
Regional and Local Governments - France
2016 Outlook - Reduced Central Government Grants, Low Growth Drive Our Negative Outlook 

December 2015

Nicolas Fintzel
Analyst - Sub-Sovereign Group
+ 44.20.7772.1720
nicolas.fintzel@moodys.com

http://www.surveygizmo.com/s3/1133212/Rate-this-research?pubid=186398
http://www.surveygizmo.com/s3/1133212/Rate-this-research?pubid=186398


22016 Outlook - France  Regional and Local Governments

2016 French Regional and Local Government (RLG) 
Outlook - Negative

» Cuts in government grants 
will continue at least until the 
end of 2017, putting further 
pressure on RLGs’ operating 
balances

» Low economic growth will 
continue to weigh on RLGs’ 
tax proceeds

» RLGs’ debt will continue to 
rise moderately 

NEGATIVE STABLE

What could change the 
outlook to stable 
» Bigger cost reductions 

leading to higher gross 
operating balances than 
currently projected

» Stronger economic growth

» A stabilisation in RLG debt

POSITIVE

What could change the 
outlook to positive
» Increasing operating 

balances

» Sustained economic growth 

» Declining debt levels 
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2016 French RLG Outlook - Negative

Key credit themes:
» Cuts in government grants will pressure RLG balances until end-2017

» Weak economic growth will weigh on RLG tax proceeds

» Operating margins will continue to narrow

» RLG debt will continue to rise moderately

» Regions to drive RLG sector debt increase

» RLG funding availability remains extensive

» Low interest rates to support debt issuance

» RLG capital market issuance to increase moderately
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Cuts in government grants will pressure RLG balances 
until end-2017

Sources: Direction Génerale des Finances Publiques, Moody's forecasts for 2015F onward

» RLGs’ gross operating balance will fall to 12% of operating revenues in 2016 from 19%
in 2006, due to a combination of transfer cuts and rising personnel costs (35% of total
expenses)
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Weak economic growth will weigh on RLG tax proceeds
» We expect France’s economic growth to remain sluggish over the next two years

» As a result, we expect limited growth in RLGs’ tax revenues (in particular business tax
and property transfer taxes)

Sources: Moody’s Global Forecast, France
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Operating margins will continue to narrow

Sources: Direction Génerale des Finances Publiques, Moody's forecasts for 2015F onward

» We expect operating margins for all tiers of French government to fall substantially over
the next 2 years, reflecting lower central government transfers and rising operating costs

Operating balances trending lower (% of operating revenues)
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RLG debt will continue to rise moderately
» Debt will rise as capital expenditure cuts fail to compensate fully for transfer reductions

and subdued economic growth

Sources: Direction Générale des Finances Publiques, Moody's forecasts for 2015F onward
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Regions to drive RLG sector debt increase
» Regions will continue to drive RLG sector debt growth, reflecting their limited operating

flexibility and lower willingness to scale back capital expenditure.
» Debt increases for municipalities and departments will be marginal.

Sources: Direction Génerale des Finances Publiques, Moody's forecasts for 2015F
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RLG funding availability remains extensive
» French RLGs will have ample access to funding as they seek to cover their estimated

annual financing requirement of €18-20 billion.
» Funding sources include public sector lenders, commercial banks, and capital markets.

Annual borrowing requirement in 2015-17 and funding facilities (in € billion)

Source: Moody’s estimates
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Low interest rates to support debt issuance
» Low financing costs and RLG funding diversification will increasingly support debt

issuance.

Number of RLGs issuing debt and total volume of bond issuances

Source: Bloomberg, Moody’s Public Sector Europe
Reading Note: RLG joint issuances in 2004, 2005, 2006, 2007, 2008 and 2012 as well as debt issuance through AFL in 2015 are included in the graph and count 
as one issuer each
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Year-end 2014

RLG capital market issuance to increase moderately

Year-end 2017

» We expect French RLGs’ reliance on capital market debt to increase in the medium term,
supported by improved market access for smaller issuers and the steady expansion of
newly-created lender Agence France Locale.

Breakdown of RLGs’ debt stock

Source: Moody’s estimates
Agence France Locale (AFL: Aa3) is a recently-launched bank owned by and dedicated to the financing of French local authorities. 
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