REM WORKING PAPER SERIES

France’s public debt crisis: Time to restructure?

Corrado Andini, Ricardo Cabral and Francisco Louca

REM Working Paper 0435-2026

October 2026

REM - Research in Economics and Mathematics
Rua Miguel Lupi 20,
1249-078 Lisboa,
Portugal

ISSN 2184-108X

Any opinions expressed are those of the authors and not those of REM. Short, up to
two paragraphs can be cited provided that full credit is given to the authors.

f —
UNIVERSIDADE Lisbon School I
Fundagao U LISBOA ‘ DE LISBOA ‘ oy -! of Economics
para a Ciéncia - & Management . I




IH .
11 el

1._J-||
Ry
s ;"“
Oftedts

REM - Research in Economics and Mathematics

Rua Miguel Lupi, 20
1249-078 LISBOA
Portugal

Telephone: +351 - 213 925 912
E-mail: rem@iseg.ulisboa.pt

https://rem.rc.iseg.ulisboa.pt/

I || REM

all

https://twitter.com/ResearchRem

Sired
VATICS

https://www.linkedin.com/company/researchrem/

https://www.facebook.com/researchrem/




France’s public debt crisis: Time to restructure?

Corrado Andint, Ricardo Cabréland Francisco Louda

Abstract

To the best of the authors’ knowledge, this stisdipe first to propose a sovereign debt restrunguior
contemporary France. It shows how France could geianingful fiscal space through a sovereign debt
reprofiling, arguing it is a warranted solutionRrance’s current fiscal, economic, and social emgles.
Such a debt workout would lower the present valuErance’s public debt from 113.5% to 64.3% of
GDP while halving the country’s problematic netegrtal debt. It would place France on a trajectory
toward compliance with the Maastricht’s deficit ashebt criteria. The paper further shows how a debt
workout could be initiated and managed by Franddowit reliance on external funding. Finally, it
contends that a sovereign debt restructuring iessential tool for any future progressive goverrimen
seeking to operate within the Maastricht’'s framewdhereby pursuing its fiscal priorities without
provoking a direct breach of current fiscal rules.
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1. Introduction

In March 2025, the European Commission (EC, 20pEgjected France’s public debt
(following the Maastricht definition) as being aadk to reach 142.5% of GDP by 2035, from
115.3% of GDP in 2025. In the European Union (Ebis was second only to the forecast for
Italy’s public debt (156.9% of GDP by 2035, from813% of GDP in 2025).

Given size and trajectory of France’s public détgether with budget deficits larger than 3% of
GDP in the recent past, on recommendation by thetltEuropean Council put France under the
corrective arm of the Excessive Deficit Proced@BR) of the EU in July 2024. This occurred after
the end of the COVID-19 era suspension of the Eeaagiscal rules, through the activation of the
so-called “escape clause”.

A comprehensive reform of the European fiscal rutas adopted in February 2024 and entered
into force shortly thereafter, in April 2024. Itg@ired the full implementation of the new
framework, including national medium-term fiscaustural plans, starting for budgets from 2025
onwards. Consequently, in October 2024, France #tézhits structural plan which was endorsed
by the Council in January 2025.

In February 2025, the French government pushedigifra large fiscal consolidation package
(€50 billion, 1.7% of GDP), invoking Article 49.3 the French constitution, in order to bypass a
parliamentary vote. Despite a majority in parliatéime opposition failed to muster a no-
confidence vote and the consolidation package wasewoked.

Yet, the inclusion of the package in the 2025 budggEnot help much. And, in late August
2025, a piece titled “France may need IMF bailatns finance minister” appeared in the
international press (The Telegraph). Indeed, inéalver 2025, France’s budget deficit for 2025
was projected (EC, 2025b) to be significantly higitian that of Italy (5.5% vs. 3% of GDP). And,
France’s yield curve was already above Italy’s ssrgeveral maturities (see Figure 1).

On current trends, both Italian and French anmuaglicit interest rates on the respective stocks
of public debt will soon surpass annual nominalglorates. Yet, unlike Italy, France has
consistently registered primary budget deficitthien last decade. These deficits have markedly
deteriorated in recent years, and France’s pulelnt chtio has steadily increased (see Figure 2).

— Figure 1 about here -
— Figure 2 about here —

The size of the French public debt and its trajgciootivate this paper’s research questions:
Given France’s fiscal imbalances, should the Fresosiereign debt be restructured? And, if so, how
could a restructuring be done?

Ours is, to the best of our knowledge, the firgtdmmmic paper to investigate the possibility of
restructuring of present-day France’s public delot to describe how the debt workout could look
like.

Explicit calls for restructuring the French debvédeen rare because, at least until July 2025,
France was still viewed as a low-risk borrower (IN2B25a). Particularly in the context of the low
interest rates set by the European Central BanBjBbEtween 2019 and 2022, many observers saw
France’s debt as sustainable and believed thd&rdrech government had fiscal space (Blanchard,
2019; Ragot, 2021).

This dearth of literature on restructuring Fransgsgereign debt is somehow surprising given
that the issue has been often investigated focdlse of Italy, which is projected by the EC to have
an only marginally higher public debt than Frange635.

For example, Galli (2019) acknowledged lItaly’s austbility risks but argued against
restructuring measures due to systemic risks. WHe(R025b) considered Italy’s sustainability
risks as moderate, noting various mitigating faxtaut pointing out the absence of Italy’s fiscal
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space. Several other studies suggested instealtaiyat debt should be viewed as unsustainable
and should be restructured, proposing various @ges to debt workouts (Edelen et al., 2012;
Panizza, 2014; Harrington et al., 2019; Cervanted.£2020).

While no academic paper has explicitly dealt witiyvand how to restructure the French public
debt, the issue has not been ignored by the Freoldical and academic circles. For instance,
Piketty (2014a) noted that France already beneéitdéast thrice in the past from forms of debt
restructuring — through inflatiorle factodefault, and haircuts. He even argued that Franumest-
WWII growth would have not been possible withowlean slating of the preexisting stock of
public debt (Piketty, 2019).

In addition, Piketty occasionally endorsed soverelgbt restructuring proposals — notably
participating in the joint-advocacy for the 201226k debt relief (Andor et al., 2015) and for the
cancellation of public debt held by the ECB (Pikedt al., 2021). Yet, his prevailing theoretical
preference has been consistently more supportipeogiressive wealth taxation or public debt
mutualization at the EU level rather than of soi@relebt restructuring or debt cancellation
policies (Piketty, 2014a, 2014b, 2019).

On the same side of Piketty, Toussaint (2019) ather and supported the cancellation of
unsustainable debts, following the example of Eoua@ther authors went even further and
advocated the exit of France from the Euro Area)(EAen as responsible for the poor economic
performance of the French economy (e.g. Sapir, 2012

On the other side of the French debate, Ragot (282dlicitly argued against default or debt
cancellation scenarios, which he saw as harmfultddiee loss of confidence they could engender.
Analogously, Blanchard (2024) criticized Franceiahility to achieve fiscal consolidation,
suggesting that, over time, the French governmuemild improve the primary budget balance by
4% of GDP, around €120 billion. He did not eventeonplate debt restructuring as a viable policy
option arguing that France’s failure to adopt appiaie budget measures may even lead to a
financial crisis (Leali, 2025).

As a matter of fact, the academic debate on sayedgbt restructuring is lively at international
level. For instance, the IMF (2013, 2021, 2024eddhat several sovereign debt restructurings
occurred too late and represented too little dié¥iation, with detrimental effects for economic
development and even for fiscal consolidation paiogg (Reinhart et al., 2003; Reinhart and
Trebesch, 2016; IMF, 2010, 2023; Gelpern and Pow8R3; Grund et al., 2025). Zettelmeyer et al.
(2013) underlined the importance of the 2012 Greesmvereign debt restructuring and its
implications for the recovery of the Greek econoifygo et al. (2025) emphasized how debt
restructurings have been used in the past to aiélalging countries that were burdened by
unsustainable levels of external debt. Finally, Asna and Trebesch (2016), Horn et al. (2022),
and Asonuma et al. (2023) noted the sheer numbsywareign debt restructurings that occurred
between 1970 and 2021 — nearly 1000 —, signaliaggbvereign debt workout should be viewed
as a useful policy instrument, even though to sertent traumatic (Asonuma et al., 2024).

Our contribution is twofold. First, we argue thaafice’s public debt and net external debt are
very high and should be restructured on politieagnomic, and social grounds. Second, we show
how France’s sovereign debt restructuring coulddree.

We propose a sovereign debt reprofiling (IMF, 2QAR4; Buchheit et al., 2015) that would
reduce the present value of France’s public delasta@ticht definition) to 64.3% of GDP. We show
that this debt workout could be implemented unikdtg by a (new) French government without
recourse to any external loans. We further showttieaproposed debt workout would put France’s
public debt on a declining trajectory. The proposedereign debt would allow France to maintain
the budget deficit well under 3% of GDP as welt@seduce by more than 50% its net external
debt, without needing to adopt what we see as sonadle and unsustainable restrictive fiscal
policies.



In sum, we argue that the restructuring of Franseigereign debt is a policy instrument that
should be seriously considered by the French aige(Heinemann, 2021), abandoning more than
two decades of failed efforts to bring the pubkbtratio under control through fiscal austerity
strategies.

Our paper is structured as follows. Section 2 prissine context and the financial position of
France. Section 3 discusses why France shouldicaiste its sovereign debt. Section 4 summarizes
the data used for our case analysis. Section Bipiea debt restructuring proposal for France that
reduces the present value of its public debt (Med$tdefinition) to 64.3% of GDP through
sovereign debt reprofiling. It also summarizes H@ance could arbitrage the difference in discount
rates between the sovereign debt holder and thi#@re to offer a menu of debt exchange options.
Finally, it develops a post-restructuring debt austbility analysis that shows why France would
gain significant fiscal space. Section 6 discussés and limitations of the proposed approach.
Section 7 concludes.

2. Financial position

The adopted measure of public debt in the EU —sthealled gross consolidated public debt
according to the Maastricht definition — has theug of defining a standard that facilitates
comparisons of public indebtedness among EU mesthatrs. However, as with any alternative
indicators of public debt, it presents only a @dniew of a government’s financial position (Ragot
2021). Thus, to investigate the case for a possdsEucturing of France’s public debt and to
explain why France’s renewed push for a fiscalexitgtstrategy is unlikely to sustainably reduce
its public debt, it is necessary to consider inentetail the financial position of the French
government and economy.

— Table 1 about here -

As Table 1 shows, at the end of 2025, France’ssgroasolidated debt (Maastricht definition)
amounts to €3,473 billion (116% of GDP). Its negbke debt, namely short-term debt securities
(“Bons du Trésor” or BTFs, 7.5% of total) as wedlrmedium- and long-term bonds (“Obligations
assimilables du Trésor” or OATS, 92.5% of totathaaunts to €2,774 billion (92.7% of GDP). Its
gross non-consolidated debt (our definition), idahg debt of general government subsectors,
amounts to €4,162 billion (139% of GDP).

Besides the above numbers, there are additionalcesaegarding France’s public debt and
economy that should be noted. First, we estimaeliffierential between the implicit interest rate
and the economy’s growth rate as being positive.t p.p. since France’s adoption of the éuro
i.e., between the end of 1998 and the end of 2028hat is, marginally unfavorable to France’s
public debt dynamics (Blanchard, 2019; Debrun et24119).

! Critics to our position might argue that Franceereadopted a “fiscal austerity strategy”, pointmg its inability
to achieve primary balance surpluses since 2002t 8amportant to clarify what we mean by “fis@usterity
strategy”. We mean government policies of announeaimd implementing multi-year fiscal consolidatigans. In fact,
in the last two decades or so, virtually all Fregolrernments announced multi-year fiscal consabdaplans and their
stability programs, submitted to the EU, promisetbdious primary balance improvements. As a resuigopular
structural reforms and budget policies were pushesligh, including raising retirement age, tax é#ases, and
expenditure cuts. Moreover, France was put undecdirective or preventive arm of European fisadds in most years
between 2003 and 2026. Glencross (2018) descrifieg@itocess as “institutionalized austerity”, sfieally referring to
the France’s fiscal policy during Francois Hollalsdaresidency between 2012 and 2017. In practimephly exception
to Glencross’s “institutionalized austerity” wagtheriod between 2020 and 2023, when the Europseal fules were
suspended through the activation of the so-cakksddpe clause”.

2 In this period, the average nominal implicit irtstrrate and the average nominal growth rate wag9@and
3.03%, respectively.



Second, in the context of its non-conventional ntaryepolicy operations — specifically, the
Public Securities Purchase Programme (PSPP) arRbtidemic Emergency Purchase Programme
(PEPP) —, the Eurosystem holds French negotiabld(OATSs) valued at an amortised cost of
€665 billion (25.9% of total outstanding OATSs) hetend of 2025, most of which are held by the
Banque de France (BdF) at its own risk, according$PP and PEPP rules.

Third, we estimate that Agence France Trésor (Atol)ls deposits and liquid financial assets of
approximately €240 billion (8% of GDP).

Fourth, the BdF holds a portfolio of EA debt setiasi not related to the implementation of
monetary policy, including Employee Reserve Fuadsart of which are likely French medium-
and long-term sovereign debt securities. As the &oifs not publish detailed information of its
holdings of France’s sovereign debt securitiesestenate the BdF's holdings of negotiable bonds
issued by France’s AFT at approximately €630 hillad the end of 2025 (approximately 25% of
total outstanding OATS, or 21.4% of GDP).

Fifth, France still has one of the largest (if titag largest) state-owned enterprise sector among
the EU member states. France’s equity shareholdireggalued in its national net worth accounts at
€678 billion at the end of 2024.

Finally, the BdF holds 2,436 tons of France’s fywdd, valued at €197 billion on 31 December
2024 using the reference prices indicated by thB,E€., 80,733 € per kilogram of fine gold (BdF,
2025).

Thus, if BAF holdings are included in the perimetieconsolidation, France’s public debt held
by the resident private sector and the rest owbidd is significantly lower than the headline gsos
consolidated public debt (Maastricht definitionp@unting to €2,843 billion~y€3,473 billion-
€630 billion) or 95% of GDP at the end of 2025atidition, France’s international reserves and
financial assets are valued at more than €1,100iéh(~ €240 billion + €678 billion + €197
billion) and could in theory be sold to reduce en public debt.

It follows that some observers might take issuéwiir position, arguing that France’s public
debt is not excessive and should not be restrudtgreen the financial options that are in theory
available to the French government. As a mattexample, such observers might propose an
aggressive plan of privatizations.

We challenge such conclusions. Indeed, most imaisgdresent France’s financial position and
public debt levels under a much less favorable Jighd this is why the alternative strategy of
sovereign debt restructuring is suggested in tloikw

To begin with, in the last twenty years, Franceesignced reiterated non-compliance with
European fiscal rules and rising public debt ratiéance’s official budget deficit has been, on
average, 4.6% of GDP between 2002 and 2025, mugérlthan the 3% of GDP threshold set by
the European fiscal rules. France’s fiscal budgétd has been equal or below 3% of GDP (but
above 2% of GDP) in only four years in the receast {2006, 2007, 2018, and 2019). Meanwhile,
its gross consolidated public debt (Maastrichtrdgén) increased from 61.2% of GDP in 2002 to
116% of GDP at the end of 2025 (see Figure 2).

Further, at the end of the second quarter of 2624 ce had a negative net international
investment position of 27.3% of GDP (see TableAhy, its gross external debt was high, at
259.6% of GDP (see Table 1), when compared witerathonomies’ ratios as reported by either
Reinhart et al. (2003) or Manasse and Roubini (20085t but not least, France’s net external debt
was very high, at 42.3% of GDP (see Table 1), wdmmpared with the “tipping point” estimated
by Catédo and Milesi-Ferreti (2014), namely 35% &G beyond which the authors warned for an
increased risk of countries’ external crises (dsdias defaults, debt restructurings or IMF-led
bailouts). Interestingly, the foreign position’sel@oration of the French economy acceleratedén th
last decade (see Figure 3 and Figure 4).

— Figure 3 about here -
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— Figure 4 about here —

Moreover, at the end of 2024, France’s bankingosepbss external debt was very high, at
137.7% of GDP, with 64% represented by foreign dépmr 88.1% of GDP (see Table 1).

Finally, despite an approximately balanced curemabunt {0.6% of GDP), France’s goods
trade deficit has been 2.2% of GDP on average leet\@2807 and 2024 (Eurostat, 2026). Indeed,
several of the major France’s industrial goodst@echave been facing increased competition from
Germany, China, and other Southeast Asia economies.

3. Grounds for intervention

The sum of the above considerations clearly calisntervention. Unfortunately, the available
evidence (IMF, 2010, 2023) shows that fiscal aitsteolicies would represent a drag on economic
growth and would prevent the French government fadimpting more expansionary fiscal policies,
such as infrastructure spending, aimed at reduompgrt dependence while raising international
competitiveness and economic growth.

Given France’s fiscal imbalances, it is necessaigéntify policy instruments that represent a
viable alternative to the “new Washington consehpoficies that have been widely adopted,
unsuccessfully, by center-left and center-rightegaments of EA member states in the past decades
(Rodrik, 2002). That is, a progressive governmeshimng to adopt a more expansionary fiscal
policy within the context of the EA framework musinsider an alternative policy instrument that
provides fiscal space in the short term. Furthes, policy instrument must be relatively sovereign
in the sense of not relying on the support of exdkeactors, be them the markets or EU partners. We
will show how public debt restructuring could all@anew government to implement progressive
fiscal policies, within the context of the EU-EAfmework and related fiscal rules.

We believe that France’s public debt should bewegired on the following political, economic,
and social grounds:

(1) On political grounds, a potential electoral shiftivards more progressive political forces
must allow the adoption of economic policies tlegdresent a break from the austerity
strategy of recent decades (Andini and Cabral, R0t#at is, a progressive government with
a fresh electoral mandate should be able to adopgtgssive economic policies in the
context of its 4-year electoral cycle. Progresgi@genomic policies must be capable of
showing results to a wide segment of the populatidhe short term, implying the existence
of fiscal capacity, particularly in the contextinlependent monetary policy and the lack of
last-resort lending in the EA. In the case of Fearogressive policies are only feasible if
the austerity strategy of the last two decadebamdoned, while some fiscal capacity is
made available in the very short term, i.e., lassittwo years. Public debt reprofiling is a
policy instrument that fulfills the above requirems

(2) On economic grounds, various arguments can beopwtfd. First, the fiscal austerity
strategy (see footnote 1) has failed to reduceipudlebt ratios and has weakened economic
growth (Andini and Cabral, 2012; IMF, 2010, 2023¢cond, France’s public and net
external debt levels are very high, and there eo@igg doubts about France’s debt
sustainability. Third, France’s growth has accdtan the past after episodes of public debt
reduction (Piketty, 2014a; 2019). And finally, Feargrowth prospects would likely improve
by using fiscal capacity to adopt pro-growth pa@assisuch as to increase infrastructure
investment aimed at import substitution.

(3) On social grounds, the percentage of people innpueFrance has grown between 2007
and 2023, reaching a peak of 15.4% or approxim&ehjllion people. Inequality has
increased. The fiscal austerity strategy that wanéldequired to significantly reduce France’s
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public debt ratio or merely stabilize it — shouldé successful in achieving recurring
primary budget surpluses of at least 1% of GDFs@@gested by Blanchard, 2024) — would
dramatically aggravate social conditions in Framceaddition, clearly, we believe it is
questionable whether such a policy approach wautdesed in achieving the desired budget
outcomes, given the past failure to do so.

An ambitious restructuring of France’s public demthieved exclusively through public debt
reprofiling (Edelen et al., 2012; Buchheit et aD15; Cervantes et al., 2020; Andini et al., 2026b)
would leave France with some fiscal space to aldgstrestrictive fiscal policies.

Moreover, it would be a policy option which, in ¢aast with other suggested alternatives, would
allow France to rapidly reduce its net externaltdedm its current very high levels.

Our proposed public debt reprofiling would imprdtie present value of France’s net
international investment position by 22.9 p.p-404% of GDP (see Table 1), balancing its net
international financial position, while more thaa\hing the present value of France’s net external
debt to 19.3% of GDP (see Table 1).

4. Data

Our main data sources are the Banque de France,(®@Hnstitut National de la Statistique et
des Etudes Economiques (INSEE), the Agence Frarésoi (AFT), the European Commission
(EC) and the Eurostat.

We use BdF data on France’s net international invexst position as well as gross and net
external debt levels. We use EC and INSEE datdydimgy EDP data, on the budget deficit, primary
budget deficit, and gross consolidated public dstatastricht definition). We also use INSEE data
on France’s national net worth accounts to estirRedace’s gross non-consolidated public debt. We
use BdF data to estimate the aggregated monetenydial institutions’ balance sheet components
and gross external debt. We use AFT data on Freimatt-term debt securities (BTFs) as well as on
medium- and long-term bonds (OATS) to estimateptiesent value of pre- and post-restructuring
tradable public debt. In particular, the AFT dal@ypa key role for the estimation of the effects of
the proposed public debt reprofiling (see Sectipn 5

Unless otherwise stated, we use December 202%data published by authorities or estimated
on the basis on the most recent published data.

5. Public debt reprofiling

In this Section, we show how to restructure Frampablic debt. In addition, we propose both a
debt relief sensitivity analysis and an evaluatbpost-restructuring debt sustainability.

5.1. Debt exchange offer without menu options

Nearly all of France’s public debt is governed bgrich law and jurisdiction. Thus, following a
seminal proposal by Buchheit and Gulati (2010) anguie that the preferred approach to restructure
France’s public debt is through changes in domésivc even after the introduction in the EU, and
in France by extension, of standardizadlective Action Clauses — called euroACs — in 2013.



These clauses require voting majorities or supgomntias to change debt contracts’ reserved
matters, namely payment terms.

The euroeACs are often seen as limiting the ability of the rbenstates to unilaterally
restructure sovereign debt contracts based on lawahnd jurisdiction (Gelpern and Gulati, 2013;
Andini et al., 2026b). However, as argued by Weidiem(2019), the eurcAcCs are but feeble
attempts to contractually restrict the theoreticalhbounded limits of sovereign law making. Thus,
following Weidemaier (2019), we will assume thatviuld be feasible to restructure France’s public
debt through changes in domestic law (Buchheit@uiti, 2010), discussing risks and limitations
of the approach in Section 6.3.

We now characterize in detail the proposed debkewdr Table 2 summarizes France’s stock of
gross non-consolidated public debt. It also defthesnominal amount of public debt that would be
subject to restructuring.

— Table 2 about here -

We propose that a public debt reprofiling law skiooffer to exchange existing gross non-
consolidated public debt at the end of 2025 witmimal value of €3,693 billion (123.4% of GDP)
for New Treasury bonds (in French, “Nouvelles ofiligns assimilables du Trésor” or NOATS) with
identical nominal value, i.e., no haircut of pripai, 0.5% coupons, and maturities extended by 10
years (in the case of BTFs) or 20 years (in the cA©ATs and remaining gross non-consolidated
public debt).

We exclude from the public debt restructuring apprately €469 billion (15.7% of GDP) of
certain categories of the general government groesconsolidated debt such as state, local and
social security’s, including commercial creditsaimid impacting on the normal functioning of the
general government (e.g., the payment of socialrgggensions and public employees’ wages).

We propose that the debt exchange offer shoulebb®ualsory and not bound by creditor vote
(Zettelmeyer et al., 2013). With the exchange by debt securities of France, all existing gross
non-consolidated French public debt subject teettehange offer should be made legally void and
electronically eliminated following the expiratioh the exchange offer. Other approaches more
consentaneous with voluntary participation wouldgbssible, but we find it unlikely that France
would be able to obtain the voluntary consent sfipermajority of creditors to fully comply with
the restriction imposed by the eutacs on changes to reserved matters’ clauses.

To estimate the effect of the debt workout on tresent value of France’s public debt, we use a
discount rate from the perspective of France, tiverign debt holder, rather than that of the
creditors (Sturzenegger and Zettelmeyer, 2008; #iredial., 2026b). Consequently, we use France’s
average nominal growth rate in 2016-2025, i.e. 3.4%4he discount rate for assessing the present
value of France’s public debt pre- and post-resainirg. In our view, this average nominal growth
rate is an appropriate indicator for France’s capac pay back debt through future economic
growth. Pre-restructuring, this discount rate wdugdhigher than the market discount rate, which we
estimate at 2.7%Post-restructuring, the market discount rate wanitially become significantly
higher than 3.1% (Sturzenegger and Zettelmeye@R2@dit we believe that the market discount rate
would in due course significantly fall and convetge rate close to the discount rate we assume in
our estimates. In any case, we consider that wevaneanted in adopting a 3.1% discount rate, as the
determining factor for a successful sovereign desiructuring is the actual sovereign debt holder’s

% In November 2021, EA member states agreed todntre aggregated single-limb voting in e@Acs to become
effective following the ratification by all membstates. However, Italy has not ratified the agregnget, with the
Italian parliament’s lower house voting againshiDecember 2023. Thus, EA sovereign debt secsiiatracts do not
yet include aggregated single-limb voting as ofwhiting of this paper.

* We define the pre-restructuring market discoutt & the rate yielding a present value identié#hé nominal
value of France’s gross non-consolidated debtl#édor restructuring.
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capacity to pay (Sturzenegger and Zettelmeyer, R@0& not the markets’ evolving perception of
the sovereign risk (see also Section 5.2).

— Table 3 about here -
— Table 4 about here -
— Table 5 about here -

Table 3 provides the present value of France’sipueabt and expected cash-flows in the next
decades, pre-restructuring. Table 4 summarizesfthet of the debt reprofiling on the present value
of France’s public debt and future associated dlasts. Table 5 estimates the effect of the debt
workout on France’s government net and gross bangpvequirements.

We estimate that the present value of France’ssgros-consolidated public debt subject to the
restructuring would be reduced to €2,059 billior68r8% of GDP, representing a haircut of 43.1%
relative to the present value at the end of 2085 restructuring (see Table 4). This would leawee th
present value of France’s gross non-consolidatet deluding the debt not subject to restructuying
at €2,528 billion (84.4% of GDP), i.e., some 52.2. pof GDP lower£ 136.6%- 84.4%) than the
present value at the end of 2025, pre-restructyseg Table 4).

We estimate that the present value of France’ssgrossolidated public debt — what we here
consider as our post-restructuring Maastricht esjeivt definition — would be reduced to €1,924
billion or 64.3% of GDP. The present value of Feiadvaastricht debt would fall from 113.5% to
64.3% of GDP (see Table 3).

We consequently estimate that France’s governnmégrtaist expenditures would fall from €67
billion in 2025 to approximately €17 billion in 26ZTable 5). In the same period, France’s budget
deficit would fall from 5.5% to 3.4% of GDP (seebl@5). New issuance and gross borrowing
requirements of medium- and long-term debt seesritrould fall from around 11.6% of GDP in
2025 to 3.4% of GDP in 2026, as the payment of rabste principal would be delayed by 20 years
(see Table 5).

Importantly, France’s government would be ablesstnucture its public debt without the
recourse to external official lending. This woulctar because the proposed debt restructuring
would drastically reduce France government’s ghmssowing requirements for a period of 20 years
(see Section 5.4). Pre-restructuring, the avenagddit interest rate of France’s general governtmen
debt is 2%. Post-restructuring, we assume thatceramuld be able to issue NOATSs at the average
implicit interest rate of 3.5% — possibly, with lewaverage maturities than pre-restructuring —,
given its improved financial prospects and very [gnss borrowing requirements of 3.4% of GDP
in 2026 (see Table 5). If necessary, initially,&@ could also use its liquid financial assets to
finance its post-restructuring gross borrowing reguents.

— Table 6 about here -

Table 1 shows that the proposed sovereign delstiodsting would reduce the present value of
France’s net external debt from 42.3% to 19.3% DPGTable 6 presents the estimated impact of
the debt restructuring on interest payments onderargross external debt, namely France’s primary
income balance would see the general governmeaéidyyinterest outflows fall by €28 billion. This
would also contribute to lower the implicit intereate on France’s external debt by 0.4 p.p. from
3.2% to 2.8% (Table 6), which would contributergprove France’s net external debt dynamics,
particularly if accompanied by a public investmprdgram aiming at faster nominal growth through
import substitution.

Our proposal would reduce the implicit intereseraih public debt by 1.5 p.p. from 2% to 0.5%
(see Table 3 and Table 4), also reducing the imphiterest rate on gross external debt from 3.8% t
2.8% (see Table 6¢eteris paribusThe reduction in the implicit interest rate oe tjross external
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debt in combination with more rapid nominal growftillowing the adoption of less restrictive fiscal
policies, would improve France’s net external dijbtamics.

5.2. Debt relief sensitivity analysis

In this Section, following Zettelmeyer et al. (20,1®e estimate the debt relief using different
assumed discount rates. We focus on the stockguftiaéle French debt securities (BTFs, OATs
and NOATS), for which maturities and coupons arevkm. Our results are similar to those for the
entire stock of France’s public debt.

Zettelmeyer et al. (2013) estimated the 2012 Gdsdit exchange present value reduction using
pre- and post-restructuring secondary market yjeldsvell as discount rates of 3.5%, 5%, 8%, and
15.3%. They argued that the rate of 3.5% couldaienalized by using the perspective of the
official sector lenders (the IMF and the EU) thatked and financed the Greek government, pre-
and post-restructuring. They noted that 5% wasdteassumed by the IMF in its long-term debt
sustainability analysis, i.e., the discount ratevkoch Greece’s sovereign debt was expected to
converge in the long term, a rate that was apprateiy 1.5 p.p. above the German sovereign debt.

Summing up, Zettelmeyer et al. (2013)’s centraheaste of present value debt relief (62.4%) for
Greece is based on a 5% nominal discount rataifard cash flows. Seen in this light, our
assumption of a 3.1% nominal discount rate in ¢img lterm for France seems reasonable,
particularly in the context of much lower intermetal interest rates prevailing in recent years.
Clearly, estimates of the post-restructuring presatue of France’s public debt should be based on
a lower discount rate than the one used for Greece.

— Table 7 about here -

Our sensitivity analysis in Table 7 shows thatpyassag a post-restructuring discount rate
between 3.1% and 5%, the debt restructuring waegdlt in a present value debt reduction of
between 45.4% and 59%. As mentioned before, threutaiare significantly lower than those
estimated by Zettelmeyer et al. (2013, p. 23) her2012 Greek debt workout.

Despite the sensitivity analysis, as stressed betar view is that the relevant discount rate is
France’s past average nominal growth (3.1%) fondp@n appropriate proxy of France’s ability to
service its public debt.

5.3. Debt exchange offer with menu options

It would be possible to design a sovereign excharfiige with menu options, namely by
arbitraging between the discount rate that shoeldded by the sovereign debt holder and the
different discount rates of France’s creditors.

Consider a scenario where creditors discount retstred French debt at 9%, while the sovereign
debt holder uses a 3.1% rate. This divergenceliratian creates fiscal space for alternative
exchange terms. Thus, alongside a default reprgfdiffer, it would be possible to propose menu
options featuring principal reduction paired withmhediate or short-term repayment schedules
(ranging from cash settlement to maturities of tnfve years).

— Table 8 about here -

Table 8 shows how the debt workout could be desligvith debt exchange offer alternatives to
the default exchange offer terms. The point ofrtieu options would be to offer lower haircuts



from the perspective of creditors with differemhdé preferences and higher discount rates, while
simultaneously attaining higher haircuts from tleespective of the sovereign debt holder.

For instance, for a creditor using a 9% discoutd, ran exchange offer with a 60% cut to
principal, one-year maturity, and no coupon paymenould offer higher present value (haircut of
50.2%) than the proposed default exchange offerciiiteof 75.9%), while offering the sovereign
debt holder, from its perspective and discount, r@t® a better present value reduction (haircut of
60.3%) than the proposed default exchange offerciitaof 45.5%).

From the perspective of France, a key challengdduvoei to ensure the refinancing of a
significant amount of sovereign debt shortly afestructuring, namely through the recourse to
financial markets. Thus, the exchange offer mertiong should be designed to propose increased
reductions to principal, the shorter the maturityhe post-restructured debt. For example, France
could offer a 75% cut to principal, but immediatgyment terms, for creditors that prefer to
voluntarily exchange French restructured long-tdeht securities for cash. France could offer a
50% cut to principal for two-year maturities (hairof 42.9% for a creditor with a discount rate of
9%), and so on.

Alternatively, for creditors with low discount rateuch as life insurance funds, France could also
offer higher coupons or higher principal paymentaturity. Such an offer could be made to those
creditors willing to exchange their holdings of keca’s sovereign debt bonds for NOATs with
maturity extension longer than 20 years (e.g.,/3@0oyears). This would protect and benefit those
savers.

Since France has liquid holdings it could selldash, the offering of alternative exchange
options (that arbitrage between the discount nasesl to calculate the present value of post-
restructured debt) would allow France to more rfgpieduce the present value as well as the
nominal value of its restructured debt while insiag the voluntary participation of creditors ieth
sovereign debt restructuring, allowing these coedito self-select among the offered post-
restructuring sovereign debt securities (NOATSsading to their preferences.

France could also consider menu options for retaédstors in its sovereign debt. For instance, it
could foresee a special debt-restructuring exchaffge with improved present value for the first
€100,000 of creditors’ savings. This would resnlailower present value debt reduction but may be
warranted on political and social grounds.

5.4. Post-restructuring debt sustainability analys

As pointed out in Section 1, the EC forecasts fnahce’s public debt will rise by 27.2 p.p. from
115.3% to 142.5% of GDP between 2025 and 2035 cuhent austerity strategy, in following with
the EU fiscal rules, is likely to be a drag on Fe@s economic growth for decades going forward
(Andini and Cabral, 2012; IMF, 2010, 2023). We bed that the current strategy based on pursuing
repeated primary budget surpluses for an extendaddis not viable. To help illustrate and support
our argument, this Section proposes a post-restingtdebt sustainability analysis showing that,
even after the very significant reduction in thegant value of France’s public debt that we propose
fiscal consolidation would still be quite demanding

— Table 9 about here -
Table 9 summarizes the analysis. Following the psed debt restructuring, we estimate that

France could raise its trend nominal growth raté%g through a fiscal policy far more
accommodative than the currently envisioned.
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Post-restructuring, we estimate that the nominglicit interest rate on France’s stock of public
debt would initially drop to 0.5% and gradually iease to 1% by 2035As a result, a differential
between the nominal implicit interest rate andrtbeninal economy’s growth rate of, on average,
3.25p.p. €4.0-(1/2) x (0.5 + 1.0) ) could be achieved leetw2026 and 2035 (see Table 9).

This means that, in the post-restructuring yeara¢e could run primary budget deficits of
around 1.4% of GDP and still manage to reduce ¢timeimal value of the gross consolidated public
debt (Maastricht definition) by 19.3 p.p. to 96. 8%GDP by 2035 (see Table 9), rather than the 27.2
p.p. increase in this ratio forecasted by the HI2%2). In these conditions, it would be possible to
stabilize the present value of the gross cons@alptiblic debt (our Maastricht equivalent measure)
below 70% of GDP until 2035 (see Table 9). Postrueturing, we estimate recurring nominal
budget deficits of, on average, 2.2% of GDP betw2&t6 and 2035 (see Table 9).

Despite a debt reprofiling resulting in a largeustibn in the present value of the Maastricht
public debt, the above scenario would still reqairgermanent fiscal consolidation effort of 1.9% of
GDP. That is, the primary budget deficit would h&wémprove from 3.3% of GDP in 2025 to 1.4%
of GDP, on average, between 2026 and 2035 (see Babrhis fact is illustrative of the fiscal
challenge faced by France to put its public debd sastainable path.

The proposed debt work through public debt regrgfjlwhile continuing to require a very
sizable primary balance improvement, would allowarfée to avoid most of the fiscal contractionary
policy that would be required to stabilize Frangaiblic debt dynamics under the current austerity
strategy. The above-mentioned fiscal consolidatmuld be achieved by implementing Piketty’s and
other economists’ suggestions of a wealth taxadionng to raise between 0.5% and 1% of GDP,
yearly.

6. Discussion

In this Section, we discuss our proposed restrugdun the light of the historical precedents,
the ECB’s stance, the legal hurdles, the impadtanking and insurance, as well as the alternative
of a progressive tax on net wealth.

6.1. Historical precedents

We believe that France would be warranted in adgpinilateral debt restructuring to address its
public and external debt overhang. Debt reprofisegms a feasible and justifiable policy option,
given France’s past fiscal and macroeconomic perdoce.

We note that there are important precedents foadoption of drastic economic policies, such as
sovereign debt restructuring, in the context okesevnacroeconomic distress. Some examples of
earlier drastic interventions can be enumeratddlisvs: i) the debt restructurings following major
wars; ii) the Roosevelt’'s 1933-1934 confiscatiomgold and his administration’s restructuring of
private and public debt through a 40.9% devaluabioime dollar against gold; iii) the Nixon
administration’s abandonment of the gold standartbi71; and iv) the recent Trump
administration’s unilateral tariffs.

® Pre-restructuring, we estimate the nominal implitierest rate on the stock of France’s publictd®taastricht
definition) and medium- and long-term debt secesiffOATS) at 2.01% and 2.34%, respectively. In ploist-
restructuring debt sustainability analysis, we assthat following the debt restructuring Franceldassue new
medium- and long-term debt securities (NOATs) —hvghorter average maturities than pre-restructuringt a
nominal implicit interest rate of 3.5%, on averagetween 2026 and 2035. Our results are robushatl sariations in
this parameter.
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Although all these policies are responses to diffemacroeconomic environments, their
effective implementation proves that the problenpuwiflic and external debt management is crucial
and that, under certain circumstances, the solati@imajor problem requires a drastic intervention

6.2. ECB’s stance

Our proposed approach, based on debt reprofilidgnancut to principal, is designed to protect
the Eurosystem from mark-to-maturity accountingéss Yet, the Governing Council of the ECB
would likely oppose the proposed restructuring ian€e’s sovereign debt. It follows that the ECB’s
response is one of the key challenges to the usardfamework either by France or any other EA
sovereign member state.

In the 2012 Greek debt restructuring, the ECB riatgat a sweetheart deal in the form of a pre-
exchange offer swap, which protected the Eurosy$tern losses on the Greek restructuring of
some €205 billion of tradable public debt (Zetteyereet al., 2013; Buchheit and Gulati, 2018).

In 2015, when quantitative-easing interventionsensarted, the ECB assured the markets that
its acquisitions of EA member states’ public dedatusities would be made gari passuterms, that
is, the Eurosystem would be subject to identicathteas other creditors in the event of a member
state’s sovereign debt restructuring.

Note that according to the PSPP and PEPP rules,0d28¢ risk of losses on member states’
holdings remains with the national central bankug;H-rance’s proposed debt reprofiling would
foremost negatively affect the BdF's valued-at-neamet worth, the BdF's profitability and net
seigniorage transfers to the French Treasury (Arial., 2026a). That is, it would have a
negligible effect on balance sheet and net wortth@fEurosystem as a whole (8%).

In fact, provided that the Eurosystem holds €6@itohiof OATs (see Section 2) and assuming a
haircut of 75.9% (see Table 7), the public debta®jing proposed in this paper would result in
financial losses for the Eurosystem of approxinya€dlO billion & 8% x €665 billion x 75.9%).

This would be a relatively small loss for the Ewysiem as a whole.

Nonetheless, France’s debt restructuring wouldddigally highly contentious. It could be
argued that it would damage the reputation of 68 Fparticularly given contagion fears to other
member states’ sovereign debt markets and riskesthbilization of the currency union. Despite the
2012 Greek precedent (Zettelmeyer et al., 2013;jmd al., 2026b), the ECB could even argue that
a French debt restructuring would violate the “addut” clause of the EU treaties.

The potential for these reputation losses creagtoag incentive for the ECB to oppose a
restructuring of France’s public debt and to pref@utions that involve financial assistance and
fiscal transfers rather than debt write-downs. fidesons for this preference can be summarized as
follows. First, the ECB might be concerned aboetttireat of reemerging fiscal dominance in the
EA. Second, the ECB might see the assistance agortunity to increase its relative power in EA
policy making. Third, the ECB would be mindful dietimpact of France’s debt reprofiling on the
EA’s financial stability, given the importance aside of France’s largest banks.

As a matter of fact, the ECB holds powerful toa@®bstruct the implementation of a debt
restructuring by France, as it could in theory agelthe French banks from access to the
Eurosystem and not accept the restructured Fremareign debt securities as collaterals in
refinancing operations.

However, being the second largest EA economy, leraas significant political leverage in EA
policy making, including in the Governing Counciltbe ECB. In addition, France’s proposed
adoption of a public debt reprofiling, with no lessto principal and the fact that risk borne by the
Eurosystem concerns only 8% of the total holdingsrench debt securities, would improve
France’s ability to negotiate or to impose the debtructuring to the ECB and its European
partners. That is, France would be better positildhan other member states to implement a
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unilateral sovereign debt restructuring, as itinase political clout than smaller member states to
influence the ECB’s posture vis-a-vis a potentralateral debt workout.

6.3. Legal hurdles

We focus on two main types of legal challenged&ounilateral approach proposed here: the
creditors’ protections related to either constdanél rights or international conventions and the so
called eurocAcCs (see Section 5.1).

Fundamental individual rights are typically progztin Europe at a higher juridical level than
ordinary law. Such a protection could be used legitors to neutralize the effects of a restructirin
law. In other words, creditors might claim a restaiing law not being in compliance with
constitutional rights and international conventidb$ollows that a key point is whether such claim
would succeed in court or not. On this specificggrecedents show that the answer is “probably
not”.

For instance, a 2016 sentence by the European Gbdriman Rights (Mamatas & others vs.
Greece) established that the 2012 Greece’s dehaage offer did not violate property rights.
Among other elements, the offer was judged to fardalance between public interest and
individual rights. And, the adopted measures weteconsidered to be disproportional. They were
seen as a reasonable compromise of conflictingsgpatticularly in the light of the normal risk
associated to a financial investment.

Regarding th&ACs in general, these clauses are usually seencamaof obtaining consent
from a majority of creditors to a debt restructgrithus addressing coordination problems in debt
workouts. Putting it differently, they are normadlgen as a useful instrument to prevent creditor
holdouts from sabotaging well-intended restrucwsiof over-indebted countries, through litigation
(Gelpern and Gulati, 2013; Buchheit and Gulati,&04/eidemaier, 2019). ThusACs in general
are considered as a key element for an orderlyremredebt restructuring, facilitating the resabuti
of sovereign debt crises and avoiding long-terigdtion (IMF, 2021).

Unlike thecAcCs in general, the euroACs have been widely seen as limiting the membegstat
ability to unilaterally restructure their sovereigebt (Gelpern and Gulati, 2013). These clauses wer
included in the legal debt contracts of membelestategotiable debt issued from 2013 onwards. In
practice, prior to 2013, negotiable sovereign delourities of the EA member states, issued in local
law and jurisdiction, basically offered no enforaahprovisions. Thus, creditors had little legal
recourse, should a sovereign debt holder choossstaucture its sovereign debt through changes in
domestic law (Buchheit and Gulati, 2010). Instester 2013, the eurcACs made unilateral
restructuring based on changes in domestic law fnaught with risk of litigation in national and
international courts as well as arbitrationa.

There are, however, a couple of points that shbelthade in this respect. On the one hand,
Weidemaier (2019) has stressed that the eas are an artifact that is likely to be powerlesthim
face of the capabilities of sovereign domestic faaking, allowing for the design of legal
workarounds to the restrictions created. On therdtland, the IMF (2013, 2021, 2024) has
developed criteria to justify sovereign debt resining. In particular, prior to any IMF bailouhd
IMF has developed the practice of performing a seiga debt sustainability analysis. And, the IMF
itself has advocated for a preemptive sovereigi aedructuring, should the public debt be
considered unsustainable.

While following years of advice against any sorpablic debt restructuring, the above view has
gained strength in IMF circles. Indeed, some adjesit programs of the past have been even
gualified as ineffective due to “too little and tade” implementation of sovereign debt
restructurings (e.g., IMF, 2013, p. 1).
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In conclusion, a unilateral restructuring of Fraes®vereign and external debt could be
grounded on unsustainability reasons, given Franuast failed attempts at consolidating its fiscal
and external accounts. Nonetheless, the proposedesgn debt restructuring would probably entail
reputational risks for France and would likely féegal challenges.

In the light of such conclusion, a few additionahsiderations seem to be in order. First, we
point out the accomplishment of the Greek soverdegst workout (Zettelmeyer et al., 2013) on
harsher restructuring terms (62.4% present valbe reééief, with a 5% nominal discount rate) than
those proposed here for France (59% present valierelief, with a 5% nominal discount rate).
Second, we believe that both the political clouFance and the proposed terms of reprofiling
would make legal challenges less likely to sucdbad the unsuccessful challenges to the Greek
restructuring.

6.4. Impact on banking and insurance

According to the AFT, the French banking and insaeasystems each hold approximately 10%
of France’s negotiable debt amounting to €2,77dbhilor 92.7% of GDP at the end of 2025 (see
Table 1), i.e., each sector holds French sovemgiph amounting about 9.3% of GDP. Most of this
debt is held to maturity and appraised at costsTthe impact of the proposed public debt
reprofiling on the aggregated balance sheet oFteach banking and insurance systems would
likely be manageable. This is particularly truspgcial accounting rul®gor the sovereign
restructured debt securities (NOATS) are introdupedt-restructuring. However, the reprofiling
would have some impact on revenues, profitabilitgt Bquidity because of the reduction in
sovereign debt coupon payments and the extensiomiuarities.

Given France’s aggregated balance sheet of tharaaskstem and gross external debt, of 326%
and 137.7% of GDP at the end of 2024 (see Tablegpectively, the impact of the sovereign debt
restructuring on the French banking system wouttstitute one of the main challenges to the
proposed debt restructuring. This occurs becawesitors might fear the so-called “sovereign-bank
debt nexus” (Farhi and Tirole, 2018) and this migiigicipitate a run on the French banking system
deposit and wholesale liabilities.

The above fear could be addressed, without furtreasures, through a stated commitment by
the French government to recapitalize or even tiomalize the domestic banking system as well as
through a stated commitment by the ECB to intenana lender of last resort. As the latter is
unlikely to materialize, we focus on the former.

Using the same discount rate as the sovereignhaddber (3.1%), our estimates suggest that the
French negotiable debt would be reduced from €2(G@&2,477 billion (Table 7). That is, fully
accounting for the impact of the sovereign debirueturing on the French banking system’s
aggregate balance sheet would imply acknowledgimgsent value loss of approximately 4.2% of
GDP & 9.3% x 45.5%). Thus, the French government caddpitalize the French banking system
by issuing NOATSs with long maturities (e.g., 30 i®aand a present value of 4.2% of GDP. This
would result in marginally higher sovereign delitamand trajectories.

Yet, the French authorities could adopt an addiiomeasure — a systemic resolution of the
French banking system — should the run on the Fréaoking system prove too significant. For
lack of space, we do not explore this policy opiiodetail in this paper. Yet, a systemic resolutio
of the banking system would allow France to restngcits banking system’s aggregated liabilities,
reducing interest outlays and potential capitaflows, while recapitalizing banks. Focusing on the
case of Portugal, Andini et al. (2026b) discussxample of how a systemic resolution of the
banking system could be designed in the EA.

® An example is the introduction of guidelines maintathe market valuation of the French public dedaturities
held for transaction at their present value witliszount rate set from the perspective of the ssgardebt holder.
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6.5. Progressive net wealth tax

In this Section we do not address the debate omdrés of a net wealth tax, even though we
believe it would be a useful instrument to raiser&venues and reduce public debt. Instead, our
focus is on whether a net wealth tax could coristiaun alternative to a sovereign debt workout of
the type proposed in this paper.

We argue that a strategy limited to a progressetenealth tax (Piketty, 2014a, 2019) has three
key disadvantages vis-a-vis the proposed sovedgbhrestructuring.

First, unlike the proposed debt reprofiling, a pesgive net wealth tax imposed annually would
not sufficiently reduce France’s public debt. Tisathe annual tax receipts raised through
progressive net wealth taxes are typically belds®®of GDP (OECD, 2018; Enache, 2024). Thus,
the adoption of recurring progressive net wealdesaalone would not allow the abandonment of an
austerity strategy and the adoption of a lessicéist fiscal policy in the short run. A large one-
time net wealth tax on specific categories of nm&ricial wealth — for instance, a 10% tax on bank
deposits exceeding €1 million — also does not aidtiee above referred problem, as it would
again result in a smaller public debt reductiomttiee proposed sovereign debt reprofiling.

Second, and more importantly, unlike a soveremgnt vorkout, a progressive net wealth tax
would not contribute to reduce France’s net exiedtebt. This happens because France’s ability to
tax non-residents is limited in the context of Hi¢ and bilateral treaties on double taxation
agreements. Thus, if only French residents areestitip a wealth tax, France’s net external debt
would remain at the current problematic high leaxn though France’s public debt would be
reduced. The lack of reduction in France’s netregledebt would constrain the French
government’s ability to adopt a more expansionayal policy, as a more rapid growth of the
French economy vis-a-vis its main trading partwessld result in the further deterioration of its ne
external debt position.

Finally, there is some evidence that very wealttxygayers employ aggressive fiscal planning
strategies to avoid taxes on net wealth (Enach®4)2n this context, we note France’s abrogation
of its net wealth tax in 2018, and its replacenwveitit a real estate wealth tax for residents and non
residents with real estate valued at €1.3 milliomore (OECD, 2018; Enache, 2024). We also note
several other European countries’ abrogation af tiet wealth taxes between 1994 and 2007.
Though a few countries continue to tax certaingates of wealth, only four OECD countries
(Spain, Switzerland, Norway, and Colombia) stilpmse a net wealth tax (Enache, 2024).

It is precisely because of the aggressive tax jphgnissue that several authors, including Piketty
(2014a), advocate for the coordinated introductibworld-wide progressive net wealth taxes
between 0.1% and 2%, implemented through an iniema agreement. However, given the likely
opposition of powerful interest groups, the prospéar the coordinated adoption of wealth tax by
the developed countries seem low. Moreover, amrnat@nal negotiation process would not result
in the timely introduction of a new wealth tax Bohypothetical new French government with a
progressive electoral mandate.

In summary, we see progressive net wealth taxascamplement rather than as a substitute for
a debt restructuring policy.

7. Conclusions

This paper provides what is, to the best of thb@st knowledge, the first formal investigation
into the necessity and the feasibility of restracig France’s public debt. Our analysis demonssrate
that a sovereign debt workout is not merely a thecal possibility, but a warranted response to
France’s growing economic, political, and socidliclilties.

France’s fiscal position and public debt dynamiagendeteriorated significantly in the last two
decades, with France’s public debt ratio doublm@16% of GDP at the end of 2025. Moreover, on
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current trends, the EC forecasts that France’sipdebt will increase by 27.2 p.p. in the next ten
years, reaching 142.5% of GDP by 2035. Still, maloservers consider that France’s public debt is
sustainable, though high risk, even if they seaarty worried with France’s fiscal prospects. In
fact, there are growing calls for the adoption afcimstricter fiscal austerity aiming at achieving
repeated primary budget surpluses, as if Francenbattied (unsuccessfully) this approach in the
last decades.

France’s worsening fiscal prospects are compoubgiedhigh level of net external debt and a
persistent goods trade deficit. Importantly, theseroeconomic pressures have coincided with a
profound economic and social crisis: nominal grotdls weakened since 1998, while poverty has
climbed to a record 15.4% rate in 2023, leavingilian citizens below the poverty threshold.

In the current situation, placing France’s pubkdtdon a downward trajectory would require
repeated primary budget surpluses for a decadeoos m a fiscal austerity strategy that would
likely further weaken economic growth and aggrasateial conditions.

Importantly, for a government elected with a maadat progressive growth-oriented policy,
debt restructuring becomes a policy option foramaing fiscal policy’s sovereignty. By unilaterally
reducing gross borrowing requirements and inteveays through debt reprofiling, a new
government can create the necessary fiscal spacgtement its program within the constraints of
an electoral cycle and in compliance with the Maelst fiscal rules’ framework. Though such a
compliance choice could be debated, our propodalilsaround the assumption of no open defiance
of existing rules.

While various debt workout models could be congidewe favor a strategic debt reprofiling
model characterized by a haircut of 43.1% of presalue, from the perspective of the sovereign
debt holder using a discount rate of 3.1%.

We show that, even with an ambitious public depta@ling, France’s fiscal prospects and
public debt dynamics would remain challenging. &wlhg a debt workout, France might be able to
reduce the nominal value of its public debt (Maebtrdefinition) by 19.3 p.p. by 2035 (116%-—
96.7%), but this would still require a permanestél primary budget deficit improvement of some
1.9 p.p. each year, to a primary budget deficit.df6 of GDP, yearly, between 2026 and 2035.

This suggests that, even following an ambitiousatenal debt workout, France would not be
able to adopt a fully accommodative fiscal polieg durther fiscal measures would be required, for
instance, based on the introduction of a progresséet wealth tax. However, the public debt
reprofiling would provide critical relief in Fransefiscal consolidation efforts. It would createeth
necessary fiscal space to avoid further drasteafisghtening, allowing for a gradual reduction in
the public debt ratio while preserving the courgrgbility to improve social policies and to
accelerate economic growth.
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Figure 2. France’s gross consolidated public debtra primary budget balance
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Figure 3. France’s net international investment pasion
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Figure 4. France’s net external debt
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Table 1. Macroeconomic policy targets of the publidebt restructuring

Pre-restructuring

Pre-restructuring

Post-restructuring

(Dec. 2024) (Dec. 2025} (Dec. 2025)
(€ billion) (% of GDP)| (€ billion) (% of GDP) | (€ billion) (% of GDP)
General government’s public debt
Gross non-consolidated debt
Nominal value 3874 132.0% 4162 139.0% 4162 139.0%
Present value 4089 136.6% 2528 84.4%
Gross non-consolidated debt subject to restringur
Nominal value 3693 123.4% 3693 123.4%
Present value 3619 120.9% 2059 68.8%
Gross consolidated debt (Maastricht definition)
Nominal value 3305 113.0% 3473 116.0% 3473 116.0%
Present value 3397 113.5% 1924 64.3%
Negotiable debt (BTFs + OATs or NOATS)
Nominal value 2 604 89.0% 2774 92.7% 2774 92.7%
Present value 2707 90.4% 1477 49.3%
General government’s external debt
Gross external debt
Nominal value 1614 55.2% 1690 56.4% 1690 56.4%
Present value 1653 55.2% 1002 33.5%
Net external debt
Nominal value 1465 50.1% 1542 51.5% 1542 51.5%
Present value 1505 50.3% 854 28.5%
Monetary financial institutions
Aggregated balance sheet 9537 326.0p6
Cash and cash balances with central banks 983 6%33.
Equity 630 21.5%
Total deposits 5687 194.4%
Gross external debt 4028 137.7%
Of which, foreign deposits 2577 88.1%
France’'s economy
Nominal GDP 2926 100.0% 2994 100.0% 2994 100.0%
Net International Investment Position (Nominaue) -670 -22.9% -818 -27.3% -818 -27.3%
Net International Investment Position (Preseite)a -130 -4.4%
Gross external debt (Nominal value) 7 304 249. 70 7772 259.6% 7772 259.6%
Gross external debt (Present value) 7735 258.4% 7084 236.7%
Net external debt (Nominal value) 1152 39.49 66 2 42.3% 1266 42.3%
Net external debt (Present value) 1229 41.19 557 19.3%

Source: INSEE (2025), BdF (2025d), AFT (2025), EQ2&t) and authors’ estimates.

* Data for net international investment positiordaross/net external debt are at Jun. 2025.
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Table 2. Gross non-consolidated debt of the genergbvernment, pre-restructuring

2024 2025

(€ hillion, unless
otherwise stated)

1 Gross non-consolidated debt of the general goverhme 3815 4022
2 Direct state administration debt: negotiabletdelgurities 2774
3 Direct state administration debt: deposits efrst of the world 41

4 Direct state admnistration debt: loans 136
5 Deposits of state administration agencies, ladafinistration and social security with the Tregsu 190
6 Currency (coins) 4

7 Local administration non-consolidated (aggredjptgoss debt: loans + debt securities 257
8 Social security non-consolidated (aggregated§gdebt: loans + debt securities 297
9 Other accounts payable (including commerciaditseand accrued interest), state administration 176
10 Other accounts payable (including commercialitseand accrued interest), local administration 60
11 Other accounts payable (including commercialitseand accrued interest), social security 192
12 Equity, investment fund shares and derivatives 37
13 Other liabilities and adjustments N.A.

14 Gross consolidated debt of the general governniaagtricht definition) 3305 3473
15 Gross non-consolidated debt of the general govenh(oer definition) 3874 4162
16 Nominal GDP 2936 2994
17 Gross non-consolidated debt of the general govanhoer definition) (% of GDP) 132.4% 139.0%
18 Gross non-consolidated debt not subject to the @situcturing process (=6 + 9 + 10 + 11 + 12) 469
19 Gross non-consolidated debt subject to the deburtsring process (=2 +3+4 +5+7 + 8) 3693
20 Gross non-consolidated debt subject to the debtaring process (% of GDP) 123.4%

Source: INSEE (2025), BdF (2025c¢), EC (2025c) artdas’ estimates.
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Table 3. Cash-flows and present value of the grosen-consolidated debt of the general
government, pre-restructuring

2026-2072 2026 2027 2028-2030 2031-2040  2041-2052051-2072

(€ billion, unless otherwise stated)

Gross non-consolidated debt subject to restrugurin

Nominal value 3693
Discount rate 3.1%
Nominal value of principal cash-flows 3693 600 441 1086 1094 246 227
Nominal implicit interest rate (% of nominal value) 2.0%
Nominal value of interest cash-flows 83 69 151 219 83 35
Total nominal cash-flows 683 510 1237 1313 329 262
Present value of gross non-consolidated debtsbgstructuring 3619 683 494 1135 1019 183 104
Present value of gross non-consolidated debtsbgstructuring (% of GDP) 120.9%

Nominal value of gross consolidated debt (Maastdgtinition) 3473

Nominal value of gross consolidated debt (Maastgtinition) (% of GDP) 116.0%

Present value of gross consolidated debt (Maaseighivalent) 3397

Present value of gross consolidated debt (Maaseighivalent) (% of GDP) 113.5%

Source: INSEE (2025), BdF (2025c), EC (2025c) artHa@s’ estimates.
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Table 4. Cash-flows and present value of the grosen-consolidated debt of the general
government, post-restructuring

2026-2092 2026 2027 2028-2030 2031-2040 2041-205051-2070 2071-2092
(€ billion, unless otherwise stated)
Gross non-consolidated debt subject to restrugurin
Nominal value 3693
Discount rate 3.1%
Nominal value of principal cash-flows 3693 0 0 0 206 1921 1340 227
Nominal implicit interest rate (% of nominal value) 0.5%
Nominal value of interest cash-flows 504 24 18 55 181 153 65 8
Total nominal cash-flows 4198 24 18 55 387 2074 1405 234
Present value of gross non-consolidated debtsbgstructuring 2 059 24 18 51 289 1069 558 50
Present value of gross non-consolidated debtsbgstructuring (% of GDP) 68.8%
Present value reduction (haircut)
(Total amount) 1560
(% of present value of gross non-consolidalelt subject to restructuring) 43.1%
Gross non-consolidated debt not subject to restringt 469
Gross non-consolidated debt not subject to restringt (% of GDP) 15.7%
Present value of gross non-consolidated debt 2528
Present value of gross non-consolidated debt (@) 84.4%
Nominal value of gross consolidated debt (Maastugiinition) 3473
Nominal value of gross consolidated debt (Maastuigtinition) (% of GDP) 116.0%
Present value of gross consolidated debt (Maaseighivalent) 1924
Present value of gross consolidated debt (Maaseighivalent) (% of GDP) 64.3%

Source: INSEE (2025), BdF (2025c), EC (2025a) anthors’ estimates
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Table 5. Effects of the debt restructuring on borraving requirements

2024 2025 2026
(€ billion) (% of GDP)| (€ billion) (% of GDP) | (€ billion) (% of GDP)

General government

Interest outlays 60 2.1% 67 2.2% 17 0.6%

Primary budget deficit 110 3.7% 98 3.3% 90 2.9%

Net borrowing requirements, i.e., Total budgdtoite Maastricht EDP) 170 5.8% 165 5.5% 107 3.4%

Gross borrowing requirements 340 11.6% 348 11.6% 107 3.4%
France’s economy

Nominal GDP 2926 100.0% 2994 100.0% 3113 100.0%

Source: INSEE (2025), Eurostat (2025), AFT (20H8),(2025b), EC (2025c) and authors’ estimates.
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Table 6. Gross external debt composition and primarincome balance gross interest outlays,
pre- and post-restructuring

Pre-restructuring

Yearly interest

Gross external debt Gross external debt expenditure lirr?tzlrigistt
4Q2024 2Q2025 3Q2024-2Q2025 rate
(€ billion) (% oftotal) (€ billion) (% of total) (€ billion) (%)

France’s external debt 7 304 100.0% 7772 260.0 232 3.2%

General government 1614 22.1% 1690 21.7% 36 2.2%

Monetary financial institutions 3763 51.5% 028 51.8% 137 3.7%

Bank of France 398 5.4% 472 6.1% 10 2.5%

Other sectors 988 13.5% 1013 13.0% 31 3.2%

Foreign direct investment 541 7.4% 569 7.3% 17 3.2%

Post-restructuring
Gross external debt Yearly interest Implicit _
expenditure interest . Change in yea_rly
2Q2025 302025-2Q2026 rate interest expenditure
(€ billion) (% of total) (€ billion) (%) (€ billion)

France’s external debt 7772 100.0% 218 2.8% 4 -1

General government 1690 21.7% 8 0.5% -28

Monetary financial institutions 4028 51.8% 471 3.7% 10

Bank of France 472 6.1% 12 2.5% 2

Other sectors 1013 13.0% 32 3.2% 1

Foreign direct investment 569 7.3% 18 3.2% 1

Source: BdF (2025b) and authors’ estimates.
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Table 7. Debt relief sensitivity analysis

Assumed discount rate

2.7% 3.1% 5.0% 9.0%
Present value of old debt securities (BTFs + OATs)* 2774 2707 2440 2043
Present value of new debt securities (NOATS) 1614 1477 1000 493
Present value debt relief (% of pre-restructuringspnt value) 41.8% 45.4% 59.0% 75.9%

Source: AFT (2025) and authors’ estimates.

* Calculations are presented for the estimatecksdd®TFs and OATs at Dec. 2025.
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Table 8. Debt exchange offer menu options

Haircut

(% of pre-restructuring present value of nediéialebt securities)

Perspective of sovereign debt holder Perspective of creditors

Assumed discount rate 3.1% 9.0%
1. Debt reprofiling (0.5% coupon, up to 20-year uny extension) 45.5% 75.9%
2. Immediate payment (0% coupon, 75% haircut afqipial) 74.4% 66.1%
3. One-year maturity (0% coupon, 60% haircut ofigipal) 60.3% 50.2%
4. Two-year maturity (0% coupon, 50% haircut ohpipal) 51.8% 42.9%
5. Five-year maturity (0% coupon, 40% haircut ahgipal) 47.3% 47.1%

Source: AFT (2025) and authors’ estimates.
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Table 9. Public debt sustainability analysis, postestructuring

2025

2026

2028

2030 2035

(€ billion, unless otherwise stated)

Assumptions:

Nominal GDP growth rate (20-2035
Nominal implicit interest rate on NOATSs (%)

4.0%
3.5%

Forecasts:
Nominal GDF
Total budget deficit

Total budget deficit ratio (% of GDP)

Nominal implicit interest rate on public debt (&&richt definition) (%)

Interest expenditure

Interest expenditure ratio (% of GDP)
Public debt (Maastricht definition)
Public debt ratio (Maastricht definition) (% oD®)

Primary budget deficit

Primary budget deficit ratio (% of GDP)

Difference between nominal GDP growth rate anehinal implicit interest rate (p.p.)

Present value of public debt (Maastricht equivgle
Present value of public debt ratio (Maastrichtieglent) (% of GDP)

2994 3114 3368 3643 442
165 61 69 78 104
55% 2.0% 20% 21% 2.4%
20% 05% 06% 0.7% 1.0%
67 17 22 27 42
22% 06% 06% 0.7% 1.0%
3473 3535 3660 3820 4285
116.0% 113.5% 108.9% 104.9% 96.7%
98 44 a7 51 62
33% 14% 1.4% 14% 1.4%
3.5 3.4 3.3 3.0

1924 2016 218 2397 3063
64.3% 64.8% 65.3% 65.8% 69.1%

Source: EC (2025b), EC (2025c) and authors’ estignate
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