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FRANCE: VALLS NO PUSH-OVER 

Berenberg Macro Flash 

 
 

VALLS WINS REFORM VOTES 

France’s new prime minister Valls is making progress with his reform agenda, reducing the political tail risks for the French 

and Eurozone economies. On 16 June, we published a report on France (“France: the 2014 window of opportunity”), in 

which we warned that attrition of his parliamentary majority could be a political risk. On 8 July, his government won a se-

cond crucial vote in parliament on cuts in social levies for companies and low income households by €9bn next year, rising 

to more than €18bn by 2017, i. e. almost half of the €41bn envisaged for that year. The victory by 272 to 234 was by a 

slightly wider margin than the previous vote on the measure in April (265 to 232), suggesting that Valls is managing to keep 

his majority together. Crucially, the number of abstentions of Socialist parliamentarians declined by 8 to 33 and no one 

voted against.  On 1 July, he had also won a vote on a €4bn corrective budget for 2014 by an even wider margin (307 to 

232). Although that law was rejected by the Senate yesterday, Valls’ ability to win votes in the Assemblée Nationale reduces 

the risk of reform standstill or even a breakdown of the government and new elections, even though that was always re-

mote. The fiscal and tax reforms are far from finished, with the government planning to unveil details on €18bn of spending 

cuts over the coming three years today.  

 

STRUCTURAL REFORM STILL MOVING SLOWLY 

The weak spot remains the crucial labour market reform. France needs more people paying taxes and social security contri-

butions and less people receiving benefits in order to return to a fully sustainable fiscal trajectory. The public deficit has 

fallen by €8bn in the first 5 months of the year compared to last year, but that was partly driven by temporary factors on the 

revenue side and may not be enough to reduce the deficit from 4.3% in 2013 to 3.8% this year and than 3% next year. 

 

The government’s reform idea to simplify labour rules is promising. Putting labour unions and employers in charge could 

make the reform more practical and easier to implement politically thereafter. However, the parties involved do not seem to 

have made much progress so far, with two left-wing major unions boycotting the process altogether. If the process stalls, 

the government may yet decide to intervene more directly which could speed up the process but also create new political 

risks. 

 

UNDERPERFORMANCE RAISING THE PRESSURE 

France’s economic underperformance relative to its Southern and Eastern neighbours is underlining the need for reform. 

Without significant progress on structural reforms, neither France nor Italy will make any inroads with their demands for 

new European growth initiatives. With progress they could. The Eurozone’s new economic and governance framework is 

functioning. With no easy ways out like devaluation, countries have to reform themselves the hard but sustainable way. That 

is sinking in in Paris and Rome as well. 
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