Papulation 126,32 mifion
Ovar 65 yoars: 27.47%
g o) e i &
. L \ s 47
l - C0; t
o * sl owners angaga in Julies a5 much

8 possidie In ordal 1o Secure the interests of the ulimale
baneficiafies.
= hasel manag ientily speciic Crcumistances thal may give
ntersst waich may significartyy

R sstabisn oo
mechansrs.
Policy context campany n an indica agends tem basis.
in A 201, 8 the 1 moesing on 3 Long-Tetm Sy under
frime
Do . ote Thie

againgt
e okt fssue of cimate Ghangs and reaiss the ulimal vision of

mdluhmmhmmmcnnnmmmmmm

AcatatRu o) Mummmﬁmmmvm\mm
stable assel farmiation fof eiploybes” and companiss” own

o e in 3 o cormparies
ivestment for fivancial rtutions, non-
financial ¢ Koidarwen, assignment ol quallied persons, 1 e
fas st up an inferal commitee that focuses on SDG polices. 10 increase the investment management expertis of corporate
Tha dapan on fund i monitoring
Curporate Canin. ossa managers), i
oectiveniess. JP aso establshed portorm hei st

e o

“The Financial Sorvices Agency {FSA) rovised e Japan Stewsrdship
Code in 2017 ind ki tevised the Catgrarates Governance Cede
tagaior with JPX in 2018. The mow version of e Stawarship
Code requites the falowing:

68 & IZA-AQA TAl

benafigizries and companies are sppropriately managed.
‘e Minlstry of Eccnomy, Trade nd industry (METI publishes

2 oport on 506G Marageeent / ESG investment in 2018 and a
Guidance for Caliaborilive Usiu Creation in 201710 encourige
dcislogue between investors @nd compaies:

Priority recommendations and regulatory developments

Sovemment leacesship
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The Fiduciary Duty roadmap for Japan™
“The Jagen radimap sefs cuf recommendstions in five cotegaris:
ESG

Ths Minisiy of ha Environmont has aloo relezsad  rurbes of
programines and guidance on the topics of TCFD Soenar anahysis
enviruninenial reporting, environmental disciosure 1o imprive ESG
investment and green bonds.

mfs&wmmnmnm

¥

disciogure and puidance for pension schenes, Corparali destlosure
nip.

™

e oo it Y i
TCFD. Japan hs the e
ird of s supgoriers i

corporitions.

Priority recommendations and regulatory developments
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Population: 57.78 mitkan
Over 55 yaars: 5.45%

741

Policy context

“The National Davelapment Plan (NI e o elimirats poverty and

e Inpevtarce o guwing a1 nlisive scanany, buldig
capabiiiies, snhiencig e cagacly o the stats s promoling
Ieadrship and partnaerships Mroughaut seciety. The NOP offers &
i and

Aecenty, the UNOS consucted 3 shudy in whieh fie SOG wore
aped ho NOP. Thi .

‘concluded that 74% of the SDGs ar reflected i Soutn Alrica's
Watianal Development Plan, while 35% of the SDGs are ot
Inteeestingly, of he 26% nol reflected in fio NDF, 73% are rabecled
in ofter secloral stralogis which means hat they e part of the

27%of thuse
NOP do fat appear elsewhers, mainy because they are not relevart
10 South Alrica.

“The Soouth Afrcan National Traasury Is cuTetly conciuding
projoct cariad out in coejuncion with e IFC ragarding the
‘Seveloprment of 3 suctainable national inanclal system, The papes,
Which & ”

agproach kn the just ransifion and tarpated sctien towaed achleving
localised tarpets with respect In e SDGs,is dus for releaset b1
Oxlober 2019,

i o THE 27 CENTY -

Priority recommendations and requiatory developments
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G DI 4

Gurenty in offoct, Hegulation 25 Linder the Pension Funids Act set

fund and its baard O of theae principies is that, "before riaking

The Fiduciary Duty roadmap for South Africa®

i 124019, 3 shiaveloides BCHGS Crganisation commissioed

an vestment 1 and whils vested ¥ an asset, [Be beard must] ponsion funts
cansider aty factor which o The opinian buitt on
e imite 1, io the s
sociatand 5 matetial g fisks
pricipt aring
dolesgaled, by by fund, under o
o srincipl ihe PFA aligns
with the "
by publihed  oainap loc y and rofects
FSCA Commistication 1 of 2018 [PEA) together with 3 Guidance o respect o the i of

‘MNotics an Sustainability of vestments and Assets in the contaxt
of a reiement funds imestment poiicy stafement. The Cuicance

Iestment. Spacific develapimien?s Hive bes seen acruss ai four
areas of recommendation sot oul n s South Alrican roarimap,
Inuestor

Quidance on some of

sustainatie
13 investment palicy stateent. The Guidance Notice atso sets cut

‘certain giscivsyro and regorting

the FSCA's expoctations ragarting
requirements rolaed to sustainabiity

1o gries
and develop, with the King's Code of wmance
iocarparaed irtn ising roquirements for the JSE a5 fer back ac.
2010, and ackitionial integrated reportng reguitements put i place
Dy the reguiate in recent years

Policy cantext

‘Wit UK is s oftha lrgest historical contritutors 1o climat
cange, It s alsd Loe 2 16a06F on cimate action. The UK s

GDP growth of 70% ove the sam perid. ft becama th frst

caury t ntroduce lanig-barn legally binding commmets to
reduce emissions via the Cimite Change Act of 2008

(Chate change cortirass to be an area of focus for the UK
‘govamment and is sibedded in 2 number of goais and strategies:

= Net zerw (June 20157~ Follawing o adics o ha Advisery
Changs, the UK

10 feuc 5 rearhiouse ges nissions 0 el 2660y 2050

ickaber 217y - This s a set of
thal sirm la dediver
Qrowlh whika cutting emissians. Key (bjectives undar his
stealegy includs devloging warld-rercwaed groen fnance
agebilles, domonstrating intemational leadesship in
Gattion caphurs uage and slivage trough investment and
ollaboralian, Improving the oule o e maket o renewebis
and targefing total carbon prices in the power

Clean Growlh Sttegy

sector

* UK Inqustrial Stategy (November 20175 - Onerof the five
of the

frastructure investment, facusing on transpet, hiusing and
digital infrastruchuee,




I July 2018 the UK st cut s roeq Finanse Siratagy, which
aifs i afgn prvate sector financial Baws with clean.
environmental sustinabiity and resdiert gronth while

‘Capturing the opportumity - Comerling UK leedorahip in groen
fmance:

ngthaning
It has three, components:

- green finance.

. i at

actors as  inancial and strategi imperative
*  Estabiishing & snirod uncesstanding.
* Glartying roles and resporsbies.

* Buiiding skifs and capabilities an groen finence.
The Fiduciary Duty roadmap for the UK®

Fiduciary uty tecuites investors o Consider lng-tein vl
arivers in f & cor part of

+ Bulding robust and consistent green fnancial masket
HamekS.

‘Financing green — Mobilisng privats nance far clsan and resilient

vrowh:

*  Estabitshing robust ong-larm policy framamorks.
*  Improving acoess fo fisance far green Investment
*  Addressing market bariers and buikiing capabilty

the indings of tho Law Commissian i ks report Fiduciary Duties
o Itestitant Inttneciasies, = which stated that e i 1o
Impeditnent to irustees taking acoount of enviranmental sueidl or
‘Dowestance factars whefe ey are,or may be, fruncially materal”.
s ot the crighn of he Facto, but rather 23 financial matariaity,
which i of elovance.

“Th Law Commissian guidance draws a distinction betweas

ES& intogration and socia investment ciratngies. The primary
Jupose In ESG intepralion s e, delivary of a fivancial ratum

* Dok i i nct always elated 1 tha disvery of a financial reum. Suh
wiversy through fhe screening of sectors o stocks on el
‘grounds. As such, ey can be distinguished from ESG integration.
Priority d and requlatory develop
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Population: 327 17 mifian
Over 66 years: 156%

NI costicient: 0.3

£0; emissions: 4,633 Mt

. €0 emissions per capita: 15t

Have take advantage of thoss opgorturities 1 introduce, ot
and cast votes on positive hgistzlian.

he S, hawevee,
e House, Serate and President. Thes fs uniialy uniéss anel unti
e Jeadership of al hrte bodies embraces the need or action
o mandate that fiduciaries intograte ESG faclors nta investment
shcisions. Duo o palifical polsisation. this will khely hapoem

eiter because of a change in the party of the leadership
or because we rosh & ipping paint at whish society,  aige,
gemands dear policy 10 crises 6uch as climals change
or inoaity

“The putiic

b ]

play in sockely. The busifvess community has begun 16 recognise

and espond 0 this s, E0r exampi, n August 2010 tha
oy pron

are CEQS of the isgest companise in the Liited States, issued
[

aharefolders, incluging Gmployees ad commurities. o teie
st trat wil

ereats appertuniticsfor more groacis colldboration w1t busess

interests to pramate positive poficy changes in fiduciary duty and

ESE intpgration inare broady.

LS reguiatirs, inchuding the Securities and Exchangs Comission

SEC) an Degsarest o Laber (DOL), itespret, iplament ard

thelr

Pul",y context enforce the laws within Meir jurisdiction. The DOL, among ather
responsbiies, Oversies Tduslanes i private seckon relrement

neis, unge and e rola A ki)

o ebligations in advising clents on efiement The SEE has broad

scanteni change s polarised, Becasen of s, poitical shifts
n

autholy over e daws applicabia 1o capital markels® actiyy and
o

ther
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Priority recommes,

ations and reguiatory developments
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The DL

related o

degesids upon

among thase respansiile for ovemseeing privile sochy etirement
pians. The mest rocent, a Fekd Assstance Suliatin (FAB) fom

Ta gals, Ignared calls
o nvestaes o Inphemant & competiensive ESG disciusuro
martat appliabie 10 publ Compaies. I August of 2019, the.

B, rierated i fnslierd 2 progosed,
ide ES6 factors wil w giving
“fotte infact pubilc
&6 progérly of e sk diseicsures. The rule propasal would estabieh 3
“Tarmselues”. AL e same tine. the DOL fiduciaries princip g
“must avold
rolevant 0 any partcuar imvestment choicy” Whik the FA
did not fuflact & substantive chenge to tha DOL's position that Fiduciary duty roadmap for the US¥

tanguage in the Bulletn created urcertainty for icuciaries of
iivals peasion plass.

The Ui Statas i he wod's Larges! economy 3rd th: PRI
incrvasingly the

Jong-torm valup ofincorporating ES6G factors. investinent masiagars
ared sl pmars s e lang-term opgostunitios of ESG, but here

As the capital i Tor

disciosure. Fiduciaries’ abity to effectively inlegrato ESG factors.

the growth

of ESG integraion and claty araund fiuciary duty.

Priarity recommendations and regulatory developments
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FIUCIART STV I THE 217 CENTURY

L FOUCIAY DUTY N THE 217 SENTURY

FIDUCIARY DUTY IN
THE 21ST CENTURY

PROGRAMME

In Jarary 2016, the PRI and UNEP FL, with he project has:
sttt i iyl —

emianmental ¢ ¥
nvustrint pracces and docision making. i i
‘Fcductary Duty i the 2151 Contury by the PRI, UNEP FILUNEP Inquky Outies, . 124
anil IN Gizoal g

e drives, including i
‘ESG issues, 4 & failre of icuciary duty'. U
i e sinificant progeess. iy imvbetirs had yed 10 nta nvestien! processes and practiced. acrss 11 courtries
‘Brazil, Canaga, China, France, Gormany, Iefand.

processes. Japan, Souh Africa, UK and US).

‘Accardingly, he project had three main companents: * Extardied te resadrch i fiuciary dulies - and, mare beaadly,
. i Hong Kong SAR,
g v inuia, Kores, :

o fiduciary duty, which inciudes the

ey
ESG issues into Investment processes and practices.

Engaged wilh 1ha Ewsapean Comrission and the HLEG

=
=
=
LAt

10 hefp fovmulate rcommengations on the. Aol jurisiicton sy
i i i 'u—-u‘uy&iunﬁnﬁm&ﬁ'
s i 7l 3
muwmmm—MMh - 1 (et (s ‘
Fang SAA, i, ome, Metapsta il Bagagere n investor praciics on ESEG integration a5 part of their
fiduciary duty.
In Wowmber 2017, The: project was recognisad by kvestments
Gontributon.

aam
FEF

FIOCCUARY DUTY 4 THE 21 CENTURY

EVOLUTION OF
FIDUCIARY DUTY

FROM A LEGAL CASE
TO REGULATORY
CLARIFICATION
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FOUCARY T0TT I T

GLOSSARY

ADRAPP  Brad Pefision Funds Association BRIF Govemiment Pension nvestment Fund, Jipan
AP HLES inahl Fnence
Acthomy 16¢ Indepondent Govarmance Committees
ACS! Al Coun | of Supsranraiton lnvestors et Wi f iacors by Sout A
e Aot Morngorem! Aeeneirton of Chine 10PS Intermabanal Organisation of Penision Supervisars.
AMEC st - -
A Frenen Securties Masket Authoriy it w
APRA Ausalian Prugantil Reguiaton Ruthorty Commissions
AS(C KE
ASISA Mrkca  JPX &
asx Ausilinn Soruribies Exchiange NET dapen inistry of Ecenormy,Trd ared bustry
oM Bt National Monetary Gourcl MOUW  Japan Minisiry o Heamh, Labiur and Welfare
CRISK it fr Responsila Investment i1 South Afca NGFID Markats in Francial nstruments Decetive
csA Canarian Standards Assoclation NFRD ionFiancial Reporing Doctive
CSAE China Securibas Rogulatory ommissn PREVIC Brai Pension Funds Supervisir
cvm Bresi Secusios Exchange Gommission ASE Registrabie Superannuation Entiy [ustralc)
DoL US Department of Labor SEC US Socurites and Exchangs Commission
we UK Department or Work and Perssons SHC Canatian Sustainable Fnance Action Counsi|
ERAFP  Fronch Public & sp
RIsh PP
914 SUSEP Brazi Suparintatdence of Private Insuranse
inei Ukl Cond.cl ey o Task Force on Cimate-Sutlod Friancl Disciisures
FsA Japsn Fnancial Sevices Agency P 1 P ket
FSCASE  South Aiea s
(tornrty the Financial Services Board)
FRC UK Financial Reporting Coundil ens Unoartakings for the Colleching Investiment in
FRR French Public Pension Fund
GEGFS  Guidlines for Establishing a Groon Fantial system
G Greenhause gan

FIOLCIATY DEITY B THE 217 (.

ABOUT THE

PROJECT PARTNERS

Ahout the PRI

s goals

e fesgorsitie
are
‘socil am govemance issues and to suppart sigataries in

Made possible with the generous support of:

neration__
g(faounciatio n

The six Principles were disraloped by investons and &6 Supportad
Ly i UN. They fave oo than 2,300 signitosied from aver

50 Ccountries ropresenting more than USD 85 tillion of assets.
Thiey e voluntary and aspiatienal, offoring a e of possitle

“Foundation’) was part of the

[Geeration | s e fim was founded [0 2004. The Founation

in e
case for Sustainable Capitalism, Our sxategy In pursl o his
vigion i 10 compnies

actions foF ncarporating
in

in support of the

& Mmore sustainanin gleba fancil system.
Fox more information, soe i Ll oo

About UNEP FI - United Nations E

business casn for Sustaingsio Captalism i our effor to acewerste
it ransition in a more sustainable form of capitalsm, we

primarily
‘onganisations and insttutions acmss sectors and peographies
in addfion. e

Programme — Finance Inifiative

Foundation pubiished in-Nouse (eSearch, gives eeloct grants
relatedd s tho fald of Sustainatio Capitalis, ngages with our
a

the plobal financial sactor craated in the weke of the 192 Earth

Aol

‘Summi wilh 2 mission fo pe

ot ey, are

work with UN Envitonment to understand today's environmontzl,
sockal and govemiance chalengos, why they matte to finance znd
aw ta actively participate in aidressing Mot

For more information, see s weetl

Foundation i a financial
supportor of his poject, hi report s publshed by PRI and UNEP
Fand i ¥

y topn views of
unless expressly elaisd Otherise.

72 & YA AQA TAYS BOEX DDA

FEROWAY DTV INTHE 31

ACKNOWLEDGEMENTS

CONTRIBUTORS

The project leam woul T to thank PRI and UNEP P
e merisers fo e tie and contribulions o ths repert,
n partciar:

Ayssa Heath, Bisdine Machabe, Colien O, Danile
Cesetrough, D1 Tang, Dustin Keuneyes, Emmet McNamae,
Heater Siavkin Gorzn, Mercoio Seraphiim, Marie Luchet.

Meark Kalma, M McAdins, Ninizho Yoreyna.

‘Nalini Feuilioliy, Mahan Fabian, Nicole Martens, Oliver Hut,
Snesta Veorappan, Thalia Vounad|

The peoject eam woul aiso fike 1o thank The

Faurdialion for theie gensrous financial support for this projoct, and
o Contutions of Grace Eddy an Alison Paton to e research
outside of e US.

STEERING COMMITTEE

Parficutar ranks i owed n the folbwing Stearing
Comtities mambors:

Fona Reynolds, CEQ. PRI

Eric Ushir, Head, LNEP FL

Nk Robin, Grantham Heseareh Insttuta on Cianate Change

CREDITS

Witest by Rory Sullvan, Wil Martinciale, Elodie Felle,
Margarits Proyka, Febecca EXtL
Design by Gourt Thiee.

UCIAY UTY I THE 2

DISCLAIMERS

The Generation Foundation
i epart i fo information purpcaes oty 1 s fr the ok wee of s iendod rocipients. 1 & nterded sclely as & dicussion piece. Lder
oftr 1056l [

isit

source o any part s from sources balleved to be relisble, wo
o ot regesent tal b accarate or 5 such. e, .
am tird partios. The
hat sueh third party is e,
wiltiout notice.
UNEP FI
The inthis tho Unfted Nations.
Envirunment Pragrammg. The tpinions, gures
necessarlly et
thoce: ol United Nathens
Enviroament Programme. All material in the bt s Together with
a2 copy of e publication contining e quotation af epint.
™ not smpy "
on e par Enviroment erlory, s
athortis, ‘dalimitaton of s Yronfies or boundaries. The description
e inply o e it of the United Rations
i ‘ny courity,lerlary, ity o anea, or of s AulMores, of conceming the defmtatan
of s #antiars or boundaries, systam or
PRI
™ i ropart s meant for egal tax o
ot advios,nor e ¥
[ econormic, aiher and sarvices. PRI
: tho contort.
Hccess prinicod 1 Meso eiles of M preysion ol such e
Riof sz, Ihe opinins, recommendations. findings. interoretations and
ep0r P
Assaciation, the PRI 0 the s ip: The inciusion npany i any way
s ¥ PRI iathan, the PRI il
Wik we. !
s, in dalays, omissions in
i repart, Keltor PRt P any o i basad on
ny loss o Al information in his rport
s prvided “as-s”, accaracy, the uem ol his information, and

it wasrarmy of any kind, expresced o implied.

naso



ESG data in China
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PRI

EXECUTIVE SUMMARY AND POLICY
RECOMMENDATIONS

“Ths report aims o provise recommendations for China's
futura, mandatory snviremortl, eoc i

‘standardised set of primary ESG disclosure indicators.

arod by

¥ o hey dota pois

‘supportad by
Ghinese and infmationa! stakehalders. nend t inform the
Ghina Securites Ragufatory Commissin (CSD), e China
Instits of Finance and Capital Markets (CECM) and s
dimestic stnck exchanges oa the folling questins
' What a2 intemation imvastore” expectations on Chinas
56 disciosurs framawork?

= Ara intemational S

i foral

istedt companies wil swport:

= buiiing a reiable ESEG dafn seris, which can be
supplementod by oter ndicato 0w time,

 the provison of useful information to both Chiness and
infemasionatimiesiors fo make ivvestment deacisions by
Intograting stndard E55 datn;

it China's corperate and invostmant ndscape?
Wt indicators siouid ba part of Chins's ES6 tischaura
framowori?
ol e quostions, i ssarch fuam has anlysad

imvastors” noads regarding ESE data on Chinaso domastc-
lis and camed out &

ane b oeersighn of
periormiance on ke ESE issus witin st compiarias:
‘wand mcraasing vestment in green and sustainable
asms
Setirg = mandatory ESG data disciosrs Tamework
will caniriuts positvely 1 the angoing ESG dissioaura

‘isting disclesare practces in Grina and overses

Qur research shows that both mtamational and Chiness
‘corporate ESG data disclosre practicas kead 1o reporiing
‘based on a similar set of ESG indicators. However, the ESG
diatr disciased by companies s not standardised and nt
readily indusiries and porfalios

. icluding
thvough the Corpocata Reporting Dilogue. China can play a
ey 1ok i tarms of briging ES6 data standardisaton to he
global stage

Gur Key recommendafion is Tt the CSAC shoud
ntroduc requiation,clarfying that ESG factors are

Work being undetaken by the CSAC s seaking o resolve s
challenge.

Our main conclusion is as follows:

In order ta provide usable and comparabie ESG datato
imesiors, it

nasoe

i material. Moreaver, making i ¥

all Chinse listed companies to discioss information on a
‘standardised set of ESG indicators, could give the Chinese
‘market long-term mativation for enhaned and high
quality raporting on key ESG issuas.

“This technical repart s a folow-Up from the joint programme ‘Fiduciary Duty in the 215t Cantury’ by the PRI,
UNEP i and The Generation Foundation, and the recommendations of the repart ‘Investor Duties and ES&

Integration in China’.

The research on ESG data disclosure in China is supported by the UK PACT.

“Ths regulation shex inclo the following festurest
w s setof primary sandirdised ruicators thatare

e analysed and explined in comparison to soctorsl
avarages and historical performance;

disciosure framewors. that allow for comparaity
arruss incsiry sactors, ol and fims-saries?

=3 rapurting methodolagy Tat specibes the scope,
‘methads o calculation, ML raporting throshoids,
o ovErsight, MTAOP and anforcement

i rted ESG data
10 al vestors evalioh fee of charge, aooessila
onfine and avaiabla in  timly marm)

and ESG intagration.

mechanisms; a3 wel w
quaiy of teperting by thid garty audiors;
= publication of ESG daia slongside financial inciators,

basedon scope.

assurethe o ESG indicatars, which are widaly

repartad by both miarmations companies and Chirase
companies, based on analysis of e most commenly repariad
We tis0 recommend

wnder e

ESG indicators by LX
hat thass it

supevision of the board and should ba inked
companiey’ business modkl, heir corporata straagy
inchuding fivancial and sustaiabiity objechvss and
reshokis] and rsk factes Finally, E5G data shoukd

information o0 goverance, straegy and risk mamagemant
o explain quantitafive performance, n orcer o maks these
matrics useful o investors.

disciosur framewark, mapped to SDGS, existing regulations

an market practicas
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PRIMARY RELEVANT REGULATIONS
INDICATORS i OR REPORTING PRACTICES
‘Véatidors compasition by 306 1 No Poverty
gender 5065 Gander Emalty Nesntary reporing b et
NOrIOReS. | iring bours por saloyes | 506 4 - ey Eucation —
Wizges paid"
e (T,
Haaith and
oy iy ot | oo e it hsah assocatio) Maber
% at women o the Board
% 506 18 - Pus
quantitative L
: pinimny Penns
CEC pay rato

Curresearch shows tht thore s alraady expertiss and
competency on ESG disclosurs in China, wih laadrg

compans

Inaddition to tha primary indicators propased in tis
Teport, w recommend thi CSAC consider Gavsioping:

asparl

activity

ischeure framework, Wik SUpportthe aication of mare
capital  susminabic excaomic developmont.

inchling Sector ¥
[T

Evidence
ragulations are more impactful than wisry uilsies

and can 450 creale markat eficiencies. 5 foday compasies
wmpaﬂngmmmmhmmmmm mmury

contribation finchafing taves, wages, oeal develpment
and investment;

‘= contaxi-hzsed parformance assessmant of ESG

mmmrmm\mmmmmmm
disclosure peactices rewarding first movess and the best social
and evdronmental pecformers, To expand mariet uptake, the
CSAC shouid support capacity buiding, imasior education and
ancourags pest axchangs on ESG rapotting

Standardised ESG data willact s a bidge 1o faiitate

the implementation of the Guidelings for Extabishing 2
EMMMM “Tha proposed indicators ars relevart
bath for Chinesa companios (iased on data meady roquirat
nrmmmwmpomu]mmmmmm

\mmhm

ar aigning theirsruiegies with giobally agreed

sustainatilty gosis;

‘ forwasd-Jonking and scenario-bused ESG disasures. in
wignment with he TCFD frameworkc

ncing SDG1 and 10
0

G
2 Thase proposais are bes
fegars o E56 inicators and discicaure in susequent research.

S i - e e -2

B i topic and indicators.

the GRI Standards’’

TheA Effusnts”

= Managerment approach Gscosures
B Iateractions with watsr a5:2 shared resourca

= Tapic-spectic diocionures
O Waterwitdmn
B Wt dschargs
o Wats consompten

5 Maragement af watordischargs elated imacts

it ars et
 Total e

Fo erampis. e tolowing

Strfacs water,

1 applicabe:

categuries
| Frastter 51,000 mgAL Tatal Dssohved Salits;
i Othor water (1,000 my) Totad Tssalved Sol)

=aumplons see.

titd and 303.3-

. Ay cantesteal informesion neczsaary ta understnd how the datn ave bsen compde,suck 5 aay stadards, methodclogies, and

Source: GRI
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ESG INDICATORS, DISCLOSURE
FRAMEWORKS AND INTEGRATION:

DEFINITIONS

into ESE
disc Sing uiad

factors.
Defining ES6 indieators ot speciialy
Evidance shaws that thers i3 e businss casefor 50 19fned “m“m’m’m”‘"‘

reporing for imvestor ‘Wil multiple £S5
seqoring solstons and frameworks exist and continue 1o
e deveioped, ahring key ESE indicatars wil banafit both

Iy ifrsnt s, can | hscnmuamfmhm ‘ndushy
‘seciors and parfolios.

mmanMMmmnm
adoplon of ES6 intagration

Box | = he fopic
ol water

Vit we refer toas 3 primary ESG indieators  datapoint

ES6 topics, or factor, are
el i st om St e

Adkitional, mn&mmmmmmmnum iz

mmgmg:mmmm nge, wasts 26
pobution, haaltr and sy Erbory and comuptan ©

[ e
comparabiy f hindered when companies chodse o rapart o
diferant indicatocs for e same £56 topis

o PRL
corporate-2ag-cepoig 3753 arice

1D S et i g o what-= tesponoiso-nvssterd

i imary ES6 indisolor may ot g in spects of e
el i coneumed. dcharged recycod o how murhiol

v vt strass veas). Howeve, whon reiec
ahu,ummn abilty across indusirie, ertioins and maets.
ol data ot

mdmmammmmm

ESG disciosurs frameworks

In ordee for E56G cata to be ‘meaningAl ~ and 1 avid
campanies reating £S5 disclosuse reparting a5 a box

COpOraE: Focesses and peTOTIaNGs assassrmants. Mareoier
it will play 2o in measing and understanding averall

Wihat aro the uses of ESG data by investors?

I the ESG Integration Framewnrk”. she PR defins thres
avelsof inegration of ESG s and analysis by mestors.
Thesa are-

= Rescarch, incluing ansiyss asd engagement

by companies and investors.
Task.

Thero s 1o smguéar £58 inteqrabon echnigue, 30
defines 5 it

)
companios should consider i repariig on cimate-olatad
perbrmance:

investmant fem
mathodalogy. Sowerer,al ESG integrasen techniues do usa
=0me fype of ESA information. including quantiatie ESG

1. govemanca mairics. For oxampie. primary indicators are fod nta rasoarch
2 processes whare analysts compare Taditional firancial
e datz wih ESE s foreeasting fnancials, acjusted for ESG

3, sisk management infarmation, durng equsy valuations. m addiion to

i itbg mmmﬁm;m}w»uﬁ mnmmunwvw
Wi b 1 i e trat

lated disciosires, the = g = ot

based o0 thasa four "““M"‘“" - “l,m
frameworks. M f

Primary ESE indicaocs. a5 meirics, rs therelore oy e

mwdmmhmmmwsmmw
wrinstacrihy data e examgle, C0, emissions ean b

e v , country datal, the
tack

ok i s e

rgets, of thresholds.

potential o divelop. i al markat.

1o ek cale
o cumgle analyss, Incuding nvesimantskalages.
coporate performanca analysis i and are essantal for
sustainable migstments

13 See

6155t Chine.
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INVESTOR NEEDS, IN TERMS OF
ESG DISCLOSURE FROM LISTED
COMPANIES

objectves, execufi o risks, time. T
i [ i sectors, fima
ing i utiise the same segmentation principles a5
thos2 used in Ainancial statsments.
. il ba atia o accass
o) all published in

maskets, ahough depending on the type of vestor he vse

format, ncuing da sieady raporiad trough aising
of E58 data may vary ™ Both i China and gioblly,inwestors e il (cament 4 Iiporlites;

b anchoxod m comorate syateqy. Companies nasd

increasingly pr
in'he long ferm. Accorting o the 2017/18 CFA-FR survey,
5%, 4% in China) bol i understand why they hav to monior and faport on

issues will ffc shore pricas by 2022 Envircamantal
‘g sosial ssues accourted for 52% and 46% of anaiyst
e 2K ST Sl 1 G INVEStors want o aveit a box-Hokng and compiiance-

only-sirvan agproach;
= Dversight by samior management:in additon o

Wit China
poct o be the most important features of the country's

on s key chasacterstcs, as ollows:
« Data comparability and standardisation: compinics
cxisting

‘sesior managesvan shoud aso be acscuriabia for
the report This is to ensure goad quality conired and to
damanstrats tha company b2 saund understanding of

Sl patiad injestes £ ke ESE s ane oty s s corporats sirtogy

tarmatoral and ol frameverks: Conparabity

{clsfng datn
;‘#gmm‘m meincs compared to sactor avarages and hisicocal
= = performance)

bt Mmmmummm = Strong enforcement: consider penaites for
disiosurs framework ard alignad wih axisting L
s e time: -
—— I ——
sama scope time i
sares 5o tat i avn
comgany's &t o [ nctugas only
« Intagration of prs-axisting ESE data- his should indicators.
ncki afgrmet wilh exsting requirements af stack

i mnmhwmmh  Rasponibity. How vesiors really oue covporate respossibitity infonmation? (2011)

18 nvestor Agenda for mmmmam\mmm

6 See hifpe s whesd org/20118/10The. £S5, fcocars.p cbouk gdf

1T See hitpsc i cogiereeetor-fooka - cia-matiutes-eag-cumvay 2730, arice . Sea als0 2010 PRYLFA rapart on APAL regian hitpeci

i piee i s i
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OVERVIEW OF INTERNATIONAL
ESG DISCLOSURE FRAMEWORKS
AND COMMONLY REPORTED ESG
INDICATORS

. i the Iy reper
‘primary ESG indicators.
£S5 diselosurs 0 aceount for axtemalities and sustainable
i hava b inca the 19908, inclading the ing it
in 1097, i in o 3 in 2011 o the

201,

1952 Lo G e
vaam ey
ot {Giotd
massnon "

‘Saource: GRI, KPWG,

» ES6 s affect corparate pariormance:
o i and

In Chind. 2 similar

for nagative cxtemalitise and prometng y economy.
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‘Chaflenges with non-standardisod ESG data
Alack of standardisation with S data makas it difficult for

‘= Piaporting i inconsistert, with o sxplanation an how
ESG data changes over tma;

= Poenial lagal baiers n discosing ES6 data wilhoat
dear

mmmmmsmmmmmmmm

e e i o " Acooxing o

¥, the main factors )i abilty
o use ES6 datn a1

= Lack of appropriate:quantitative information (55%)
= Lack of comparabley

n China, foer imestrs
intagrats ESG Fssues in equity analysis. Giobally, guvemmance
issues ore ‘oitenafways integrated into equity investmant
analyuis by 55% of Ivestors; this comparss 1o 37% for

ez Bymm

(sm
In i case of China,non

‘ofanvaways
mwmm;wsm'

disclosure leads o the fallowing issues.™
= ESG data i mosty paicy-based. not quaniative,

i mers impacti han vty puideines. A 2016 Bl
mdf

Daw insoopa

compas: andatory ESG reperting Improves coporats ik
-hmmﬂmhummw- mmmkaﬂmmmwacsn “information a
« Lack o stress-tising i
mmnmmmuzmmmnmm o e o e—— ]
by the TCFD piletin Ghine,

Amardatory raporing framework requring disclosare of

0 oy
charry-picking and dafn manipulaton. Compariss tand

]
he nvestor expectations guaied above, wil support ESG
intograt roader

ot mataral non-pubiic méomation in her dschsuras;

15 Seyond theGaaca Shst. FC, 216
18 cm S 20

ncina.

mTMEEEmwrhaqm‘ZM!I

2 See b chaitiiee
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=z smmmmum_ugrzmnnm- mnmmm mm.pa

8- ES5m b it e

ki

societal # O of the key
impact sty Onganisaions Commited o cparie o discioe
i a basic vl basod o

1, ukiance
Mora than quidane and 2
mmwwmunmsmuamzsm Far larga asst ownars universal omnars), comorato
according 15 e perfomance
st pmmm ot vt a0 connachid™

 Invesiors have increasingiy considered matsril ESG
ss\mmn\llnnﬁrtmmmhwﬂommwm
ramawarks, such as SASB, have bean
mﬂmmmmmmnmmmu
providss a kmited mumbar of indicators for sach idusiry,
an the bass hat they ara rlated deactly o corporate
financial performarnce

= The costs from ecvronmental or cimate-related events
hat have been igeniried as universal concems will
‘come back inta investors’ portilios asrisk premiz,
‘omes, iniated input picas ared physical ensts associated
with disasters.

= Social concems. sich a5 poverty and noguality 2an lad
o socital and paical unwest and instablity This oan

risks hat could

‘a broader sat of stakehaiders {including
ampoyees, customars stc.).

- ofthe.

fiows and dividands.

‘= Maceo firancial or coen sysiamic risks tiat may
mmmmmmmmmmva

Adoption in
2015 has provised s globally sgreed st of fa word's
‘mast pressing amvirenmenta] social ind economic
suas_ focusing on busness external impacts and
isks o peopl and the envirmnmant that afect ot only
mvastor portoios bt afso valus chains and fhe bradar
abjactives o scity ®

The convergence of ESG meirics

major
fnancial raturns ®

The increased practice of ESG miggration among investors &nd
the widesprea practica of ESG reportg ameng mmmm
hav e o the adopion of simiar maes across mark

According fo the IFC, ammmmlmmm::
2 rapariad through similas indicators aceass ESE reporing
framaworks, firanciu anafysis framewnrss, information
piowiders, ropulatory and imestor raperting Eiiatives ¥

This analyss i confirmed by the World Business Caunci

mummmmumsmmmmatm for hange
tr i database”, i nd stock exchange-led

{0 estabish et reportng 5 i

frameworks. mmhmmmmmwmmMr @ presantad below in Fig 3

24 1n aeeion, 600 resourcas, methoddlogies, infi o E56 disclisera.

‘Sourves: CDS, WECSE.

25 in it howerer, SAS has ower 1000 imdcators for 77 sechy standias.

F

& Dok it

R and 10BN,
mmmq-mmm
5, Mt ek o o PO St PR T

- presspi-gn-haunch-tficussion-pagar-on-

=

mqmwnmrm
31 Beyand the Balance Sheet, G 20715
32 See ww reporingexchange com
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FREQUENCY OF USE FREQUENCY OF REPORTING
ESE TOPIC RELATED INDICATORS N MARKETS REQUIREMENTS
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5 aciv werkdoee covaed et
bargaining 5 i o s,
enllectivn bargaining agroem
Fraquancy of e fopresars @ safection of € & § matics withhigh reparting frequency 1€, Bayan o Batance Shs!, 2018)
ing Exchatgs database
wih matte, (WBCSD, dataasof
(02.05.201 itgs Hwwwrepostingaachange.cam |
5 055 OB et ot e 55 e A1
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appropriate, intensy 2.9, per und ol
o per faciiiy.
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