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The Short View 

The Short View offers insights on key macro and market stories 
 and is designed to promote discussion and debate. 

France: Lecornu sets the stage for autumn budget 
showdown  
22 September 2026 

By announcing a EUR 54bn fiscal adjustment for next year, Prime Minister 
Sébastien Lecornu appears to have deliberately set the headline figure above 
the likely consolidation effort, both to reassure investors and to focus the 
forthcoming parliamentary debate on the scale of the fiscal effort required. 

1. Lecornu’s announcement of a fiscal package for 2027 well above the amounts previously reported was 
likely intended to reassure markets of the government’s commitment to fiscal consolidation, despite its 
increasingly limited room for manoeuvre ahead of the presidential election. 

2. That room has narrowed further over the summer as borrowing costs have risen, the growth outlook has 
weakened and the risk of a 2026 deficit overshoot has increased, making France’s debt dynamics less 
favourable.  

3. We believe the headline EUR 54bn fiscal adjustment overstates the likely consolidation effort, serving 
primarily to signal fiscal resolve and establish a benchmark against which future parliamentary 
compromises will be judged. 

Prime minister raises fiscal stakes 

Last week, in an interview with Le Figaro, Lecornu announced that the 2027 budget would include fiscal measures 
worth EUR 54bn (1.7% of GDP), substantially higher than earlier reports suggesting a package of EUR 30-35bn (1.1% 
of GDP). Such an ambitious package had previously seemed unlikely given the government’s lack of a parliamentary 
majority and opposition parties’ increasing focus on the forthcoming presidential election. If anything, the headline 
figure echoes the EUR 60bn adjustment envisaged by the Barnier government for the 2025 budget, whose political 
fallout ultimately contributed to the government’s collapse.   
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With this effort, the government is aiming to reduce the budget deficit to 5.0% of GDP in 2027, broadly in line with 
the 4.9% target that Lecornu had signalled in mid-August, before subsequently adopting a more cautious tone in 
recognition of political constraints. Even under this scenario, however, public debt would continue to rise, reaching 
121.7% of GDP in 2027 from 119.3% in 2026, underscoring the scale of France's underlying fiscal challenge and 
leaving debt at historically elevated levels. 

We think the government’s tougher stance primarily reflects an effort to reassure investors of its commitment to 
fiscal consolidation despite limited room for manoeuvre. That room has narrowed further over the summer as 
borrowing costs have risen, the growth outlook has weakened, and the likelihood of a 2026 deficit overshoot has 
increased. In the following, we examine how these developments have interacted with France’s underlying fiscal 
vulnerabilities, increasing the pressure on the government to signal a more ambitious fiscal adjustment. We then 
assess whether an adjustment of this magnitude is realistic and, if so, whether it can be implemented given the 
challenging political environment. 

Confronting more demanding fiscal arithmetic 

Recent market and macro developments have amplified concerns over France’s underlying fiscal vulnerabilities. 
Borrowing costs have risen sharply. The broad increase in sovereign yields over the summer was particularly 
pronounced in French OATs. The 10Y OAT yield has risen by more than 50bp since late July, reaching nearly 4.6% 
last week, while the OAT-Bund spread widened to 100bp, approaching levels not seen since the euro area sovereign 
debt crisis. With discussions over fiscal consolidation becoming more entangled with electoral considerations, 
investors have increasingly questioned the government’s ability and willingness to place public debt on a credible 
downward trajectory. As a result, markets have demanded a higher risk premium on French government bonds, 
causing OAT yields to rise more sharply than would be justified by the broader increase in global interest rates alone.  

Although France’s relatively long average debt maturity of 8.5 years will slow the pass-through of higher 
refinancing rates to the average cost of debt, our calculations suggest the implicit interest rate on public debt could 
still rise to close to 3.5% by the end of the decade from 2.0% in 2025. This increase risks setting in motion an adverse 
sovereign-fiscal feedback loop whereby rising interest expenditure slows fiscal consolidation and makes debt 
stabilisation increasingly difficult. 

THE COST OF PUBLIC DEBT IS INCREASING 

IMPLICIT INTEREST RATE ON DEBT (%) 
 

 

Source: Eurostat, Bloomberg, The Investment Institute by UniCredit 
Note: The implicit interest rate on debt is defined as the ratio between total interest payment at time t and the debt stock at t-1. Our calculations 
are based on the current forward curve for French sovereign yields and should therefore be interpreted with caution, given the uncertainty 
surrounding the future path of market interest rates. 
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Growth prospects look subdued. Even without higher borrowing costs, debt stabilisation would already be 
challenging given the weak growth backdrop. The government’s downward revision of GDP growth to 0.5% this 
year, from 0.9% previously, still appears somewhat optimistic in both our view and that of INSEE. We forecast GDP 
growth at 0.4%, implying a carry-over of just 0.2% into 2027. Against this backdrop, the government’s 1.0% growth 
target for next year looks ambitious. Private consumption, traditionally France’s main growth engine, remains 
constrained by subdued consumer confidence and a persistently high propensity to save, while uncertainty 
surrounding the election might induce businesses to postpone investment plans. In addition to restraining real 
activity, weak domestic demand limits firms’ ability to raise prices, keeping GDP deflator growth contained and 
constraining nominal GDP growth. Unlike consumer price inflation, which can be heavily influenced by external price 
shocks, the GDP deflator primarily reflects domestic economic conditions. 

Ultimately, the snowball effect, which reflects the differential between the implicit interest rate on government 
debt and nominal GDP growth, is likely to cease to be supportive. Since 2017, excluding the pandemic year of 
2020, France has benefited from a favourable interest-growth differential, with nominal GDP growth generally 
exceeding the average cost of government debt. This has helped contain the rise in the debt-to-GDP ratio despite 
persistent deficits. Starting from this year, however, the combination of weaker real activity, softer domestic price 
pressures and progressively higher refinancing costs is set to reverse this dynamic. As the interest-growth differential 
turns (mildly) positive, stabilising the debt ratio will, all else equal, require a larger primary balance than in the past. 
Nevertheless, the resulting snowball effect is likely to remain modest in 2026-2027. Beyond that horizon, its 
contribution to debt dynamics depends importantly on the extent to which the required fiscal consolidation weighs 
on nominal GDP growth through its negative multiplier effects. 

DEBT DYNAMICS ARE LIKELY TO DETERIORATE 

SNOWBALL EFFECT AND ITS COMPONENTS 
 

 

Source: Eurostat, The Investment Institute by UniCredit 
Note: The snowball effect is determined by the interaction of three variables: the implicit interest rate on debt, real GDP growth and inflation as 
measured by the GDP deflator. Together, the latter two determine nominal GDP growth, which can either offset or amplify the impact of interest 
costs on the debt ratio. 

Against this backdrop, the government’s indication that the 2026 deficit could come in closer to 5.5% of GDP than 
the official 5.1% target, adds further to the challenge by implying a less favourable starting point – the primary 
balance is likely to improve only marginally relative to 2025. The primary balance should be little changed compared 
to 2025.  Additional spending related to this summer’s severe heatwaves and higher subsidies aimed at shielding 
households from rising energy prices have more than offset the EUR 9bn of savings measures implemented during 
the year to cushion the impact of the Middle East crisis on economic activity. 
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A starting point for future compromises 

The suspicion that Lecornu’s announcement of a EUR 54bn fiscal package was primarily political in nature was 
reinforced the following day when French Finance Minister Roland Lescure acknowledged that the actual fiscal 
effort was closer to EUR 45bn. The difference largely reflected the inclusion of EUR 9bn of savings measures already 
implemented in 2026, despite there being little justification for counting them as part of the 2027 fiscal effort. 

Even then, the EUR 45bn figure should not be interpreted as a one-for-one reduction in the deficit. Rather, it measures 
the fiscal adjustment required to achieve the government's 5.0% deficit target relative to an unchanged-policy 
baseline, under which, according to Lecornu, the deficit would have risen to around 6.5% of GDP. The headline figure 
therefore captures the effort needed to offset the projected deterioration in the underlying expenditure and revenue 
trends, rather than the amount of deficit reduction itself. 

This method of presenting fiscal consolidation has been a recurring feature of French fiscal communication. However, 
in the absence of an independently verifiable framework, it has often left governments considerable latitude to inflate 
or downplay the true size of the required adjustment. The finance ministry’s decision to appoint a panel of 
independent economists appeared to acknowledge this weakness and to provide a more credible benchmark for 
assessing the fiscal consolidation needed. The objective was to highlight the spontaneous increase in public 
expenditure arising from existing legislation and policy commitments, particularly the growing pressures 
associated with debt servicing costs, defence spending and transfers to the European Union (together accounting for 
EUR 20bn of the increase in the 2027 deficit). 

Against this backdrop, the government’s estimate of a no-policy-change deficit of 6.5% of GDP in 2027, around 0.6pp 
higher than the estimate produced by the panel in July, seems somewhat high. This appears to be the case even 
allowing for a less favourable starting point, with the 2026 deficit now expected to reach 5.4-5.5% of GDP. The 
panel’s estimates did not incorporate the scaled-down extension of the temporary windfall tax on corporations, which 
could still generate around EUR 5bn (about 0.2% of GDP) in revenue, compared with EUR 7bn this year. In addition, 
the panel’s baseline already assumed a freeze in the public-sector wage indexation point. The fact that the 
government is now questioning that measure while simultaneously including the associated savings in its 
consolidation estimates further suggests that the 6.5% no-policy-change deficit assumption may be overstated.  

More importantly, a number of measures underpinning the government’s estimated savings, most notably a partial 
freeze in pension indexation and a reduction in the 10% tax allowance for pensioners, which separately are expected 
to generate around EUR 6bn, remain subject to parliamentary approval. As both measures have faced significant 
political and social resistance in the past, their eventual adoption cannot be taken for granted, raising questions 
about the deliverability of the planned adjustment. 

While the budget bill is not expected to be presented to the Council of Ministers until 1 October, the evidence 
available so far suggests that the government has overstated the size of the adjustment needed to achieve its 5.0% 
deficit target, both to reassure investors of its commitment to fiscal consolidation and to frame the forthcoming 
parliamentary debate. By highlighting the scale of the fiscal challenge facing France, the government is effectively 
appealing to the responsibility of those seeking to govern the country. In that sense, the proposal serves less as a 
realistic legislative blueprint than as a benchmark against which future compromises will be judged and, more 
broadly, as a reminder of the fiscal effort ultimately required to stabilise the country’s public finances. 
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Legal Notices 

Glossary 
Terms used in the report are available on our website: Our glossary. 

Marketing Communication 
This publication/video constitutes a marketing communication of UniCredit S.p.A., UniCredit Bank Austria AG, Schoellerbank AG and 
UniCredit Bank GmbH (hereinafter jointly referred to as the “UniCredit Group”) is addressed to the general public and is provided free of 
charge for information only. It does not constitute investment recommendation or consultancy activity by the UniCredit Group or, even 
less, an offer to the public of any kind nor an invitation to buy or sell securities. The information contained herein does not constitute an 
investment research or financial analysis since, in addition to the lack of content, it has not been prepared in accordance with legal 
requirements designed to promote the independence of investment research, and it is not subject to any prohibition on dealing ahead 
of the dissemination of investment research. 

UniCredit Group, including all its group companies may have a specific interest in relation to the issuers, financial instruments or 
transactions detailed herein. Relevant disclosures of interests and positions held by UniCredit Group are available at: Conflicts of interest. 
Any estimates and/or assessments contained in this publication represent the independent opinion of the UniCredit Group and, like all 
the information contained therein, are given in good faith on the basis of the data available at the date of publication, taken from reliable 
sources, but having a purely indicative value and subject to change at any time after publication, on the completeness, correctness and 
truthfulness of which the UniCredit Group makes no guarantees and assumes no responsibility. Interested parties must therefore carry 
out their own investment assessments in a completely autonomous and independent manner, relying exclusively on their own 
considerations of the market conditions and the information available overall, also in line with their risk profile and economic situation. 
Investment involves risk. Before any transaction in financial instruments please refer to the relevant offering documents. It should also 
be noted that:   

1. Information relating to the past performance of a financial instrument, index or investment service is not indicative of future results. 

2. If the investment is denominated in a currency other than the investor’s currency, the value of the investment can fluctuate strongly 
according to changes in exchange rates and have an undesirable effect on the profitability of the investment. 

3. Investments that offer high returns can undergo significant price fluctuations following any downgrading of creditworthiness. In the 
event of bankruptcy of the issuer, the investor may lose the entire capital. 

4. High volatility investments can be subject to sudden and significant decreases in value, being able to generate significant losses at 
the time of sale up to the entire capital invested. 

5. In the presence of extraordinary events, it may be difficult for the investor to sell or liquidate certain investments or obtain reliable 
information on their value. 

6. If the information refers to a specific tax treatment, it should be noted that the tax treatment depends on the individual situation of 
the customer and may be subject to change in the future. 

7. If the information refers to future results, it should be noted that they do not constitute a reliable indicator of these results. 

8. Diversification does not guarantee a profit or protect against a loss.  

The UniCredit Group cannot in any way be held responsible for facts and/or damages that may arise to anyone from the use of this 
document, including, but not limited to, damages due to losses, lost earnings or unrealised savings. The contents of the publication – 

including data, news, information, images, graphics, drawings, brands, and domain names – are owned by the UniCredit Group unless 

otherwise indicated, covered by copyright and by the industrial property law. No license or right of use is granted and therefore it is not 
allowed to reproduce its contents, in whole or in part, on any medium, copy them, publish them and use them for commercial purposes 
without prior written authorisation from UniCredit Group unless if purposes of personal use only.   E 25/1 
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