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1. INTRODUCTION

The recent financial crisis made the European Uaioth the governments
of its Member States rethink their fiscal policyjetiives. It is also true for such
countries, like France and Germany. Even though #reyranked among the
strongest economies in the world, the financiali€itid a negative effect both
on the situation of their public finance and loegat growth potential. Discre-
tionary measures applied by these countries in mtipd the banking sector
contributed to the public deficit increase. Highicig$ resulted in rocketing of
the public sector debt. However it has to be undedlithatdebt-to-GDP ratios
exceeding 60%re not only the legacy of the financial crisis. {iage also the
conseguence of certain fiscal policy decisions enantttk last 30 years.

This article reviews fiscal stability programmespiemented in France and
Germany in order to reduce excessive deficit anddgublic debt. Above all, it
describes their targets, means and potential coaaegs. Moreover it contains
a diagnosis of the situation of the public finaseetor in Germany and France.
While analyzing this situation particular attentisngiven to factors that con-
tributed to the current debt-to-GDP ratios, intaéa discal policy decisions in
regard to revenues and expenditures.

2. PUBLIC SECTOR DEBT IN FRANCE AND GERMANY — SCALE , SOURCES
AND IMPLICATIONS

The economies of France and Germany are regardexismsne extent ho-
mogenous. They are ones of the largest economitte ikEuropean Union and
are strictly related to each other. The similarities may ba sethe values of the
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most important macroeconomic indicators, includihg GDP or the general
consumption rate per citizen, the changes in thénbss cycle as well as the
implemented model of the social policy. Detailedlgsia reveals, however, that
there are also notable differences between thes®ates. For example, export
and industrial production play in Germany more img@ot role as economic
growth stimulators than in Francees prélevements fiscaux2011: 17-20]. In
Germany, enterprises are to a larger extent spesibind have a more devel-
oped network of foreign subsidiaries and branches; tfiey products which are
pricewise more competitive in the world markets. Tdst is basically related to
the statés policy of slow pace of wage increase continuettesithe 1990s
[Aghion et al. 2011: 18]. Also, the consequences efldst crisis for the socio-
economic situation have been different in FranakiarGermany, just as differ-
ent are the anti-crisis instruments, the fiscalgeeé and the resulting condition
of the public finance sectors in both countries aftectiss.

The basic indicators taken into account in theyaiglof the public finance
condition are: the deficit-to-GDP and the debt-tOFGratios. In 2000-2012, the
French deficit-to-GDP ratio was oscillating between +4.57.5% (table 1).

Table 1

Public deficit/surplus and public debt in Franced &ermany in the years 2000-2012

Public deficit/surplus Public debt

Year France Germany France Germany

Mo % OPP| Gituo | %CPP| Gituwe %OPP Gewe % GDP
2000| -21020.0 -1.5 23280.( 1.1} 826392.0 57.3 1232252.3 60.2
2001| -231720 -1.5 -64650.00 -3.1 851577.0 56.9 12431379 59.1
2002| -48700.0 -3.1] -82010.60 -3.8 910874.0 58.8 1295303.4 60.7
2003| -65390.0 -4.1] -89150.0 -4.2 1003351.0 629 1383766.8 64.4
2004 | -59576.0 -3.4 -82510.00 -3.8 1076932.0 64.9 14541153 66.2
2005| -50368.0 -2.9 -73880.00 -3.3 1145354.0 66.4 15248020 68.5
2006| -41066.0 -2.3 -37910.0 -1.6 1149937.0 63.7 1573816.0 68.0
2007| -515570 -2.71 5760.C 0.2 1211563.0 64.2 1583660.5 65.2
2008| -64299.0 -3.3 -1860.C -0.1 131860190 68.2 1652597.6 66.8
2009 | -142 2230 -7.5 -73180.0 -3.1 1493385.0 79.2 1768919.4 74.5
2010| -136 779.0 -7.1-103440.0 -4.1 1594977.0 824 2056088.9 82.4
2011|-105392.0 -5.3 -20230.0 -0.8 1716887.0 858 20851813 80.4
2012| -98196.0 -4.8 4090.C 0.2 1833810.0 90.2 2166278.4 81.9

SourceGovernment deficit/surplus...
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France seems to be running a permanent deficitadt dontinued in this
country since 1975 and concerns mostly the cegtreérnment subsectoad-
ministrations publiques centrales — ODACThe self-government subsector
(administrations publiques locales — APUin 2000-2002 achieved a surplus
and in 2003 and 2011 — a budgetary balance, whéreasocial insurance sub-
sector @dministrations de sécurité sociale — A$3MWsed in the periods of
2000-2002 and 2005—-2008 with surplDeficit des administrations]..

High budgetary deficits are also the case in Geymidrvertheless, in 2000
and 2007 the countty public finance sector achieved a surplus. In itst 6f
these years, the surplus was visible in the fedgraérnment $taaj and self-
government Gebietskdrperschaft¢rsubsectors, whereas the social insurance
subsector $ozialversicherurjgachieved a budgetary balance. The first of these
subsectors achieved also an insignificant budgetarglus in 2007 and 2012,
whereas the last one achieved it in 2006-2008, ZII®-and closed the year
2004 with budgetary balancEntwicklung der Finanzierungssalden2013: 4].

During the last financial crisis, budgetary deficdé both countries in-
creased. While in Germany the deficit-to-GDP ratid2D09 reached —3.1%, in
France it achieved as much as -7.5%. In both casnthie increase was the
result of the application of support instruments tlte banking sector and the
implementation of plans for the economic recov@&gth in France and in Ger-
many the deficit of the public finance sector issthpstructural. The structural
deficit is however much lower in Germany than iarkge. For example, in 2011
the structural deficit in France was —3.7, wherea&énmany it was only —0.8
[EU Fiscal Compact..2012: 36].

The continuing budgetary deficits are the most irtgod cause of accruing
public debt. In 2000, the debt-to-GDP ratio was bygeBentage points higher
in Germany than in France. The pace of the publit derease in 2000-2012
was, however, faster in the latter (table 1). Assult, in 2012 the debt-to-GDP
ratio in France was as much as 8.3 percentage pointg ltiigimein Germany.

The analysis of the relevant literature shows tiaite in the case of Ger-
many, the reasons for the debt should be lookednfustly in public expendi-
tures related to the reunification of the countrythie case of France — the debt
results mostly from excessive expenditures on puddiministration and social
care. This causes more expenditures — on repafiegdebt. In the case of
France the public debt service costs reached 4Béhtturos in 2012, whereas
in Germany — it was 54.5 billion EuroBrpjet de loi de finances pour 2018...

3. LEVEL AND STRUCTURE OF PUBLIC REVENUE IN FRANCE AND GERMANY

The reasons for the lack of balance in the pulitiarfice sector may be re-
lated to both insufficient public revenue and egogs public spending. The
comparison of the share of the public revenue énGDP in France and in Ger-



36 Malgorzata Magdalena Hybka

many shows that in 2000-2012 the percentage wdeehig the first of these
countries by — on average — 5.8 percentage points (table 2).

Table 2

General government revenue in France and Germatfie ipears 2000-2012

France Germany
Year o o
| s | et | 0P | iione T Swope [ secoe

2000 722 179.0 11 892.7 50.2 946 640.0 11 518.( 46.2
2001 747 901.0 12 227.9 50.0 936 130.0 11 369.1 44 5
2002 765 106.0 12 419.¢ 49.4 940 320.0 11 400.3 447
2003 783 001.0 12621.4 49.3 951 580.0 11531.% 44.3
2004 821 884.0 13152.1 49.6 951 040.0 11 527.¢ 43.3
2005 869 391.0 13 809.( 50.6 969 330.0 11 754.¢ 43.6
2006 909 840.0 14 352.3 50. 1011 050.0 12 275.1 43.7
2007 940 719.9 14749.2 49.9 1062 300.9 129135 43.7
2008 965 400.0 15 053.1 499 1088620.9 13 256.5 44.0
2009 927 955.0 14 396.1 49.2 10717409 13 090.( 45.1
2010 958 276.0 14 792.¢ 494 1087 380.0 13300.1 43.6
2011 1012 653.0 15551.¢ 50. 1154890.0 14 122.1 445
2012 1052 356.0 16 082.9 51.7 1194 080.0 14576.5 45.2

SourceGovernment revenue, expenditure...

The most important source of revenue for both ef ¢huntries are public
levies. The OECD data shows that in 2011 the sbfapeiblic levies in the GDP
of France reached 44.2%, whereas in Germany it equa¥.1% Revenue
Statistics 1965-20112012: 20]. In France, in comparison to other Member
States of the European Union, the share of socak@amce contributions in the
GDP is relatively high (16.9%). However in Germany2DiL1, this share was
only by 1.4 percentage points lower. Taxes are thst nmoportant source of
revenue of all public levies. The share of taxehingublic levies in France was
in 2011 as high as 61.6%, whereas in Germany -aithed 59.9%Taxation
Trends... 2013: 174]. The comparison of the tax systems @fatmalyzed coun-
tries demonstrates that the French system includesbearwof taxes which have
no equivalents in the German tax system (@xge dapprentissage, taxe sur les
surfaces commerciales, taxe générale sur les activithsgmtes. This concerns
mostly taxes imposed on enterprises and entitiesimg business activities. The
reverse situation takes place only in the case of a festa
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The Eurostat data show that in both countries lakexes have the highest
share in stats revenue (over 50%). In France the role of capétabs in the
public revenue is much greater than in Germany, edsin Germany a more
important source of the public revenue are consiomptaxes. The most im-
portant tax in France is VAT — its share in theeraye from public levies reach-
es about 15.5%, and in the tax revenue — up to 50%share of the personal
income tax itself in the revenue from public levezpials only 5.5%, but in the
tax revenue — as much as about 20% [Bouvier 203099]. In Germany, the
fiscal importance of these two kinds of taxes milsir. The shares of both of
them in tax revenue equal about 34% edehtWicklung der Steuerquote...
2012: 7]. The other taxes play a significantly deralole as sources of the pub-
lic revenue in both of the countries. In France, otiedatively efficient taxes
include inter alia: corporate income tampét sur les sociétésphhe tax on de-
veloped and undeveloped land propertiasd sur le foncier bati et non bati)
the internal tax on petroleum productiaxg intérieure sur les produits
pétroliers) the housing taxtdxe dhabitation) and payroll tax taxe sur les
salaires) whereas in Germany these taxes include: the catgpdncome tax
(Korperschaftsteudr the business taxGewerbesteugy the tax on mineral oils
(Mineraldlsteue), the tobacco tax T@baksteugr the solidarity surcharge
(Solidaritatszuschlagor the insurance activity ta¥/érsicherungssteugr

In both France and Germany, in 2000-2011, there waiglst decrease in
the public levies imposed on business entitieshanteholds. Also, the share of
the tax revenue in the GDP decreased in both sktleuntries by 1.1 percen-
tage points. In France, the decrease was relafgztialy to the reforms intro-
duced in the period of 2000-2004 and in 2007, whighlved the modification
of the personal income tax scilénel and Pucci 2010: 10]. They account for
the loss of revenue amounting from 33.0 to 41.5dmilEEuros (depending on the
estimates). In Germany, the loss of revenue wasethdt of the implementation
(in 2000-2005) of lowered income tax rates but peasly compensated by the
broadening of the tax base of income taxes an@asang the VAT rate in 2007.
The total share of other public revenues in thelipudector revenue in both
countries remains insignificant. In 2011 it was 10.f#0France and 14.7% for
Germany Dépenses et recettesStatistisches Jahrbuch.2012: 258].

4. LEVEL AND STRUCTURE OF PUBLIC EXPENDITURE
IN FRANCE AND GERMANY

Similarly as in the case of public revenue, theslud public expenditure in
the GDP is higher in France than in Germany. In 2Q0Q2 the difference be-
tween the shares of public expenditure in the GDfé analyzed countries was
between 4.1 to 11.6 percentage point and it was @edsing trend (table 3).
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This resulted from a significant increase in pubbBpending in France
[Lechevalier2011]. In the analyzed period, the public spendimgeased by
54.7% in France and by 28.9% in Germany. In Fran&astancrease in public
spending was recorded in particular in the perib@0®1-2007, while in 2010
—2012 the pace of the increase slowed. In GermAmyhigh rate of the increase
in public spending was recorded in 2001 and in the pefi@@@—-2010.

In most cases, the share of the public expenditetated to executing spe-
cific functions of the state in the GDP is higharRrance than in Germany
(table 4). The exception are economic affairs, m ¢hse of which the share is
similar in both of the countries. The most sigrdfit part of the expenditures is
earmarked for the health and social protection. Hewethe share of these
expenditures in public spending is, in total, highggérmany than in France.

In Germany, more resources are earmarked for gepeidic services, eco-
nomic affairs, health and social protection. In Egnmore resources than in
Germany are earmarked for education, housing anancmity amenities, recre-
ation, culture and religion, defense and environmengption.

Table 3

General government expenditure in France and Ggrman

in the years 20002012
France Germany
Year millions _euro per % GDP millions _euro per % GDP

of Euro inhabitant of Euro inhabitant
2000 744 115.0 12 253.9 51.7 923 360.0 11234.7 45.]
2001 772 645.0 12 632.5 51.77 1000 780.0 12 154.2 47.6
2002 815 804.0 13 242.¢ 52.9 10223309 12 394.¢ 47.9
2003 847 955.0 13 668.4 53.4 10407209 12 611.7 48.5
2004 881 765.0 14 110.3 53.3 1033600.0 12 528.3 47.]
2005 920 348.0 14 618.4 53. 1043450.0 12 653.4 46.9
2006 952 566.1 15 026.3 53.0 1049 290.9 12739.4 45.3
2007 992 618.8 15562.9 52.64 1056 760.9 12 846.1 43.5
2008 1030 025.0 16 060.7 53.3 1090 460.0 13 278.9 44.1
2009 1070585.0 16 608.¢ 56.8 1144740.0 13 981.¢ 48.2
2010 1095 6020 16 912.¢ 56. 1190970.0 14 567.2 47.7
2011 1118 728.0 17 177.5 56.0 11745400 14 362.4 45.3
2012 1151 157.0 17 592.¢ 56. 1189880.0 14 525.3 45.0

SourceGovernment revenue, expenditure...
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Table 4
General government expenditure by function (COFOG)
Function Millions of Euro % of total % GDP

France | Germany Frang8ermanyFrance Germany

General public services 128757.059780.0 11.51 1360 6.4 6.2
Defence 36174.0 27640.0 3.23 235 1.8 1.1
Public order and safety 34959.041290.0 3.12 3.52 1.8 1.6
Economic affairs 69895.0 91610.0 6.25 7.80 35 3.5
Environment protection 21126.0 17270.0 1.89 147 11 0.7
Housing and community amenities 37934.004500.0 3.39 1.23 1.9 0.6
Health 164882.0 182510.0 14.74 1554 8.3 7.0
Recreation, culture and religion 28014.021310.0 2.5C 1.81 1.4 0.8
Education 120787,0110360.0 10.8C 9.40 6.0 4.3
Social protection 476200.0508270.0 42.57 43.271 23.9 19.6
Total expenditures 1118728.0174540.0100.00 100.00 56.0 45.3

SourceGeneral government expenditure by function...

In France in the period of 2000-2012 expenditunesach of the analyzed
groups increased significantly, including the greaiacrease rate in expendi-
tures on social protection, recreation, culture agidyion, health and public
order and safety. In Germany since 2000 public ediperes on housing and
community amenities were reduced, and the increatgeim the case of other
expenditures was significantly lower than in Franedth the exception of
expenditures on general public services and econdfaicsa

5. PROVISIONS OF FISCAL STABILITY PROGRAMMES
IN FRANCE AND GERMANY

The breaching of the deficit threshold of 3% of @GBP resulted in the ini-
tiation of excessive deficit procedures againshé&ea(by the EU Council Deci-
sion of 27 April 2009) and Germany (by the EU Cdubecision of 19 January
2010) [Council Decision of 27 April 2009..19; Council Decision of 19 Janu-
ary 2010... 38]. Both countries designed and implementednfifed stability
programmes. The budgetary medium term objectivesifeg within the coun-
tries strategies to lower budgetary deficits are subjedhe evaluation of the
European Commission and the Economic and FinaG@oaimittee. These pro-
grammes are updated annually. It must be noticadttieaprocedure of exces-
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sive deficit against Germany was ceased by thesidecbf the EU Council of
22 June 2012Gouncil Decision of 22 June 201217]. The excessive budget-
ary deficit has not taken place in this countrycei2011. In 2012 the countsy
public finance sector achieved even an insigniticamplus. In the updated ver-
sion of the financial stability programme of 201& Germany for the years
2014-2015 the achievement of the budgetary balenptanned and for years
20162017 — even a small budgetary surplus (tapldtthe same time, it is
estimated that in the period of 2012-2017 the tel®@DP ratio is to be de-
creased by 12.9 percentage points.

In the case of France, the situation is more prgmgog. The excessive
budgetary deficit in this country will begin to bewvered only from 2014. For
the period of 2012—-2017 the debt-to-GDP ratio ibeodecreased by only 2.0
percentage points. The share of this debt in the @DPhowever, remain rela-
tively high — at the level of 88.2%.

In the stability programmes implemented since 2086t countries includ-
ed more than hundred measures aimed to increasie peNenue and decrease
public spending. Moreover, in order to ensure tharfaial stability in the long
run, a number of reforms have been implemented gimtircreation of the prop-
er conditions for quick and sustainable economic growth.

Table 5
Objectives of fiscal stability programmes in Fraacel Germany
Indicator (%) Country 2012 2013 2014 201p 2016 2017
France 51.8 53.2 53.p 53|5 53.5 53.2
Total revenue/GDP
Germany 45.2 45.( 45.0 45|0 445 44.5
Total expendi_ France 56.6 56.9 56.4 55|5 547 58.9
ture/GDP Germany 45.0 455 445 44|5 445 44.0
Public deficittGDP | France -4.8 =-3.7 -2.9 -2|0 -1.2 -0.7
(public surplus/GDP) Germany 0.2 -0.5 0.0 0.0 0|5 05
) France 90.2 93.4 948 92|19 90.7 88.2
Public debt/GDP
Germany 81.9 80.4 77.6 75|0 71.5 69.0

Source:Programme de stabilité de la France 2013-2(Q20@13: 15]; Deutsches Stabili-
tatsprogramm fiur die Jahre 2012-20[PD13: 26-33].

In Germany, increasing the public revenue was plessitanks to tax re-
forms, including the introduction of the nuclearlftex (Kernbrennstoffsteugr
and the aviation tax_(iftverkehrsteugr According to the estimates of the Fed-
eral Ministry of Finance, as a result of the impletagon of these taxes, the
annual tax revenue will increase in the future eefipely by 1.3 and 1.0 billion
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Euros. An important instrument aimed at countergctire increase in the in-
debtedness of the public finance sector is thecjpl@ called the debt brake
(Schuldenbremselt is referred to in the Art. 115 of the Condlibm [Grundge-
setz in der Fassung der Bekanntmachung vom 23. B#8.4. The principle
assumes that the net amount of the incurred pdelidt may not exceed 0.35%
of the GDP. Exceptions to this rule are acceptahlg m the case of natural
disasters and crisis situations which cannot béralbed by the state and which
constitute a significant burden to the staténances. It will be in force from
2016 with respect to the federal budget and fro@020ith respect to the budgets
of states.

France, in order to increase public revenue, intredug tax on financial
transactionstéxe sur les transactions financiérés force since 1 April 2012
According to the estimates of the Ministry of Ecoryoand Finance the conse-
guence of applying this tax will be the increasedhie public revenue by about
1.6 billion Euros. At the same time, as part of tHerrae of financing the local
self-government units, as of 1 January 2010, thesinkegs tax téxe
profesionellg, which had previously been one of the most sigaift sources of
this units revenue, was replaced by a new public levy — a lecanomic con-
tribution (contribution économique territorialelPne of the aims of this modifi-
cation was to decrease the tax burden imposed t@npeises, and at the same
time to support their investment activities, wher¢lae consequence of the re-
form was the decrease in public revenue. In ordetettrease public spending,
measures have been taken to reduce excessive enguibin public administra-
tion, including through the application of the piple of replacing two retiring
employees with just one new.

Moreover, in order to stimulate the economic growthth countries in-
creased expenditures on investments in the public seathrdiing infrastructure
investments, as well as spending on education asearch, implemented the
modifications of the tax systems aimed at its sifigpltion and introduced re-
forms of the social insurance systems.

6. CONCLUSION

The level and structure of the public finance sedibt in France and Ger-
many depend on a number of determinants — relatbdth the economic situa-
tion and the structural factors. In the case of @Geymthe increase of this debt
was to a large extent associated with the expeamditimcurred in relation to the
reunification. Nevertheless, since the 1990s Gernfesyattempted to limit the
scale of the indebtedness. In France, the reasonisefandebtedness are related
to the rapid increase in public spending and toetkgensive reforms of the tax
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system, which only to a limited extent increasedatiectiveness of this coun-
try as a location for direct foreign investments.

Both in the period preceding the financial crismel aluring the crisis Ger-
many showed a greater budgetary discipline thanderarhe fiscal policy con-
ducted by the state was more restrictive. Measatentby France and aimed at
reviving the economy after the crisis brought olitlyited effects. The pace of
the economic growth has for several years beenrlowierance than in Germa-
ny. Balancing the public finance sector in Germarily make it possible to the
country to significantly reduce the debt within thpcoming 5 years (from
2012), while in France even the stability programnassume neither the
achievement of the budgetary balance nor any sigmif reduction of the public
debt.
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Malgorzata Magdalena Hybka

PRIORITIES AND RECOMMENDATIONS OF FISCAL STABILITY PROGRAMMES
IN FRANCE AND GERMANY

Restoring public finance sustainability in the Bagan Union after the recent financial crisis
requires the application of diversified fiscal pglimeasures. These measures are indicated in
fiscal stability programmes designed by the Eurapggaion Member States. This article discusses
such programmes implemented in France and Gernfdrg.author presents scale, sources and
implications of public sector debt in these cowsri analyses structure of revenues and
expenditures and examines objectives, reform agerslected means and expected outcomes
defined in these programmes.

PRIORYTETY | REKOMENDACJE ZAWARTE W PROGRAMACH
STABILNO SCI FINANSOWEJ WE FRANCJI | NIEMCZECH

W celu przywrdcenia stabildoi w sektorze finanséw publicznych niedne jest zastoso-
wanie szeregu zeiicowanych instrumentdéw. Instrumenty te zostaly avsine w programach
stabilngci przygotowanych przez poszczegolneagteva cztonkowskie strefy euro. W artykule
omowiono programy stabildoi przedstawione Komisji Europejskiej przez FranicjNiemcy.
Zaprezentowano wysok§ przyczyny i implikacje diugu publicznego w tychngtwach, zanali-
zowano struktur dochoddéw i wydatkéw publicznych oraz wskazano ,cel@azenia, srodki
i przewidywane skutki planowanych reform sektorafisow publicznych.



