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The Public Reports of the Cour des Comptes  

- Preparation and Publication - 

    

This Public Report is based on verifications, investigations and 
analyses performed by the Cour des Comptes, assisted by a group of external 
experts. It draws upon information obtained in the course of many hearings 
and consultations, as well as a constant and fruitful technical dialogue with 
the German Federal Ministry of Finance.  

The draft Report was prepared by an inter-chamber unit involving all 
seven chambers of the Cour des Comptes. 

The structure and activity of the Cour des Comptes, as well as of the 
Regional and Territorial Chambers of Accounts, are governed by three 
fundamental principles, which apply to the performance of their verifications 
and investigations as well as to the preparation of their public reports: 
independence, right of rebuttal and collegiality.  

The institutional independence of the financial courts and the 
statutory independence of their members serve to ensure that the freedom to 
perform verifications and draw conclusions is in no way abridged.  

The right of rebuttal implies that all observations and feedback 
stemming from verification or investigation, as well as any subsequent 
observations and recommendations, are systematically submitted to the 
relevant officials of the administrations or agencies concerned.  

 Prior to publication, a draft of the Public Report that the Cour des 
Comptes intends to publish is systematically submitted to the relevant 
ministers and other officials, as well as to any other natural persons or legal 
entities directly concerned. The published Report of the Cour des Comptes 
always includes their replies.  

Collegiality marks the conclusion of each major step in the 
verification and publication processes.  
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For all verifications or investigations performed by the Cour des 
Comptes, one or more Rapporteurs are appointed. Their report, as well as 
their draft provisional or final observations and recommendations, are subject 
to collegial examination and deliberation by a chamber, or similar body, 
comprising at least three magistrates, one of whom shall act as a Counter-
Rapporteur, responsible, inter alia, for ensuring the quality of the checks 
conducted. The same procedure applies to draft Public Reports.  

The content of the draft Public Reports is established, and the 
preparation thereof monitored, by the Public Report and Program Committee, 
made up of the First President, the Prosecutor-General and the Chamber 
Presidents of the Cour des Comptes, one of whom shall act as Rapporteur-
General.  

Lastly, the draft Public Reports shall be submitted for approval to the 
Chamber of the Council, which, chaired by the First President and in the 
presence of the Prosecutor-General, also comprises the Chamber Presidents 
of the Cour des Comptes, the Conseillers Maîtres and the Conseillers Maîtres 
on special duty.  

The collegial bodies concerned, whichever they may be, shall exclude 
from their deliberations any magistrate whose participation is improper on 
ethical grounds, either arising from his present or past functions, or from any 
similar motive. 
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Introduction 

In a letter dated 2 August 2010, the President of the French 
Republic requested that the Cour des Comptes perform a comparative 
analysis of the French and German tax and social security systems, in 
order to assist the respective governments in taking, if deemed 
appropriate, decisions aimed at reinforcing convergence between the two 
countries. The scope of the project was to include all taxes and 
compulsory social contributions, borne by both enterprises and private 
individuals. In its reply dated 13 September 2010, the Cour des Comptes 
set forth the measures taken to include the project in its program of work.  

Although the two countries are close, and often considered to be 
the motor of European construction, no thorough comparison of their tax 
and social security systems had previously been made.  

The Cour des Comptes felt that such an examination must 
necessarily take account of the specific historical, institutional, economic 
and financial context of each country. Not only are their respective 
systems often rooted in a centuries-long tradition, but they are also 
influenced by more global economic, social and political models, of 
which they are a component part. An analysis of their current situation, as 
well as of their future prospects, must thus never lose sight of the main 
characteristics of these models: the unitary or federal structure of 
government, size and structure of the social security system, specificities 
of production and means of financing for enterprises, underlying 
conceptualisations of social justice – these are all structural factors that 
cannot but leave their mark on tax and social security systems. Whilst this 
does not preclude comparison, it does mean that one must exercise 
caution when drawing conclusions. It also implies that one must keep in 
mind the situation with regard to public finances in either country, which 
has a major bearing on the scope of intervention that fiscal policy, in the 
broad sense of the term, enjoys.  

Although a comparison of tax and compulsory social contributions 
may point to differences, or relative advantages in terms of 
competitiveness, efficiency or equity, this in no way implies that one 
system is inherently superior to the other. Indeed, tax policy, by its very 
nature, is dependent on political considerations, and, in particular, on the 
trade-off, in each country, between the three objectives of taxation 
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(effectiveness, equity and efficiency), as well as on the country’s broader 
assessment of the relation between the level of obligatory deductions and 
the effectiveness of the public services offered in exchange.   

The structure and level of tax and social contributions constitute a 
major component of a country’s competitiveness and attractiveness; all 
the more so given that tax competition is a reality, even within the 
European Union. Competitiveness and attractiveness depend on other 
factors as well, such as workforce and infrastructure quality. Therefore, 
although fiscal convergence between France and Germany may seem to 
be a particularly worthwhile avenue to explore, changes to the deductions 
levied would not in themselves suffice to bridge the gaps in 
competitiveness or growth between the two countries.  

The Cour des Comptes performed an analysis of the major 
aggregates in tax and compulsory social contributions. The scope of the 
subject, both fiscal and social, its technicality and the tight time frames 
made it impossible to effect a one-to-one comparison of each of the many 
types of deductions levied. Moreover, their impact on growth, 
competitiveness, income distribution or savings or consumption, is not 
the same. The Cour des Comptes thus opted to focus on the most 
significant categories, and those from which the most lessons could 
potentially be drawn.  

With that in mind, the main categories analysed were the 
following: 1) contributions based on household income, including social 
contributions and the Contribution Sociale Généralisée (General Social 
Contribution – or CSG in its French initials); 2) corporate taxation, 
including the Impôt sur les Sociétés (corporate tax – IS) and the 
Contribution Économique Territoriale (Territorial Economic 
Contribution); 3) taxes on consumption; 4) taxes on wealth and assets 
(holdings, financial income, transmission) and; 5) environmental taxes. 
Other taxes, less significant in terms of revenue generation or impact, or 
certain excise taxes (on tobacco or alcohol, for example) were factored 
into the global comparisons, but not given separate treatment. Neither did 
our analysis explicitly cover the breakdown of revenue collected between 
central government, local government and the social security 
administration, as this was beyond the scope of the task at hand.   

The Cour des Comptes endeavoured to ensure that the comparison 
would meet, to the extent possible, the following four requirements: 1) to 
cover a broad field, and, in particular, include social contributions as well 
as their counterpart services; 2) to avoid an overly detailed one-to-one 
comparison of the two systems, detrimental to an understanding of the 
overall effects; 3) to take account of new developments and dynamics 
over, approximately, the last decade and; 4) not to neglect consideration 
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of the conditions in which the various measures are actually enforced. 
Lastly, the situation in France and Germany was constantly set against the 
backdrop of the rest of the European Union and the euro area, and indeed 
of the OECD, in order not to overstress the differences between the two 
countries, and to highlight points they have in common when compared 
to the other countries.  

In terms of methodology, given the specificities of the subject, the 
Cour des Comptes decided to organise the broadest possible consultation. 
It set up a group of external experts, comprising 16 members (legal 
experts, economists, entrepreneurs) conversant in economic and tax 
matters and in the German taxation system. Their work helped inform the 
Cour des Compte’s inter-chamber unit in charge of drafting the report. 
Many hearings were held, with people whose professions bring them into 
contact with the two tax systems (lawyers, entrepreneurs and directors of 
taxation from groups operating in both countries), representatives of 
national and European administrations, the OECD, as well as a host of 
experts. Specific hearings for representatives of both management and 
labour were also organised by the Cour des Comptes. A meeting was held 
in Strasbourg with five German and French companies. The Conseil des 
Prélèvements Obligatoires (Council for Compulsory Deductions), a body 
affiliated with the Cour des Comptes, whose recent research was drawn 
on in drafting this Report, was also involved. A seminar was held with the 
German Council of Economic Experts (known as the “Five Wise Men”), 
and consultations were held with the Cour des Compte’s German 
counterpart, the Bundesrechnungshof.  

Discussions were held, and working meetings organised, with the 
German Federal Ministry of Finance, designated by the German 
authorities as the Cour des Compte’s interlocutor. The Ministry’s focus 
was narrower, and its time frame longer, than what was set out in the 
letter addressed by the President of the French Republic to the First 
President of the Cour des Comptes. Indeed, the Federal Ministry of 
Finance preferred a joint in-depth project covering corporate taxation 
alone (corporate tax, Territorial Economic Contribution), the result of 
which was to be a joint technical document on the corporate tax base, to 
be ready by spring 2011. 

Since the Cour des Comptes was asked to focus on all tax and 
social contributions, this report is issued under its sole responsibility.  

Pursuant to its public information mission, set out, since July 2008, 
in Article 47-2 of the French Constitution, the Cour de Comptes decided 
that, once its collegial procedure had been followed and the right of 
rebuttal exercised, the result would be published as a Thematic Public 
Report.  
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When it comes to tax policy, neither competition nor convergence 
should be seen as dogmas, nor as ends in themselves. They can only 
constitute objectives if they correspond to the specific characteristics of 
the countries concerned.  

After recalling the salient economic data regarding the two 
countries, from which their tax and social security systems are 
inseparable, as well as the leeway afforded by their public finance 
situation, the Cour des Comptes analyses their compulsory tax and social 
contributions by major aggregates (Chapter I). A detailed comparison is 
then presented for each of the main categories (household income, wealth 
and assets, corporate taxation, VAT and environmental taxation) (Chapter 
II). Lastly, the Report lists the main findings from the comparisons made 
(Chapter III).  
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Chapter I 

 The Characteristics of Taxes and Social 

Contributions in France and Germany 

Any comparison of taxation in France and Germany must start 
from an analysis of the economic, social and financial characteristics of 
each of the two countries (I). Having described the backdrop, this Chapter 
introduces the overall architecture of compulsory tax and social 
contributions (II), and then analyses the taxation of various economic 
aggregates (consumption, labour and capital) (III).  

I  -  Background 

The general economic contexts of France and Germany are 
analysed (A) in terms of competitiveness (B), redistribution (C) and 
public finances (D). This is followed by a brief overview of the various 
forms and consequences of tax competition, a phenomenon observed 
around the world and which is also to be found within the European 
Union (E). 

A - Two Countries which have Followed Diverging 
Economic Trends in Recent Years  

France and Germany’s combined GDP equals half the euro area 
GDP and the two countries are relatively homogeneous from an economic 
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point of view: GDP per capita is close: €26,500 in 2009 for Germany, 
€24,800 for France, in other words significantly more than the European 
Union average. The average annual growth rate was higher in France over 
the period 2000-2010 (1.5 % in France, 1.1 % in Germany) but has been 
higher in Germany in the last few years.  

These similarities should not, however, mask the deep structural 
economic differences or the early signs of contrasting trends, which have 
become apparent in recent times.  

1 -  Different economic structures  

The economic structures in France and Germany are based on 
different models.  
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Graph n° 1 :  Breakdown of Value Added and 
Employment By Branches (2008) 
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Germany is not particularly characterised by its number of 
businesses. As of 1 January 2009, there were 3.6 million enterprises 
(source D-Statis), whereas in France there were 3.1 million (source 
INSEE), which is proportional to the population size.  

On the other hand, the share of industry in the economy is close to 
twice as high in Germany (25.6 % of GDP compared to 13.6 % of GDP in 
France). In France, a relatively higher share goes to agriculture (2 % of 
GDP compared to 1 % in Germany), financial activities and business 
services (33.4 % of GDP against 29.5 %), construction (6.7 % compared 
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to 4 %) and public and community services (24.5 % as opposed to 
22.2 %).  

The share of large corporations is comparable in both countries 
even though France has a slightly higher number of large corporations (23 
out of the 500 largest global companies are French, whereas 18 are 
German2). The German economy is characterised by the number and 
specialisation of medium-sized firms (Mittelstand): there are 
approximately 10,000 medium-sized enterprises (250-5,000 employees), 
while there are 5,000 in France.  

These German firms manufacture quality high-technology products 
and are R&D intensive3; their size and export capacity are superior to that 
of comparable French enterprises and therefore their profitability is 
better.  

Family ownership and management are widespread in Germany as 
well. From the point of view of legal structure, there is a significant 
proportion of partnerships: only 16 % are joint-stock companies in 
Germany, whereas this legal structure represents about half of French 
companies.  

The relationship between investors and companies is characterised 
by an often long-standing personal connection in Germany. Corporate 
financing is traditionally provided by bank loans. For example, in the 
manufacturing sector, bank loans represented 17.5 % of SME liabilities in 
2008 compared to 10 % in France4. It is true that large German 
corporations are turning increasingly to the market for funding: bond 
issues rose from €13 billion in 2000 to €227 billion in 2009. However, 
inter-corporate financing and equity financing continue to play a 
greater role in France.  

                                                 
2 Ranking by capitalisation (FT Global 500, 4th Quarter 2010). Out of the 100 top 
ranking market capitalisations seven are French and four are German. 
3 In Germany two-thirds of R&D is financed by companies, as opposed to half in 
France. 
4 Banque de France, Les PME de l’industrie manufacturière en France : Bulletin de la 
Banque de France, Quarter 2 2010. 
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2 -  Growth and standard of living, employment and sharing of 
value added: recent tendency to divergence. 

a) Growth and standard of living  

On average, the French annual growth rate between 2000 and 2010 
was 1.5 %, compared to 1.1 % in Germany. As a consequence of 
reunification and the policies implemented to restore economic 
competitiveness, real annual GDP growth in Germany did not surpass 
1.2 % between 2000 and 2005, whereas it reached 2.5 % in 2004 and 
1.9 % in 2005 in France. The gap between the two countries did, 
however, reverse in the following years. During 2006-2008, German 
GDP had increased by 2.4 % on average; the increase in France was only 
1.6 %. Although Germany was more affected by the economic crisis in 
2009 than France (-4.7 % of GDP in Germany, -2.6 % in France), 
recovery was much faster in Germany with a much higher growth rate 
than France in the years 2010-20125. 

The drivers of growth are not identical in the two countries. The 
German model is based on investment and exports and is more sensitive 
to economic cycles: although more affected by crises, it also has a better 
capacity to recover. In contrast, French growth has been mainly 
consumption-driven over the last ten years.  

                                                 
5 According to latest national estimates, growth in Germany has reached 3.5 % and in 
France the figure is 1.6 %. 
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Graph n° 2 :  Aggregates Contribution to GDP Growth 
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By way of example, during the period 2001-2008, average growth 
in France can be broken down as follows: 1.5 GDP point in consumption, 
0.7 point in investment, whereas foreign trade represented a negative 
contribution of -0.5 point per year. In Germany, consumption-based 
growth was 0.5 GDP point over the same period, growth from investment 
0.5 points, and from net exports 0.8 point. 

The variation in the pace of growth between the two countries is 
mirrored in the figures for GDP per capita. The gap between France and 
Germany, which was narrowing between 2000 and 2005, began to deepen 
again during the second half of the decade. 

 

Graph n° 3 :  Real GDP per Capita (in €) 
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In the longer term, however, France and Germany will be in very 
different demographic circumstances, which could have a major impact 
on growth estimates. 

 

Very different demographics 

Population growth in Germany is stagnating: in the year 2000, as well 
as in 2009, the population was 82 million. In contrast, during the same 
period, the population of France rose from 60 to 64 million inhabitants.  

For the time being, Germany has compensated for the stagnation of its 
economically active population by increasing the rate of activity and the rate 
of employment and by extending the duration of work. However, considering 
constant migratory flows, the active population of Germany aged 20-65 
should decrease by 28 % between 2008 and 2060 (from 50 to 36 million) 
according to D-Statis, whereas according to INSEE the active population in 
France should stagnate at about 28 million over the same period. 

These demographic projections represent a threat to long-term 
potential growth in Germany and therefore to the capacity of the German 
economy to generate sufficient tax and social contributions to finance 
expenses, in particular health care, which will increase with the ageing 
population. In France, where the demographics are considerably better, 
according to the Cour des Comptes report on the prospects of public finances 
published in June 2010, it is estimated that demographic trends would 
contribute to increasing the ratio of public spending to GDP by three points 
between now and 2060, which is below the euro area average (6.3 points), 
whereas in Germany the ratio is slightly above the average (6.5 points).  

b) Employment: unemployment falling steadily in Germany since 2005 

Due to the higher growth rate in Germany since 2005 and the 
structural reforms implemented, Germany has been able to significantly 
decrease its unemployment rate, although it remains high in France, as 
well as across the European Union of 27 member States. 
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Graph n° 4 :  Unemployment Rate (as  % of labor force) 
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Source: Eurostat (October 2010) 

The unemployment rate in Germany increased considerably 
between 2000 and 2005 (7.5 % to 10.7 %), but it then dropped to the level 
in France in 2007. The labour markets in the two countries then evolved 
very differently during the recession: while the unemployment rate in 
France reached 9.7 % in December 2010, the rate in Germany continued 
to drop, as far down as 6.6 %. Unemployment benefits represented 1.4 
GDP points in Germany compared to 1.7 in France.  

This improvement continued in spite of the crisis and is to be 
considered alongside the respective changes in labour costs and policy 
implemented in Germany, which involved significantly increasing the 
burden on the labour market6 and, during the crisis, massive recourse to 
partial unemployment7. 

                                                 
6Labour market participation or rate of activity refers to the proportion of the active 
population (working or seeking a job) in the 15-64 age group. Over the years 2000-
2009, in Germany it went from 71 % to 77 %, whereas in France over the same period 
it increased only slightly (68.7 % to 70.7 %). 
7 See chapter in the 2011 Annual Public Report of the Cour des comptes, entitled “Le 
système français d’indemnisation du chômage partiel : un outil insuffisamment 
utilisé.” (The French system of partial unemployment compensation: an under-used 
mechanism.) 
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Graph n° 5 :  Employment Rate8 (in %) 
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Source: Eurostat 

The rate of employment increased by more than five points in 
Germany, and by two points in France. The increase in retirement age in 
Germany (increased to 65 as of 19929) and the numerous labour market 
reforms carried out between 2003 and 2005 (referred to as the “Hartz” 
laws) partially explain this improvement.  

These changes lead to a major rise in the employment rate of the 
55-64 age group from 37.6 % in 2000 to 56.2 % in 2009 (compared to 
38.9 % in France). The rate of employment in the 15-24 age bracket is 
much higher in Germany given the high proportion of young people in 
training (46.2 % compared to 31.4 % in France) as is the employment rate 
for women (66.2 % compared to 60.1 % in France)10.  

                                                 
8 The rate of employment is defined as the proportion of individuals occupying a job 
in the 15-64 age group. 
9 Retirement age is to be gradually increased to 67 by 2012. 
10 Although the employment rate for women under 30 is higher in France, the 
employment rate for women over 30 is comparable in both countries, contrary to 
popular belief. There is perhaps a bias in the calculation of female employment in 
Germany: it would seem that German women on maternity leave are counted as 
employed, whereas they are deemed unemployed in France, according to the statistics 
conventions currently in force. 
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Part time work has become prevalent in Germany: it has increased 
by 6.7 points since 2000 and amounted to 26.1 % of total employment in 
2009. This development can be explained by the current economic 
context given the widespread use of partial unemployment in 2009 
(Kurzarbeit11): the number of partially unemployed people rose from 
130,000 in November 2008 to 1.25 million in the spring of 2009.  

The rise in partial unemployment in Germany can, above all, be 
explained in structural terms by the development of mini jobs12 since 
2004: contrary to full-time employees whose average working week in 
2009 was slightly longer in Germany than in France, (respectively 41.2 
hours compared to 40.9 hours), part-time employees in Germany work a 
considerably shorter week than their French counterparts (15.9 hours 
compared to 19.5 hours).   

c) The change in the share of value added in Germany 

The change in the breakdown of value added was quite different in 
France and Germany from the year 2000. The share of wages and salaries 
in value added remained stable in France, albeit with a slight drop at the 
end of the period. The share of value added started at a much higher level 
in Germany than in France, then dropped by five points. 

                                                 
11This measure provided for a reduction in working hours of up to 50 % with the 
commensurate decrease in pay. The German employment agency partially 
compensates for the drop in wages (up to 30 % of the drop). During the crisis, 
representatives from management and labour negotiated an extension of the measure 
from 6 to 24 months.  
12 These are jobs of a maximum 60 hours per month, paid €400 monthly, with social 
charges being waived. More than one million employees hold such jobs.  
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Graph n° 6 :  Labour’s share of income (in  % of value added13)  
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Sourc: OECD 

This drop may seem at first glance to be a return to normal for 
Germany. Indeed at the end of the 1990s, the share of salaries in German 
value added was very high because of reunification: salaries in the East 
were increased to the level of the West, whereas value-added creation 
was much lower. The decrease observed since the beginning of the year 
2000, over and beyond the adjustment factor, also reflects the salary 
moderation policy applied in Germany.  

The 2009 and 2010 data are not yet available but it would appear 
that the analysis of this data will not provide any additional clarifications: 
the share of salaries in value added has risen considerably in both France 
and Germany because of the drop in GDP due to the economic crisis and 
preservation of the wage bill. Because these trends are transitory, 
conclusions cannot be drawn.  

It would only be fair to state that during the period examined, 
developments concerning wages in France were atypical: they increased 
at the same rate as productivity14, and their share of value added in France 

                                                 
13 Depending on the type of subject analysed, the Cour des Comptes has compared 
France and Germany with the most relevant set of data, in this case from the euro 
area.  
14 The impression of a slowdown in wages can be explained by the slowdown in gains 
in France’s productivity.  
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is close to that of other OECD countries. Moreover, it has remained stable 
for the two decades following the drop observed in the 1980s15.  

It is nonetheless the case that France, as Germany’s number one 
trade partner and one of its main competitors for exports16, is the country 
which is most sensitive to changes in German internal demand and 
competitiveness; those two parameters have changed unfavourably for 
France over the last ten years. 

B - Competitiveness and Labour Costs: Structural Gaps 
and Recent Developments Favourable to Germany 

1 -  Competitiveness  

Competitiveness17 in France and Germany has followed diverging 
pathways, as can be seen in the two countries’ foreign trade18.  

Germany has for some time benefitted from a non-price 
competitive edge on its goods and services, a major advantage that is 
difficult to measure but can be explained by the following:  

− German products are seen as being better quality (positive 
product range and quality);  

− the German strategy of establishing subsidiaries in countries to 
which they export, thereby maintaining acquired market share, 
whereas French firms that are new to exporting have difficulty 
defending their position;  

− the size of the German export sector, which fosters a network 
effect: approximately 12 % of German companies export, as 
opposed to 6 % for France;  

− the greater geographical diversification of German exporting 
companies and, conversely, the unfavourable geographical 

                                                 
15 Jean-Philippe Cotis, Partage de la valeur ajoutée, partage des profits et écarts de 
rémunération en France: May 2009. 
16 Germany is France’s number one client and supplier. France is the third-ranked 
supplier for Germany (after the Netherlands and China) and the number one client for 
German exports. 
17 Competitiveness refers to the relative situation of one country compared to another. 
It includes product price-related elements (price-competitiveness) given the 
production costs (cost competitiveness) and more structural elements, involving other 
factors such as geographical or sectoral specialisation or the export network (non-
price competitiveness). 
18 Lionel Fontagné and Guillaume Gaulier, Performances à l’exportation de la France 
et de l’Allemagne: report by the Economic Analysis Council, 2008. 
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specialisation in France because business is insufficiently 
oriented toward large emerging markets.  

During the 2000s, two main factors enabled Germany to improve 
cost competitiveness: a corporate supply strategy and a major wage 
moderation policy:  

− the proportion of intermediate consumer goods in German 
imports rose steadily from 1995 to reach 56 % in 2006 
(compared to approximately 50 % in France). What is more, 
25 % of intermediate goods imported to Germany came from 
countries with low production costs in 2006, compared to a 
proportion of less than 14 % for France (and only 5 % of 
intermediate goods from Eastern Europe). This data reflects 
German companies’ mastery of the sub-contracting 
externalisation strategy, in particular toward Eastern European 
countries, thereby enabling production cost reductions;  

− wage moderation policy also played a role in German 
companies’ cost competitiveness (see point 2 below). Based on 
sector-wide collective bargaining agreements and given the 
high rate of unemployment during the first half of the decade 
since 2000, representatives from both sides of German industry 
reached a compromise based on limiting salaries regardless of 
productivity gains and an adjustment of working hours in 
exchange for the preservation of jobs.  
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In spite of these differences, price competitiveness of French 
products has remained comparable to that of German products thanks to 
the reduction of profit margins on the part of French exporters in order to 
offset the deterioration of their price competitiveness. Indeed, French 
exporters’ margins have constantly deteriorated over this period, whereas 
they have increased in Germany.19  

This development illustrates the French economy’s supply-side 
deficit and the loss of competitiveness; this is neither viable nor will it be 
sustainable in the coming years. It is echoed in the profitability analysis 
of listed companies in both countries: although profitability of listed 
companies is similar in both countries (average ROE of 13 % in 200620), 
that of German SMEs in the industrial sector is almost twice that of 
French SMEs (ROE between 17 % and 21 % depending on the size of 
the enterprise, as opposed to a maximum of 11 % in France21). 

The competitiveness gap is one of the factors that helps explain 
why the two countries have developed in different ways on the 
international market.  

 The German trade surplus has in fact risen throughout the decade 
from the year 2000, reaching €194 billion in 2007 and €134 billion in 
2009 (the year of the international trade crunch), whereas the French 
trade balance has continuously deteriorated: there was a surplus only in 
2002 (surplus of €3 billion); its deficit reached €53 billion in 2009. More 
recent data are currently being harmonised by Eurostat, but the French 
national data for 2010 show a sizeable dent in the trade deficit. 

In the case of France, this development stemmed from major 
market share losses from the late 1990s as well as the gap in domestic 
demand with Germany, which widened in the 2000s. 

  

                                                 
19 Hélène Erkel-Rousse and Marguerite Garnero, Externalisation à l’étranger et 
performance à l’exportation de la France et de l’Allemagne: Part A of the above-
mentioned CAE report. 
20 Average return on equity of large French listed companies (SBF 250) and large 
German listed companies (DAX 30) in 2006, was lower, however, than listed 
companies in the USA or the UK (Strategic Analysis Centre: March 2008). 
21 Jean-Luc Cayssials, Elisabeth Kremp, Les PME de l’industrie manufacturière en 
France: Banque de France Bulletin, June 2010. 
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Graph n° 7 :  Share of European Exports (as % of total European 
exports) 
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Source: Eurostat 

During the period 2000-2009, Germany increased its share in total 
European exports – within or outside the European Union – by about 
three points. Over the same period, France’s share decreased by about 
three points, across all sectors and product ranges, both for manufactured 
goods and for services. During the previous twenty years, the share had 
remained relatively stable. Given the context of considerable growth in 
global trade, Germany is indeed the only large industrialised economy not 
to have lost export market share, thereby benefitting from the high 
demand for capital equipment from emerging markets. However, the 
2000s were a clear turning point in French export performance compared 
to Germany. The other countries in the euro area (Spain in particular) also 
lost market share, but to a lesser extent than France. 

2 -  Trends in labour costs  

Cost competitiveness depends largely on wage costs per unit of 
production, which in turn depends on the hourly wage bill, including all 
charges, and hourly productivity. 
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a) Hourly Labour Costs 

Several sources may be consulted to measure the hourly labour 
cost and carry out international comparisons. These include, notably, 
national accounts, annual corporate surveys, and labour cost and salary 
structure surveys. 

Estimates of the hourly labour cost vary considerably depending 
on which source is used. In the manufacturing industry, the most exposed 
sector to international competition, estimates for France range from €26 
to €33 in 200822. In Germany, the range is from €30 to €33. Given the 
margin of uncertainty, the level of the hourly labour cost in industry may 
be considered as similar in the two countries.  

Levels are slightly higher in France in market services, which are 
generally less exposed to international competition but which may be 
used by industry and contribute to its competitiveness. 

Such labour cost comparisons must be used with caution because 
major gaps in some sub-sectors or for certain categories of jobs may not 
be apparent.  

It is relevant for the analysis of the hourly labour cost in France 
and Germany to compare trends over recent years. The two main sources 
used for international comparisons23 provide very close results as regards 
the manufacturing industry from 2000 to 2008. Hourly wage costs rose on 
the average by 3.4 or 3.5 % in France per year, and, depending on the 
source, by 2.1 or 2.2 % per annum in Germany. 

                                                 
22 Between €31 and €33 if the annual corporate surveys, where the scope is narrower, 
are not included. The results of the labour cost survey for 2008, which had been 
published by Eurostat in January 2011, were corrected in February. 
23 National accounts and the labour cost survey. 
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It is therefore certain that the evolution of the hourly labour cost 
was unfavourable to France’s competitiveness from 2000-2008. In the 
manufacturing industry, hourly labour cost growth was indeed about 
10 % higher in France throughout the period; that is slightly more than 
one point per year (14 % for market services). 

According to the survey on labour costs and salary structures, the 
results of which must be read with caution, the respective shares of gross 
salaries and employer social contributions in the total labour cost have 
varied little between 2000 and 2008 in the two countries. Variations in the 
rate of employer contributions, in particular the decrease of these in 
Germany, accounted for less than 20 % of the 10-point gap between wage 
bill growth rates in France and Germany over the period 2000-2008. 

Eighty per cent of this gap can be explained by the wage 
moderation policy in the German economy during the period, which was 
exceptional in Europe. The rise in the hourly labour cost in the 
manufacturing industry was almost identical in France and in the other 
countries of the euro area with the exception of Germany. 

The scope of the wage moderation policy must be put into 
perspective with two other factors in consideration. 

First of all, this policy was introduced after a decade of sharp wage 
hikes, due to Germany’s reunification, so the moderation was for the most 
part a corrective measure. Throughout the 1991 to 2008 period, the 
increase of the hourly labour cost in industry was of the same order of 
magnitude (3.5 % per year) in both France and in Germany. 

Secondly, wages appear to have climbed faster in Germany than in 
France in 2009: if the provisional national accounts data are confirmed, 
hourly rates increased by 3.2 % in Germany, compared to 1.4 % in 
France. This rise in Germany in 2009 was the result of collective 
bargaining agreements signed in 2008 which were designed to offset the 
impact of inflation, as recorded at the time of the negotiations  

b) Unit LabourCosts 

Hourly productivity gains were of a similar order of magnitude 
(about 2.8 % per year) in the manufacturing industry in both countries 
over the period 2001-2008. Wage increases were thus higher than 
productivity gains in France (3.4 % compared to 2.8 %) and lower in 
Germany (2.1 % compared to 2.8 %).24. 

                                                 
24 This may be compatible with the decrease in the wage-related proportion of value 
added, since the price of the value added increased. It is the share in value added at 
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Consequently, the unit labour cost increased in France, whereas it 
dropped in Germany. During the years 2000 to 2008, unit wage cost 
growth was approximately ten points higher in France than its (negative) 
growth in Germany. The competitiveness of France’s manufacturing 
industry in terms of labour costs deteriorated all the more. Most of this 
deterioration occurred during the years 2003 to 2007. 

It is true that hourly productivity gains were lower in the other euro 
area countries, apart from France and Germany, between 2000 and 2008 
(about 1.7 % per year) and their competitiveness in terms of labour costs 
deteriorated more than in France. This development partially explains the 
major difficulties faced by some of these countries since 2008. French 
corporations, moreover, are more often in competition with German 
corporations. France’s performance therefore depends more heavily on 
how its competitiveness is faring in comparison with Germany. 

All in all, the progression of unit labour costs in French industry 
was 10 points higher than those of German industry during the period 
2000-2008, which contributed to a decline in France’s competitiveness 
vis-à-vis that of Germany. This deterioration was no doubt offset in part 
by a reduction in French corporations’ profit margins, but reduced 
profitability is not sustainable in the long term and leads to a drop in 
production capacity as well as to their withdrawal from certain markets. 

C - Redistribution: More Widely Developed in France  

Both France and Germany are characterised by a social protection 
system that is wide in scope and compares favourably to the rest of the 
European Union as regards inequalities. A closer analysis reveals, 
however, that the French compulsory social protection system is wider in 
scope, while in recent years some indicators used to gauge inequalities 
and poverty rates have been deteriorating in Germany, in contrast to 
France.  

1 -  The scope of Social Security  

Coverage of risks in the compulsory social protection system in 
France is wider in scope than in Germany. 

Family allowances and unemployment benefits, which both have 
an impact on labour market participation and the employment rate, are 
more extensive in France:   

                                                                                                         
current prices, whereas productivity gains are estimated on the basis of value added 
volume growth. 
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− cash benefits paid out to families represent roughly an 
equivalent share of GDP (approximately 1.5 %) and the main 
difference between the two countries is to be found in benefits 
in kind25, which are at a higher level in France. Over all, family 
benefits represented approximately 3.8 % of GDP in 2005, 
compared to 3 % in Germany, taking account of the tax rebate 
calculated in accordance with the number of children 
(Kindergeld26); 

− as regards unemployment, the French system provides a higher 
level of protection; the maximum duration of unemployment 
compensation is 24 months27 (12 months in Germany) and the 
monthly maximum compensation on the basis of the prior 
salary is €6,000 per month in France compared to €2,910 in 
Germany.  

The other branches of Social Security covering risk occurrence are 
also more extensive in France:  

− in terms of health cover, the number of people covered by a 
compulsory system is more restricted in Germany. In fact, 
employees, self-employed persons and civil servants who 
receive a gross monthly salary higher than €4,050 per month 
may choose not to contribute to the public social security 
system and opt for cover by an entirely private scheme. 8.8 
million individuals, 11 % of the insured, have chosen this 
solution in Germany, whereas in France the public health 
insurance system (assurance maladie) covers the entire 
population, which reinforces the redistributive effect of health 
care expenses in France. According to the Social Security 
Directorate, if France were to allow the top 10 % of the insured 
to take out private insurance alone, the assurance maladie 
system would lose 20 % of its revenue, whereas the expenses 
would only be reduced by 8 %, resulting in an additional deficit 
of about €20 billion28;  

− as regards pensions, the replacement rate in France provided by 
the compulsory schemes (basic scheme and compulsory 
supplementary cover) is of the magnitude of 65 %, in contrast 

                                                 
25 Such as the organisation of childcare (the number of available places in a crèche). 
26 There is no family branch in the German Social Security system: these expenses 
come under the federal budget and are financed wholly by taxes. 
27 36 months after the age of 50 in France compared to 24 months in Germany. 
28 According to latest available estimates by the social security accounts commission, 
the overall deficit (all branches included) of the assurance maladie is to be €11.5 
billion in 2010. 
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to a rate of slightly over 50 % in Germany. Affiliation in a 
supplementary pension scheme (such as ARRCO/AGIRC) is 
not obligatory in Germany. On the other hand, 15 million 
people (35 % of the active population) are covered by private, 
corporate pension plans and therefore do not contribute to the 
compulsory scheme.  

The existence of these benefits quite naturally has major 
consequences on the redistribution of primary household income. A 
study29 published by INSEE and DREES shows more precisely the 
redistributive effects of compulsory social contributions and social 
benefits in France (excluding expenditure on health and education). 

The discrepancy in the standard of living between the first and last 
quintiles reaches 7.4 before redistribution and drops to 3.8 after 
redistribution30: the income of the last quintile is decreased by 20.4 % by 
taxes and social contributions, whereas that of the first quintile is 
increased by 53.4 %. 

If State-funded benefits in kind are added into the equation 
(healthcare expenses and reimbursement of care, education-related 
expenses, social housing, etc.), the inequalities in income would be even 
lower: 2.7 %. However, this estimate of non-monetary benefits is much 
less reliable.  

Another major conclusion of the study is that in France, social 
benefits (family benefits with or without income ceilings, housing 
benefits, minimum social allowances, APA, RSA) have a greater 
redistributive effect than compulsory contributions: they represent 63 % 
of the observed reduction in standard of living inequalities (before and 
after redistribution), whereas social contributions only correspond to 
37 % (27 % of which is from income tax). Aside from income tax, which 
accounts for 80 % of the redistributive effect of taxes and compulsory 
social charges31, deductions have less of a redistributive effect than 
benefits, and the residence tax (taxe d’habitation) in particular has an 
anti-redistributive effect. 

The Cour des Comptes was not able to find an equivalent in-depth 
study in Germany. Thus the comparisons which follow are based solely 
on the general data provided by Eurostat and the OECD. 

                                                 
29 Portrait Social 2010. 
30 The gap between quintiles is as calculated by Eurostat and can be explained by the 
inclusion of a greater number of tax and social parameters in the Portrait Social study. 
31 Although income tax represents only 6 % of the total of compulsory deductions. 
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2 -  Reduction of inequality: Diverging trends in recent times 

Income inequality after redistribution is comparable in France and 
Germany and is at a lower level than that of the European Union, whether 
one refers to the Eurostat data or the OECD study Growing Unequal.32  

                                                 
32 The term income refers to total disposable income composed of salaries and wages, 
assets, transfers from other households and social transfers, net of direct taxes and 
social contributions. There is, however, little documentation on asset-related 
inequality in Germany. 
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Graph n° 8 : Gini Coefficient33 and Interquintile Ratio 34 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Source: Eurostat (EU 27 data between 2000-2005 estimated with a log regression)  

                                                 
33 The Gini coefficient is a synthetic index that expresses the surface between the 
income distribution within the population of a country and a perfectly equal 
distribution of income. The closer the index is to 100, the greater the inequality.  
34 The ratio between the first and last quintile of the income distribution. A ratio of 4 
indicates that the income of the 20 % of those with the lowest income is 4 times lower 
than that of the 20 % with the highest income. 
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The recent period has seen contrasting developments. One major 
transformation has occurred: whereas income gaps were smaller in 
Germany than in France in 2000, the situation reversed in 2006, before 
the two countries converged toward very similar levels in 2009. The Gini 
ratio remained stable in France during this period, whereas it rose by 
20 % in Germany, reflecting a rise in income inequality there. 

As regards top income levels, recent research35 shows that the 
proportion of top incomes in the overall level of income is higher in 
Germany. In Germany the 1 % of people in the highest income group 
accounted for 11.1 % of overall income in 2005, compared to 8.2 % in 
France, whereas the 0.1 % earning the highest income accounted for 
4.4 % of overall income, which is twice the rate found in France (2.2 %). 

When it comes to indicators measuring poverty, France and 
Germany have witnessed contrasting trends for the relative rate of 
poverty36 which has been on the increase within the European Union 
since 2000. Although Germany’s rate is lower than the average (16.3 %) 
for the European Union (of 27 member States), it has increased by half, 
rising from 10 % in 2000 to 15.5 % in 2009. Over the same period, the 
rate decreased in France from 16 % in 2000 down to 12.9 % in 2009. The 
gap between the two countries has been reversed and reduced by 2.5 
points. 

The situation in both countries regarding the working poor37 is 
very similar. The rate of poor workers has increased in Germany (from 
4 % in 2000 to 6.8 % in 2009), while remaining lower than the 27 
member European Union average (8.6 % in 2008). In France the working 
poor have gone from 7 % in 2000 down to 6.7 % in 2009, and the level 
now stands equal with that of Germany.  

The available indicators would appear to show that the trend has 
been toward an increase in poverty in Germany since 2000, whereas 
poverty has slightly decreased in France, but this reduction has not 
benefited the working poor. These trends can be explained not so much 
by the compulsory deductions as by labour market trends in Germany on 

                                                 
35 Piketty, Atkinson and Saez, “Top Incomes in the Long Run of History”, 2010. This 
study also shows that the proportion of very high income groups in the overall income 
in Germany increased between 1949 and 2005, whereas it decreased slightly in 
France. 
36 According to Eurostat, the poverty rate designates the number of persons whose 
income, after social transfers, is 60 % lower than the median wage. 
37 According to Eurostat, the rate of 'working poor' refers to the number of persons 
who are working but living with income, after social transfers, which is 60 % lower 
than the median income. 
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the one hand, and by the redistributive nature of social transfers in France 
on the other.  

D - Fiscal Policy: More of a Priority in Germany   

1 -  Tighter fiscal policy discipline in Germany 

Two conclusions can be drawn from the development of the 
general Government balance38 during the 2000s (total balance and 
primary balance39).  

Graph n° 9 :  Government Balance (as % of GDP) 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Source: Eurostat (November 2010) 

                                                 
38 According to Eurostat, general Government balance comprises the State and the 
various bodies of the central administration, local administrations and social 
administrations. 
39 Balance less financial charges. 
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Firstly, it is clear that Germany gives greater priority to budget 
surplus seeking. France has not had a balance surplus since 1974 and the 
best result in the last ten years has been a deficit of 1.5 GDP points in 
2000 and 2001. Germany, on the other hand, has had a surplus three times 
since 2000 (+1.3 % in 2000, 0.3 % in 2007 and 0.1 % in 2008.) During 
the last ten years the deficit in France has been systematically larger than 
the average deficit in the European Union (of 27 Member States), 
whereas Germany has significantly improved its financial situation vis-à-
vis the European average as of 2006-2007.  

Secondly, Germany made the most of the period of relatively high 
growth prior to the recession to reduce its balance deficit, meaning that it 
would have greater fiscal policy leeway during a period of slowdown in 
growth. Between 2004 and 2007, which was a period of growth in both 
countries, the primary balance thus improved by close to four points in 
Germany (increasing from -1 % to +2.8 % of GDP), whereas it merely 
returned to a point of equilibrium in France (-0.9 % to 0 % of GDP). 

In 2008, just before the onset of the 2009 crisis, France had a 
balance deficit of 3.3 GDP points, whereas Germany had a surplus of 
0.1 % of GDP. In 2010, according to the European Commission, the 
deficit should reach 3.7 % of GDP in Germany and 7.7 % in France40. 

According to European Commission estimates, three-quarters of 
the balance deficit is of a structural nature in the two countries, whereas 
one-quarter is of a cyclical nature41. In Germany, of the total Government 
deficit of -3.7 % of GDP, structural deficit is estimated at -2.8 %. In 
France, of the total Government deficit of -7.7 % of GDP, structural 
deficit is estimated at -6 points.42 The French structural deficit is thus 
more than three points higher than the estimate for Germany. 

This phenomenon is not neutral for France: in 2003-2004, France 
and Germany, whose deficits reached -4.1 % and -3.1 % of GDP in 2003 
respectively, were able to avoid, together, sanctions for excessive deficit 
procedure. The gap between the fiscal policy of the two countries 
represents an additional constraint today on French fiscal policy.  

                                                 
40 The French Government has indicated that the French deficit may be lower than 
expected. In March 2009, D-Statis announced a deficit of 3.3 % of GDP for Germany. 
41 This estimate has been taken up by the Cour des Comptes (Rapport sur la situation 
et les perspectives des finances publiques – a report on the situation and prospects of 
public finances). 
42 The Cour des Comptes Annual Public Report, published in February 2011, gives a 
figure closer to 5.5 % (negative structural effect of 0.5 % in 2010 starting from a 
structural deficit of 5 % in 2009). 
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2 -  Less containment of public spending in France 

The discrepancy between the German and French fiscal situations 
can be explained for the most part by the dynamics of public spending, 
which, as one must remember, foreshadow the future taxes. Between 
2000 and 2008, Germany slowed down the rise in its public expenditure 
to bring it down to the 27-member European Union average, which was 
not the case in France. 

The public expenditure to GDP ratio thus contracted between 2000 
and 2008 in Germany (from 45.1 % to 43.8 %), whereas in France it rose 
from 51.6 % to 52.8 %. The rise in France’s public expenditure was 
indeed similar to the rise observed on average across the 27-member 
European Union (from 45.2 % in 2000 to 46.9 % in 2008), but the rise 
began at a higher level than the EU average. 

In 2009, due to stimulation measures and the rise in spending on 
social protection, public expenditure reached 47.5 % of GDP in Germany 
but 56 % in France (compared to the EU 27 average of 50.8 %). 

The discrepancy between France and Germany went from 6.5 GDP 
points to 8.5 points in less than ten years, which can be explained mainly 
by the dynamics of local and social spending. This increase in public 
expenditure was not fully offset by a correlative rise in compulsory 
deductions, and therefore exacerbated public deficits in France.   

3 -  Government Debt under better control in Germany 

Fiscal discipline has enabled Germany to implement an expansive 
fiscal policy in 2009 and 2010, as was the case in France, but without the 
deficit being as high and therefore without its public debt increasing as 
much as in France. 

France began the 2000s in a better situation than Germany, whose 
public finances were still suffering the impact of reunification: in 2000 
French public debt (57.3 % of GDP) was lower than Germany’s public 
debt (59.7 %) and lower than the 27-member European Union average 
(61.9 %). 

The situation reversed in 2003: German and French debts rose 
above the European average. But between 2004 and 2008, under the 
combined effect of GDP growth and the reduction of its budget deficit, 
Germany was able to stabilise its level of debt. 
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The economic crisis and the public support measures implemented 
thus led to a rise in public debt in Germany of about ten GDP points 
(from 66.3 % in 2008 to 75.9 % in 201043), but about twenty points in 
France (from 67.5 % in 2008 to 86.8 % in 2010).  

4 -  Prospects of a slower recovery in France 

According to the latest European Commission forecasts, French 
fiscal policy will remain more impaired than the German one for some 
time. 

The German national accounts balance should go down to -1.8 % 
of GDP in 2012, while the primary balance would have a surplus the 
same year (+0.6 % of GDP). The announced fiscal effort for France, 
although of equal scale (two GDP points between 2010 and 2012), will 
only suffice to bring down the deficit to -5.8 GDP points in 2012, while 
the primary balance will still come out with a large deficit (-2.9 % of 
GDP). The French structural balance, estimated at -6 points of GDP in 
2010 (-2.8 % in Germany), should still represent -4.4 % of GDP in 2012, 
while Germany’s measures will enable its structural balance to drop to 
-1.4 % of GDP. 

The consequence of the deteriorating budget situation means that 
France’s public debt is likely to continue rising and is expected to reach 
89.8 % of GDP in 2012, whereas it is likely to stabilise in Germany 
(75.2 % in 2012). In the absence of drastic adjustment policies, long-term 
projections indicate that French public debt could reach between 110 % to 
140 % of GDP in 2020, depending on the growth rate44. 

This difference between the two countries has an impact on 
financing costs for France, which have been diverging from those of 
Germany for more than two years. 

                                                 
43 According to the latest estimates published by D-Statis in 2010, public debt should 
reach 80 % of GDP in 2010, because of the considerable cost of the support provided 
to banks in Germany. 
44 Report on the situation of public finances (Paul Champsaur et Jean-Philippe Cotis), 
April 2010: given constant rates for public spending and compulsory deductions, debt 
could reach 110 % of GDP in 2020 with an annual growth rate of 2.6 %; 125 % with 
2 % growth per year; and more than 140 % with a growth rate of 1.5 % per year. 
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No discussion on compulsory deductions can afford to ignore the 
context of public finances in the two countries. Since France does not 
have the same room to manoeuvre as Germany45 any policy entailing a 
decrease in taxes, at constant rates of public expenditure, would worsen 
its financial situation. 

E - Tax Competition and its Impact 
The tax policies implemented by major countries inevitably leave 

room, albeit to varying degrees, for the inescapable reality of tax 
competition. Attracting companies, capital holders or high income assets 
to the national territory, or luring them to stay, is a major underlying 
motivation of tax policy. This phenomenon, which can now be observed 
around the globe, is also prevalent in the European Union. This is all the 
more the case given the enlargement to 27 members and the increased 
economic heterogeneity among them, leading to the temptation felt by 
some States, in peripheral areas in particular, to use tax incentives to 
attract taxable resources to their territory. Synchronous changes, which 
have affected marginal direct tax rates both on businesses and households 
recently, illustrate that this competition is indeed a reality. 

Tax competition does entail some positive effects: it forces States 
to exercise more prudence in monitoring not only the level, but above all 
the quality of public expenditure. Neither should the consequences be 
overestimated. The level of taxation is all too often evaluated by the face 
value of the tax rate, which is far from being the only determining factor 
in business decisions. Firms are particularly sensitive to other factors such 
as geographical location, the quality of transport and telecommunications 
infrastructure and workforce skills. If the difference between real tax rates 
is minimal, it is rarely the sole factor to be taken into account by 
economic stakeholders. 

Tax competition does, however, make States more vulnerable. 
There is no lack of legal techniques to effortlessly move wealth or taxable 
profits from a high tax jurisdiction to a more favourable State. This 
competition, which leads to an alignment of taxation on the lowest 
common denominator, can make life difficult for countries like France, 
which has opted for a high level of public services and an extensive 
system of compulsory social protection. In addition to reduced potentially 

                                                 
45 In addition, in 2009 Germany adopted a new constitutional rule stipulating that the 
structural deficit of the Federal State is to be limited to 0.35 % of GDP starting in 
2016 and that the accounts of the Länder are to be structurally balanced as of 2020. In 
addition to this rule, it is a German tradition never to leave the social accounts in a 
situation of lasting deficit; if required, a subsidy is paid from the federal budget to 
balance the accounts. 
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taxable resources, not all taxable elements are equally mobile: capital, 
high-income taxpayers and de-materialised transactions can be most 
easily shifted from place to place. These differences in potential mobility 
tend to transfer a growing proportion of taxation toward property, 
consumer goods, and less qualified labour, which in turn has an impact on 
the distribution of the tax burden and therefore on tax fairness. 

II  -  The Level and Structure of Taxes and Social 
Contributio ns 

Taxes and social contributions reflect not only the economic 
structure of a country, but also its institutional framework, the 
organisation of its social security system and even the importance of taxes 
and additional levies in the financing of public administrations. In order 
to ensure data comparability, the following section is based on statistics 
collected by Eurostat.  

Statistics on taxes and social contributions  

There is a major discrepancy between the tax-to-GDP ratio for 
Germany published by the OECD and the one published by Eurostat. By way 
of example, for the year 2007, the OECD indicates that it represented 36.2 %, 
whereas Eurostat indicates 39.4 % (compared to 43.4 % of GDP in France 
and 43.2 % respectively, in other words very close numbers).  

The difference of 3.2 GDP points for Germany can be explained by the 
following methodological differences:  

1) the deduction of tax credits: these are on the whole subtracted from 
taxes, but to a lesser extent by Eurostat than by the OECD. The treatment 
differs in the case of tax cuts based on the number of children (Kindergeld), 
or on investments made in some Länder (Investitionszulage). This issue 
explains one-third of the discrepancy (€29.8 billion, which is 1.3 points of 
Germany’s GDP); 

2) voluntary social contributions to public or private pension schemes. 
This refers to a highly developed phenomenon in Germany and corresponds 
for the most part to employer contributions paid for their employees 
(corporate pensions) or the purchase of additional pension rights (quarters) 
made directly by employees. The OECD does not consider such payments as 
compulsory charges, whereas Eurostat does. This amounts to €21 billion (or 
0.9 points of GDP);   

3) other differences, representing a discrepancy of about 1 GDP point. 
In particular, the payment made by Government to the German Social 
Security for the unemployed is considered as a compulsory charge by 
Eurostat but not by the OECD.  
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For reasons of consistency with other indicators, in particular implicit 
rates of taxation, the Eurostat data seemed more suitable than those of the 
OECD.  

Regarding the period in consideration, the most relevant tax data to 
compare the structure of taxes and social contributions are for the years 2000-
2008. The economic crisis caused a major disturbance for tax yield, 
especially for the year 2009. However, each tax has its own elasticity as 
regards national income, which depends not only on its own intrinsic 
characteristics but also the structure of each country’s economy. Moreover, 
the data for the years 2009 and 2010, are not all available as of yet. This data 
has been reconstructed on the basis of national estimates if and when 
available. The numbers given for these years are meant as estimates or an 
indication.  
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We shall examine firstly the overall weight of taxes and social 
contributions in the two countries and then a breakdown of these by legal 
category and for each public administration. Finally, there is an 
endeavour to divide these charges into those applied to businesses and to 
households. 

A - Taxes and Social Contributions are High in Both 
Countries but a Clear Reduction Under Way in 

Germany  

1 -  A definition of taxes and contributions 

The tax-to-GDP ratio expresses the proportion of national income 
paid in the form of taxes or social contributions. However, as was 
recently pointed out by the Conseil des Prélèvements Obligatoires46, this 
measurement is subject to various biases and methodological conventions 
in order to take account of the appraisal of national income and also the 
very definition of taxes and social contributions, all of which makes it 
difficult to analyse and interpret the discrepancies between the two 
countries. 

 

The scope of social protection and tax-to-GDP ratio levels 

Taxes and social contributions in France and Germany reflect the two 
countries’ social and institutional organisation as well as their choices made 
regarding the scope of public spending. Part of the difference between tax-to-
GDP ratios in the two countries can be explained by the choices concerning 
the manner in which management of the main social risks is organised.  

Public spending for social protection in France is 2 GDP points higher 
than in Germany (21.8 % of GDP compared to 19.8 % in 2008). Several 
factors explain this difference, in particular the respective scope of social 
protection in each country.  

All other things being equal, the difference in the scope of social 
protection in the two countries could thus account for up to two points of the 
discrepancy between deductions in France and Germany.  

A close analysis of the taxes in the two countries reveals the 
existence of many levies which exist in France, but which have no 
equivalent in Germany, whereas the opposite is much less frequent. This 

                                                 
46 Conseil des Prélèvements Obligatoires, Sens et limites de la comparaison des taux 
de prélèvements obligatoires: March 2008. 
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is the case in particular of taxes paid by firms that impact on the 
production cycle, estimated at about €58 billion in 2008 (in other words 
three French GDP points). These taxes can be classified under three main 
categories47:  

− payroll taxes (€24.6 billion), which have no equivalent in 
Germany. The leading tax in this category is the payroll tax 
paid by VAT-exempted entities (hospitals, banks, insurance 
companies and associations) (€11.3 billion). Next come taxes 
like the transport charges (€6 billion), the contribution to the 
National Housing Aid Fund (€2.3 billion), the levy for the 
Salary Guarantee Association (€542 billion), the apprenticeship 
tax (€700 billion), the tax to finance the National Solidarity 
Fund for Autonomy (€1.9 billion). The rest (€1.9 billion) is 
composed of sundry taxes that generate low amounts (the 
contribution to the Union des entreprises et des salariés pour le 
logement (Union of businesses and employees for housing), a 
tax to finance occupatinal old-age pensions, a contribution to 
the national employment fund, an employer contribution to the 
funding of professional training, employer contribution on 
stock options, etc.);  

− taxes on fixed capital used by business enterprises. The only tax 
of this kind that exists in Germany is a property tax. The other 
taxes under this category paid by French companies, totalling 
approximately €28 billion, have no equivalent: such is the case 
of the Territorial Economic Contribution (previously known as 
the ‘taxe professionnelle’ 48, €21 billion, in addition to the €2.7 
billion minimum contribution49), and other taxes which taken 
individually generate low amount, but taken together add up to 
about €4.5 billion (levies to the benefit of consular bodies; tax 
on new offices in the region around Paris; tax to aid local 
business and handicraft production, which, since 2009, has 
become the tax on commercial premises; the tax on corporate 
passenger vehicle fleets, (€1 billion); a tax on vehicle 
registration (€394 billion); 

                                                 
47 These are described in further detail in Chapter II of the report on corporate taxes.  
48 According to the annexes to the draft budget, the reform of the apprenticeship tax 
should lead to a drop of 0.3 points of GDP, or €5.8 billion. 
49 The minimum contribution under the taxe professionnelle was to be paid by 
companies with a turnover of more than €7.6 million before taxes, if the amount of the 
tax to be paid was lower than 1.5 % of their value added, according to the legally 
binding method of calculation. 
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− taxes on turnover: mainly the contribution sociale de solidarité 
des sociétés (Corporate Solidarity Contribution, abbreviated 
C3S)(€5.2 billion) and pharmaceutical taxes (€294 billion).  

As regards income taxation on households, there are several taxes 
intended to compensate for the narrow tax base which have no equivalent 
in Germany (CSG, €84.5 billion; and CRDS, €6 billion), but these are 
compensated for in Germany by a much broader income tax base. On the 
other hand, the residence tax (€13.3 billion) and the ISF wealth tax (€4 
billion) are specific to France, as is the regional solidarity levy for the 
East in Germany (Solidaritätszuchlag), which entails a 5.5 % surcharge 
calculated on income tax (€12 billion in 2009).  

Some goods or services are subject to specific taxes in France. 
While both countries tax lotteries and gambling50, and a tax on insurance 
policies which generate the same revenue, numerous other compulsory 
deductions, such as the tax on theatre and shows, the cinema tax or the 
tax on cross country skiing (for a total of €900 billion), or other sundry 
taxes which taken together generate more than €3 billion in revenues 
(droit de plaidoirie, which are hearing charges for a barrister; 
contribution annuelle représentative du droit de bail et sa contribution 
additionnelle, a lease tax; taxe au profit du fonds national du livre, a tax 
paid by publishers to the National Book Fund; the tax on jewellery stores; 
and the tax on ski lifts) do not exist in Germany. 

Finally, under the heading of consumer taxes, German excise 
duties apply only to energy products, beverages and tobacco, with the 
exception of excise duties on light bulbs. Although the overall amounts in 
both countries are comparable, it is noteworthy that there are numerous 
taxes in France (including taxes for the benefit of ADEME or for the 
French Petroleum Institute; the TGAP, a pollution tax; the octroi de mer, 
a tax on imports in overseas regions; electricity levies; taxes on animal 
husbandry and fishing51; and the taxe sur les débits de boisson, levied on 
drinking establishments), which serve to illustrate the complexity of the 
French tax system. 

The analysis does not delve into the matter of the real tax burden in 
the two countries. Indeed, the statistics conventions in force do not 
consider some levies to be compulsory as such, and therefore such 
deductions are not included in the statistics. Such is the case of the tax 
paid in France for household refuse collection, which is deemed a fee for 

                                                 
50 Revenue is higher in France (€3.5 billion compared to €1.5 billion in Germany) 
because the base is wider, including casinos and betting on horse races in particular.  
51 Germany has a comparable tax on agricultural products such as milk and grain 
totalling less than €200 billion. 
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services rendered in the national accounts rather than a compulsory 
deduction52, which nonetheless amounts to more than €5 million53.  

2 -  The evolution of taxes and social contributions  

Having described the concept and the variety of taxes and 
contributions that are included, the graph below shows that, regardless of 
the differences, the tax-to-GDP ratio in the two countries is appreciably 
higher than the average for the European Union (at 27): in 2008, the ratio 
was 39.3 % of GDP in Germany, and 42.8 % of GDP in France, whereas 
the European Union average was 37 %.  

Graph n° 10 : Tax-to-GDP ratio (as % of GDP) 

 

 

 

 

 

 

 

 

 

Source: Eurostat for years 2000-2008 data; national data for years 2009-2011   

Between 2000 and 2008, however, the rate of compulsory 
deductions in Germany dropped from 41.9 % of GDP to 3.3 % (-2.6 
points), while in France, it went from 44.1 % to 42.8 % over the same 
period (-1.3 points). 

The gap in the tax-to-GDP ratio between the two countries has 
therefore widened as of 2000 (two points). The gap peaked between 2005 
and 2006 and was recorded at 3.5 % in 2008.  

                                                 
52 Under French tax law, the household refuse collection taxe (a term designating a tax 
that is independent of income) is considered to be an impôt (a tax calculated with 
regard to income). 
53 In Germany there is a tax that directly finances places of worship (Kirchensteuer), 
which is paid by taxpayers but is voluntary and is therefore not listed among the 
compulsory taxes and deductions (€8.5 billion in 2009). 
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Graph n° 11 :  Gap in Compulsory Deductions (in GDP points) 

 

 

 

 

 

 

 

 

 

Source: Eurostat data for years 2000-2008; national data for years 2009-2011   

The overall decrease in taxes in Germany between 2000 and 2008 
(-2.5 points of GDP) can be broken down into two stages: a sharp 
reduction between 2000 and 2005 (-3 GDP points), followed by a slight 
rise between 2006 and 2008 (+0.5 points). 

Most of the reduction can be explained by the major tax reform 
launched in 1999, which was rolled out gradually up until 2005. As of 
1999, the personal income tax reform has led to a gradual decrease in the 
top marginal rate of taxation from 53 % in 1998 to 42 % in 2005, and the 
rate applied to the lowest category went from 25.9 % to 15 %. As regards 
corporate taxes, the rate of 45 % in 1998 (30 % for reinvested profits) was 
decreased to 25 % in 2001, while large corporations benefited from an 
exemption on capital gains from divestiture of holdings. 

The reforms carried out during the second half of the 2000s on the 
other hand, generally led to a slight rise in the tax-to-GDP ratio:  

− starting in 2003, healthcare, retirement and labour law reforms 
(the “Hartz” laws, decrease in social charges on low-paid jobs) 
were intended to bring down the tax-to-GDP ratio;  

− the three-point increase of the normal VAT rate, from 16 % to 
19 % as of 1 January 2007, caused an increase in the tax-to-
GDP ratio: two of the three points of the VAT increase were 
used to reduce deficits; the third point was earmarked to 
finance half of the 1.6 point decrease in social contributions as 
of 1 January 2007 (two-point decrease in unemployment levies, 
and a 0.4 point rise in pension contributions);  
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− lastly, a new marginal rate was created in 2008 for the personal 
income tax (45 % above €250,000 in income per taxpayer). At 
the same time the corporate income tax rate was lowered from 
25 % to 15 % as of 1 January 2008. Accompanying measures 
were adopted regarding the trade tax base for companies paying 
corporate tax, with a decrease from 42 % to 29.8 % of the 
maximum tax rate on reinvested profits for SMEs paying 
income tax.  

In France the tax-to-GDP ratio remained stable between 2000 and 
2006: the changes (decrease of 1.3 % GDP points until 2003, mostly 
attributable to the personal income tax reform in 2001 and 2002; this 
went up again thereafter) can be explained mainly by GDP variations 
caused by the economic cycles.  

The decrease of 1.1 points of GDP in the tax-to-GDP ratio, which 
occurred in 2007 and 2008, can be broken down as follows:  

− 0.6 points of GDP in new tax exemptions in 2007 (€12 billion) 
including €6.9 billion for the personal income tax reform54 and 
€1.6 billion for the measures included in the TEPA Act55;  

− 0.5 points of GDP in additional tax cuts in 2008 (€10 billion), 
including €6.5 billion under the TEPA Act and €2.9 billion in 
tax relief through the establishment of a ceiling for the taxe 
professionnelle equal to 3.5 % of value added.   

It must be borne in mind, however, that although the tax-to-GDP 
ratio in France decreased by 1.1 GDP points between 2007 and 2008, the 
public deficit increased by 0.6 GDP points during the same period. 

Over the years 2009 to 2011, the economic crisis had a stronger 
impact on tax and social contribution revenues in France than in Germany 
because of the characteristics of the crisis and because of the elasticity of 
each tax. It is therefore difficult to draw conclusions on the variations 
estimated by the national administrations for those years. According to 
Eurostat estimates, the gap in the tax-to-GDP ratio between France and 
Germany should return to the 2008 level in 2011 (that is, a gap of 3.4 

                                                 
54 The 2006 Finance Act (budget) reformed the personal income tax: a reduction of the 
number of tax scales, from seven to five; the top marginal rate was reduced from 48 % 
to 40 %; abolition of the 20 % reduction for professional expenses; and a change in 
the deductions and contributions applicable to property income. 
55 Law adopted on 21 August 2007 on labour, employment and purchasing power. The 
main tax-related measures in this law included making overtime hours exempted from 
personal income tax and social contributions, a tax credit on interest on home loans 
for the purchase of the main residence and a reform of inheritance tax. 
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GDP points), which can be considered as the real gap between the two 
countries, assuming public policies remain unchanged. 

B - Direct Taxes, Indirect Taxes and Social 
Contributions 

In accordance with the statistics conventions used by Eurostat, 
“direct” taxes are collected by means of assessment and are incumbent 
upon the person paying the tax56; “indirect” taxes are in fact borne by a 
different person than the one who pays the tax (such is the case of VAT 
collected and paid by businesses, but the cost is borne by the final 
consumer). 

This is a traditional distinction which does not take account of 
economic reality, in particular the capacity of an economic agent to factor 
the cost of the tax into the price paid by the final consumer. 

Table n° 1 :  Direct and Indirect Taxes and Social Contributions 
(as % of GDP) 

As GDP % France Germany EU 27 France Germany EU 27

Direct Taxes 12,4 12,5 12,2 11,8 11,5 12,2

Indirect Taxes 15,8 12,5 13,8 15 12,8 13,8

Social Contributions 16 16,9 11,2 16,1 15,1 11

Total* 44,1 41,9 37,2 42,8 39,3 37

Gap between 2000 and 2008

Direct Taxes -0,6 -1 0

Indirect Taxes -0,8 0,3 0

Social Contributions 0,1 -1,8 -0,2

Total* -1,3 -2,5 -0,2

Share in overall Taxes ans Social Contributions (in %)

Direct Taxes 28,1% 29,8% 32,8% 27,6% 29,3% 33%

Indirect Taxes 35,8% 29,8% 37,1% 35% 32,6% 37,3%

Social Contributions 36,3% 40,3% 30,1% 37,6% 38,4% 29,7%

Total* 100% 100% 100% 100% 100% 100%

* Rounded Total, net of amounts unlikely to be collected

In 2000 In 2008

 
Source: Eurostat 

                                                 
56 This statistics convention may be discussed. Indeed, direct taxes include corporate 
income taxation. Actually corporate income tax is paid by the enterprise which is 
liable for the tax but it is not paid on the basis of assessment books, but rather on the 
basis of an income statement. 
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Compared to the 27-member European Union average, France and 
Germany have a considerably higher level of social contributions and, in 
the case of France, a greater proportion of indirect taxes compared to 
GDP. 

In France there are numerous indirect taxes that generate 
significant revenue for which there are no equivalents in Germany. This 
is the case in particular, as mentioned previously, of indirect taxes levied 
on production, such as the tax on wages (€11 billion in 2008), transport 
charges (€6 billion), or the C3S (€5.2 billion). 

What the table shows is that France and Germany have followed 
contrary trends in recent times that brought them closer together. Direct 
taxes developed in similar ways but the drop was sharper on the far side 
of the Rhine (-0.6 GDP points in France, -1 point in Germany). The 
sharpest changes occurred in indirect taxes rather than in social 
contributions: 

− while indirect taxes dropped in France (-0.8 GDP points), they 
increased in Germany (+0.3 points); 

− while social contributions were quasi stable in France (+0.1 
points), they decreased in Germany (-1.8 GDP points). 

E n 2000, the proportion of indirect taxes in total compulsory taxes 
and social contributions shows a gap of 6 points between the two 
countries, but it had dropped to a mere 2.4 points in 2008. Similarly, the 
proportion of social contributions in these compulsory deductions 
differed by four points in 2000 but only 0.8 points in 2008.  

C - Taxes and Social Contributions by Level of 
Government 

The analysis of taxes and social contributions must also take 
account of the Government structure in both France and Germany. The 
data presented below shows the proportion of tax revenue allocated to the 
State, to local authorities57, to social security and to the European Union.  

                                                 
57 The data shows the share of tax revenue which goes to local authorities, not the 
taxes or levies that they set or modify. 
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Table n° 2 : Structure of Taxes and Social Contributions by Level of 
Government (as % of GDP) 

As GDP % France Germany EU 27 France Germany EU 27

Central Government 18,6 11,9 22 15,4 11,8 21,7

Local and State 

Government
4,3 12,4 4,2 5 12,1 4,1

Social Security 21 16,9 10,7 22,4 15,1 10,7

EU Institutions 0,6 0,6 0,6 0,3 0,3 0,3

Total* 44,1 41,9 37,2 42,8 39,3 37

Gap between 2000 and 2008

Central Government -3,2 -0,1 -0,3

Local and State 

Government
0,7 -0,3 -0,1

Social Security 1,4 -1,8 0

EU Institutions -0,3 -0,3 -0,3

Total* -1,3 -2,5 -0,2

Share in overall Taxes and Social Contributions (%)

Central Government 42,2% 28,4% 59,1% 36,0% 30,0% 58,6%

Local and State 

Government
9,8% 29,6% 11,3% 11,7% 30,8% 11,1%

Social Security 47,6% 40,3% 28,8% 52,3% 38,4% 28,9%

EU Institutions 1,4% 1,4% 1,6% 0,7% 0,8% 0,8%

Total 100% 100% 100% 100% 100% 100%

* Rounded Total, corrected for EU average

In 2000 In 2008

 
Source: Eurostat 

Both in the European Union (at 27) and in Germany, the structure 
of compulsory deductions per level of Government has remained stable. 
In 2000, as in 2008, the breakdown of taxes and social contributions in 
Germany was as follows: 40 % to social security bodies, 30 % to the 
Central and 30 % to State and local authorities. 

In France on the other hand, there was a sharp change during that 
same period: the share of deductions that go to the Central Government 
diminished by 3.2 GDP points, to the benefit of the social security bodies 
and local authorities. The 2003 and 2004 laws on decentralisation led to a 
transfer of authority and the increase in local taxation, which partially 
explain this difference (+0.7 GDP points), but for the most part this can 
be attributed to the rise in taxes and contributions to finance social 
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protection (+1.4 GDP points). This last development is largely related to 
the fact that taxes levied by the Central Government (excise duties on 
tobacco and alcoholic beverages, tax on corporate fleets) were used to 
substitute budgetary allocations for offsetting social contributions 
exemptions. 

As regards the financing of local authorities, there is a clear 
difference between the two countries: In France several taxes are 
allocated in their entirety to finance local and regional authorities; in 
Germany 75 % of the tax revenues of the Länder comes from taxes 
shared with the central government and a distribution formula is applied 
to apportion the amounts. The proportion is higher than 37 %58 for 
municipalities. The distribution system gives rise to annual negotiations 
between the Federal State, the Länder and local authorities, especially 
when it comes to VAT. 

The taxes that can be adjusted by the Länder and municipalities do 
not play a major role in their tax revenues. The Länder may modify the 
rate for local taxes on consumption and on certain types of property 
except for taxes governed by Federal law. Municipalities may modify the 
rate of property taxes and the local corporate tax59. 

What sets Germany apart is the fact that it is a federal State with a 
limited level of local autonomy on taxation.  

D - Taxes on Households and Firms: The Distribution 
Conundrum 

The issue of the distribution of the burden of taxes and compulsory 
social contributions between households and businesses is often raised in 
public debates and is a particularly complex issue that cannot be resolved 
without in-depth analysis of the economic agents’ behaviour going 
beyond the tax or social system framework. From this point of view it is 
significant that this type of classification60 is not provided by Eurostat or 
the OECD. 

On the basis of hypotheses described in the Appendix, the burden 
of taxes and social contributions was shared as follows in 2008:  

                                                 
58 The 37 % was calculated with the local corporate tax (Gewerbesteuer) considered 
as a local tax. It is in fact collected by municipalities, but they must then pay a portion 
(between 15 % and 20 %) to the Länder and the Federal State.  
59 Since 2004, municipalities must apply a minimum multiplying factor in order to 
avoid tax competition among municipalities. 
60 The methodology hurdles inherent in the exercise and the inevitably fragile 
hypotheses are described in the Appendix. 
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− in Germany, 71.6 % was borne by households and 28.4 % by 
firms;  

− in France, 54.3 % was borne by households and 45.7 % by 
firms.  

These numbers must however be examined with caution. Indeed, if 
we were to consider employer contributions to social security – which can 
also be understood as the social portion of labour costs – as borne by 
households and not businesses, the numbers would be considerably 
different: in that case, 87.6 % of deductions in Germany would be borne 
by households and 12.3 % by companies, and in France the breakdown 
would be 78.8 % and 21.1 %, respectively.  

III  -  An Economic Analysis of Taxation  

The analysis of taxes and social contributions must also be carried 
out on each economic aggregate, distinguishing the taxation of labour, the 
taxation of capital and the taxation of consumption. A presentation of 
environmental taxation is also given on the basis of a reclassification of 
the various taxes and social contributions. 

Two harmonised measurements made by Eurostat may be used: 
firstly, the burden of taxes ans social contributions on each of the three 
aggregates in GDP points; and secondly, the implicit tax rate 61 of each. 

Using the first approach reveals which aggregates bear the taxes 
and social contributions and in what proportion.  

                                                 
61 The implicit tax rate compares the tax revenue to the aggregate on which it is based, 
as measured in national accounts. It thus represents the tax burden taking account of 
cuts in the tax base. 
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Graph n° 12 :  Breakdown of Taxes and Social 
Contributions by Economic Function (as % of GDP) 
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Sourc : Eurostat 

This chart shows that the major difference between the two 
countries concerns the burden of tax on capital, with a discrepancy of 
close to three GDP points between France (9.8 points in 2008) and 
Germany (6.9 points), although Eurostat’s definition of capital leaves 
room for discussion (see part C below). For the remainder, the respective 
burdens on labour and consumption are close. 

On the other hand, an analysis of the changes from 2000 to 2008 
reveals a sharp contrast. In France it is taxation on consumption that 
decreased by 0.9 GDP points, due, notably, to the wider application of the 
reduced VAT rate. In Germany it is taxation on labour which has 
decreased. Indeed, the taxation of capital and consumption remained 
stable in Germany between 2000 and 2008, at around 6.9 % of GDP and 
10.6 % respectively. During the same period, taxation on labour was 
reduced by 2.7 GDP points. 

In order to better understand how such discrepancies between the 
two countries have occurred, an additional analysis of the implicit rate of 
taxation is necessary.  
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A - Taxation on Consumption 

Analysis of the implicit tax rate on consumption62 reveals a 
contrasting situation: France has reduced taxation on consumption, 
whereas Germany – as is the case on average among the 27 European 
Union countries – has followed the opposite trend.  

Graph n° 13 :  Implicit Tax Rate on Consumption (as %) 
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Source: Eurostat 

                                                 
62 The implicit tax rate on consumption is the ratio of tax revenue on consumption 
over the final consumption expanditure as estimated in the national accounts. In both 
countries, the tax revenues taken into account stem principally from VAT, excise 
duties on alcohol, beverages and energy products as well as the tax on insurance 
policies. More specifically in France, part of the revenues from the residence tax is 
also included. Other revenues are generated by numerous other levies totalling less 
than €2 billion (taxes on gambling and lotteries, pollution, the sale of greenhouse gas 
emissions quotas in Germany). 
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Given the very different starting points, the contrasting policies 
implemented in the recent period led in fact to a convergence between 
France and Germany in 2007. As of 2008, France was taxing household 
consumption at the rate of 19.1 % compared to 19.8 % in Germany and 
compared to the 27-member European Union average of 21.5 %. 

The rate of implicit taxation on consumption in France did in fact 
decrease at the beginning of the 2000s following a number of measures 
such as: the application of the reduced VAT rate (5.5 %) for housing 
repairs, maintenance and renovation since 1999; the one-point decrease in 
the normal VAT rate, (from 20.6 % to 19.6 %) in 2000; the abolition of 
the “vignette” vehicle tax in 2001; and various modifications made to the 
TIPP – duties on petroleum products – has led to a stagnation of revenue 
generated by this excise duty since 2000. As for the drop in the implicit 
rate of taxation in 2007 and 2008, this can be explained mainly by the 
economic slowdown. 

In Germany, the implicit rate of taxation on consumption remained 
stable up until 2006. The increase of 1.5 points observed thereafter can be 
explained by the three-point rise in the normal VAT rate – from 16 % to 
19 % on 1 January 2007 – made in order to finance deficit reduction and 
half of the net decrease of 1.6 points in social contributions. 

The convergence observed in 2007 was to be temporary, since the 
two countries followed diverging paths after 2008. France has just 
recently applied the reduced rate of VAT to on-site food consumption 
(annual cost is €3.1 billion in a full year63), whereas in Germany there is 
on-going discussion about attenuating the impact of reduced rates. 

B - Taxation on Labour 

Although the rates of taxation on labour64 are close in the two 
countries, there have been varying changes in recent times and their 
structures are quite different. 

The table below shows changes between the two countries in the 
implicit rate of taxation on salaried labour65.  

                                                 
63 Cour des comptes, Finances publiques, la trajectoire 2010-2013: Public Annual 
Report, February 2011. 
64 Comments in this part refer only to salaried and wage-earning employees. The self-
employed are dealt with in the chapter on the taxation on capital. 
65 The implicit tax rate on labour is the ratio between revenue from taxes levied on 
salaried labour and the gross income of households, as estimated in the national 
accounts. The taxes taken into account include the social contributions paid by both 
employers and employees, personal income taxes (income tax, CSG and CRDS in 
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Graph n° 14 :  Implicit Tax Rate on Labour (as %)  

= Taxes levied on employed labour ÷ total compensation of employees, including 
Social Security contributions 
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Source: Eurostat 

The implicit tax rate on labour in both countries is significantly 
higher than in the European Union average. In France, in 2008, the rate 
was 41.4 %, compared to 39.2 % in Germany, while the European Union 
(at 27) average was 34.2 %. 

In spite of modifications to the taxation for income tax and the 
lowering of social contributions on low salaries, this rate of taxation has 
been stable since 1995 in France, with variations around the 42 % mark. 
The overall impact of the decrease in taxation on low salaries on the 
taxation of labour was neutralised during the period by the increase of 
other taxes on salaries. 

Since 2004, Germany, on the other hand, has set out to decrease 
taxes on labour in order to improve business competitiveness (a decrease 
in social contributions on low wages under the “Hartz” laws, a 1.6 point 
drop in contributions in 2007). In addition, the personal income tax 
marginal rate has been lowered by 11 points since 2000. 

Although implicit taxation rates are relatively close, the structures 
reveal significant differences between France and Germany.  

                                                                                                         
France), and, for the employers, the taxes levied on the wage bill that do not exist in 
Germany (salary tax, transport charges). If the revenue of income taxes is generated 
by several income categories, as is the case of personal income tax or CSG/CRDS in 
France, a distribution formula is applied in order to account for the revenue generated 
by the sole salaries. The distribution formula used by Eurostat is close to that used by 
the national tax administrations in the two countries. The social contributions levied 
are also included. 
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Graph n° 15 :  Taxes and Social Contributions on Labour (as % of 
GDP) 
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Source: Eurostat 

Since 2000, Germany has reduced compulsory deductions on 
labour, whereas they have remained stable in France. In 2008, they 
represented 22.6 % of GDP in France, compared to 21.8 % in Germany, 
which means a 0.8 % point gap in favour of Germany66, whereas the 
1.5 % gap was in France’s favour in 2000. 

Payroll and wage taxes paid by companies (€24 billion in 200867), 
for which there is no equivalent in Germany, represented one GDP point. 

  

                                                 
66 This gap only goes a limited way to explaining the gap in compulsory taxes and 
contributions between France and Germany (3.5 points). 
67 Including €11 billion for the salary tax, €6 billion for the transport charges, €2.3 
billion for the contribution to the National Aid to Housing Fund, with the remainder 
composed of other taxes, (provident tax, tax for the salary guarantee fund, 
apprenticeship tax, employer contribution for stock options). 
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Transport charges: A burden on labour costs 

The relative importance of taxes on transport in France compared to 
Germany in Eurostat statistics is due mainly to the existence of a tax levied 
for the benefit of the authorities that organise transport: the transport charges, 
or versement transport (€6 billion in 2008)68. 

This tax represents the main source of urban transport funding in 
France: 48 % in 200869. Indeed, the commercial income from public urban 
transport covers a relatively low proportion of operating expenses in France: 
33 % on average in 2008. 

All employers with more than nine employees in the Paris area or in 
the perimeter of a transport authority, in the private and public sectors alike, 
are liable to pay these charges. The tax base is composed of all salaries 
subject to social contributions. Ceilings are set in accordance with the size of 
the region covered (between 0.55 % for areas with 10,000 to 100,000 
inhabitants and 2.6 % for the départements of Paris and Hauts-de-Seine). A 
surcharge is levied when the transport authority decides to build collective 
transport infrastructure on exclusive lanes, such as for roadways, railways or 
tramways, as well as for towns classified as tourist attractions. 

In Germany there are no such sources of revenue. The coverage rate 
calculated by the German transport company (Verband Deutscher 
Verkehrsunternehmen)70 – according to a method which is not comparable to 
that used by the French group of transport authorities – is very high at 
76.6 %. The remainder comes from towns or Länder, which in turn receive 
federal subsidies (for a total annual amount of €1.3 billion for the period 
(2007-201371). Renewals and amounts are to be re-evaluated in 2014. 

                                                 
68 Article L2333-64 in L2333-75 and L2531-2 to L2531-11 of the French ‘code 
général des collectivités territoriales’ (a legal code on local and regional authorities). 
69 Source: Groupement des autorités responsables de transport, L’année 2008 des 
transports urbains (The Year 2008 in Urban Transport). 
70 The ratio between all of the operating expenses and the commercial revenue, except 
for revenue to ‘compensate for losses’ (Erträge mit Verlustausgleichscharakter). 
71 §3 Gesetz zur Entflechtung von Gemeinschaftsaufgaben und Finanzhilfen 
(Entflechtungsgesetz - EntflechtG) 
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The structure of taxes and contributions levied is very different in 
the two countries: employees pay 60 % of the overall taxes and social 
contributions on labour in Germany and employers pay 40 %, whereas 
these proportions are reversed in France. This can be explained by the 
structure of social contributions: in Germany half is paid by employers 
(€162 billion in 2008) and half by employees (€152 billion), whereas in 
France two-thirds of charges are paid by employers (€214 billion in 2008) 
and one-third by employees (€77 billion).   

C - Taxation on Capital 

Taxation on capital represented 9.8 % of GDP in 2008 in France, 
and 6.9 % in Germany. There is, however, reason for caution before 
drawing conclusions from this indicator, given three reservations as 
regards the methodology used to establish this aggregate. 

First of all, it combines taxation on households and on firms, the 
taxation on capital stock and the income it generates. 

Secondly, the inclusion by Eurostat of certain levies in this 
aggregate leaves room for discussion. If we were to exclude the C3S and 
the residence tax from this category, the gap between France and 
Germany would be reduced by just less than one GDP point (but which 
would be transferred to another aggregate). 

Finally, this data does not take account of the reform of the taxe 
professionnelle. This tax has been transformed into a Territorial Economic 
Contribution, which should lead to a decrease of 0.3 GDP points in the 
level of taxation on capital in France as of 2011. 

Having put forward these reservations, the differences between the 
two systems lead to a contrasted level of implicit taxation on capital72.  

                                                 
72 The implicit tax rate on capital is the ratio between taxes on capital (taxes on the 
income from household savings and corporate profits, as well as levies on the stock of 
accumulated capital, such as the ISF wealth tax for households or the taxe 
professionnelle for businesses, and transfer duties and property taxes are also 
included) and the total income from capital, as estimated in the national accounts. 
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Graph n° 16 :  Implicit Tax Rate on Capital (in %)  

= Revenue from all capital taxes (on stock and on income) ÷ taxable capital and 
business income (held by housholds and businesses)  
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Source: Eurostat (EU 27 data unavailable) 

The implicit tax rate on capital in Germany has sharply declined 
since 2000. Today it is well below the average for the European Union (of 
25 member States), whereas France is significantly above this average. 
Overall, France taxes capital at the rate of 38.8 % compared to 23.1 % in 
Germany and 26.5 % on average in the EU 25 (figures from 2008). 

For statistical reasons, mostly due to the number of partnerships 
subject to personal income tax in Germany, it is impossible to calculate 
the implicit taxation rate with a clear distinction between households and 
businesses based on Eurostat data. 

An analysis of the structure of taxes and charges on capital is 
nonetheless possible, by distinguishing between taxes on stock and those 
on income.  
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Graph n° 17 : Structure of Taxes and Social Security contributions 
on Capital (as % of GDP)  
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Source: Eurostat 

Whereas the yield from taxation of capital income is comparable in 
the two countries (5.3 % of GDP in France and 5.8 % in Germany), 
France has a higher rate of taxation on capital stock than is the case in 
Germany (4.5 % of GDP compared to 1 %, given that the taxe 
professionnelle and a portion of the residence tax are included in this 
aggregate).   

1 -  Taxation on stock of capital  

In Germany, taxation on capital stock is limited to property transfer 
taxes (€5.7 billion in 2008) and transfer duties on gifts and donations 
(€4.7 billion) and a few other taxes which bring in little revenue (such as 
the traffic charges paid by businesses totalling €2 billion, or indeed the 
€100 billion levy on milk and grain producers). 

The discrepancy with Germany on the taxation of capital stock can 
be explained for the most part by the taxe professionnelle (€21 billion 
plus €2.4 billion in minimum contributions in 2008), but the inclusion of 
this tax as a deduction on stock is debatable. There is no equivalent to this 
tax in Germany: the Gewerbesteuer is an additional tax on corporate 
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income, upon which various charges are reintegrated73 (see part II of this 
report), and is considered by Eurostat as a tax on corporate income from 
capital. 

Other taxes that generate significant revenue can also help explain 
the gap: in France there are taxes with no equivalent in Germany or taxes 
which apply to a wider tax base or which have a higher rate. Such is the 
case of the ISF wealth tax (€4 billion) which only represents, however, a 
minor portion of the gap. As regards transfer duties, only transfers 
relating to real estate are taxed in Germany, whereas in France the 
transfer of intangibles is also taxed (€9.7 billion in 2008). Transfer duties 
on gifts and donations generate a great deal more revenue in France 
(€7.7 billion), and land taxes are double those in Germany (€22.6 billion). 
Lastly, the C3S (€5.2 billion) has no equivalent in Germany, nor is there 
an equivalent for households to the residence tax (€13.3 billion).  

Finally, and on a more marginal level, there are numerous taxes on 
capital which bring in revenues of under €1 billion which have no 
equivalent in Germany: contribution annuelle représentative du droit de 
bail et sa contribution additionnelle (an annual lease tax); taxe sur les 
conventions et actes civils entre sociétés (contract taxes); taxe à l’essieu, 
(a special tax on certain vehicles); taxe sur les cartes grises (a vehicle 
registration tax); taxe sur les véhicules de sociétés (a tax on corporate 
fleets); and the taxe sur les débits de boisson (a tax levied on drinking 
establishments).  

2 -  Taxation on capital income 

In contrast to the case of taxation of capital stock, the difference 
between the two countries in taxation on income from capital is slight and 
has not changed since 2000: in total in 2008 taxation on income from 
capital represented 5.8 % of GDP in Germany and 5.3 % in France. 

These taxes fall into three categories: those paid by households (on 
dividends, interest and income from property); those paid by businesses 
as legal entities (taxes on profits, including the Gewerbesteuer in 
Germany); and those paid by the self-employed (taxation of commercial 
profits, professional profits, and agricultural profits).  

                                                 
73 The tax base is composed of taxable profits having reintegrated certain charges: 
100 % of interest on annuities and long term debt; 50 % of rental on immovable 
property; 25 % of fees and concession licenses; and 200 % of rent on movable 
property, with an allowance of €100,000. On top of this, there is the proportional 
share of losses on shareholdings and the depreciation of shares in joint stock 
companies. 
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The distinction between business enterprises and individual 
entrepreneurs is more complex in Germany than in France. This stems 
from the legal structure of German companies and their relative 
preponderance in the economy. Depending on the scope applied, between 
75 % and 82.8 % of companies are actually partnerships, which therefore 
do not pay corporate income tax: profits from these partnerships are 
declared in the personal income tax of the partners, who are then taxed on 
commercial profits, professional profits, or agricultural profits. Moreover, 
given their size, these partnerships generate far more income than French 
partnerships with an equivalent legal structure. 

One can therefore estimate the implicit rate of overall taxation on 
capital income74, but in the case of Germany, it is statistically impossible 
to distinguish which tax is borne by households and which tax is borne by 
companies. 

                                                 
74 The implicit tax rate on income from capital excludes taxes on capital stock. The 
ratio compares taxes on capital income (income tax on income from property and 
income on movable property, commercial, professional and agricultural profits, as 
well as other taxes (CSG, CRDS, social contributions); taxes on corporate profits 
(corporate tax, social contributions on profits, Gewerbesteurer in Germany); social 
contributions paid by self-employed persons) to the entire corpus of income from 
capital, as estimated in the national accounts (income from movables and real estate, 
taxable corporate profits and sole proprietor businesses). If overall income is 
generated by taxes levied on different categories, such as personal income tax or the 
CSG/CRDS in France, a distribution formula is applied in order to take account of the 
sole income from capital. The distribution formulae used by Eurostat are close to the 
estimates made by the national tax administrations of the two countries.   
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Graph n° 18 :  Implicit Tax Rate on Capital Income (in %)  

= Revenue from taxes and social contributions on capital income ÷ capital income 
(housholds and businesses)  
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Source: Eurostat (EU-27 data unavailable) 

Both France and Germany remained above the average for the 
European Union (at 25) in 2008 (respectively 21 % and 19.7 % compared 
to 19.3 %). On the other hand, Germany significantly reduced taxation on 
income from capital between 2000 and 2002: chiefly because the 
corporate tax rate decreased from 45 % to 25 % in 2001, which was not 
the case in France.  

D - Environmental Taxation 

The taxes examined in this section are the result of a 
reclassification: they are not to be added to the compulsory taxes and 
contributions described previously, but, rather, result from a 
reclassification of taxes on consumption, labour and capital. Eurostat 
includes taxes where the tax base is a physical unit (or the replacement 
value) of something having a specific, proven, negative impact on the 
environment, such as a measured or estimated level of emission of 
polluting substances (carbon dioxide, sulphur dioxide). Eurostat indicates 
that, given the difficulty in measuring emissions directly, most taxes are 
based on the replacement value such as petrol or diesel fuel. 
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Environmental tax revenue is thus defined by convention and is 
considerably lower in France (2.1 %) and in Germany (2.2 %) than in the 
rest of the European Union (2.6 %). The four countries where 
environmental taxation is the most developed are Denmark (5.7 % of 
GDP in 2008), the Netherlands (3.9 %), Bulgaria and Malta (3.5 %).  

Graph n° 19 :  Environmental Taxataion (as % of GDP)  
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Source: Eurostat 

The rise in environmental taxation in Germany up until 2003 can 
be explained by the reform implemented in 1999 (creation of an 
additional eco-tax on electricity, increase in all taxes on energy sources). 
The continual slowdown in environmental tax revenues observed since 
2004 can be explained mainly by a decrease in revenue from the tax on 
energy products.   

Although the changes in environmental tax revenue are similar in 
both countries, there are structural differences in this taxation between 
France and Germany. 
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Graph n° 20 :  Structure of Environmental Taxation (2008, as % of 
GDP)  
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Source: Eurostat 

Taxation on energy products75 is by far the most important in both 
countries, as is the case throughout the European Union, but the share of 
this tax is higher in Germany than in France. This means that 
consumption bears the brunt of environmental tax. 

On the other side of the Rhine, reforms implemented as of 2006 
(tax on coal in particular, and a reduction of the tax relief on bio-fuels, 
which is to be abolished in 2012) account for small amounts which do not 
have a negligible impact on the structure of taxes and contributions. In 
France most of this aggregate is composed of the TIPP (petroleum 
product duties), the revenue of which has stagnated since 2000; this 
explains the decrease in share of GDP and the gap with Germany. 

                                                 
75 Excise duties on energy products (electricity, coal, mineral oils, gas) for both 
countries and in France there are additional taxes, such as the contribution to public 
electricity service (€1.6 billion), levies for the benefit of ADEME, and the tax on 
hydroelectric concessions. 
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Taxes on transports76 are less developed in France mainly 
because of the aforementioned transport charges (€6 billion in 2008), 
which do not exist in Germany, although the classification of this charge 
in the category of environmental taxation is open to debate. This is worth 
mentioning because it is the increase of these transport charges (+50 % 
between 2000 and 2008) that accounts for most of the rise in transport 
taxation in France. 

Lastly, taxes on pollution and natural resource use77 represent a 
minimal share in taxes, less than 0.1 GDP points. These are virtually non-
existent in Germany: only revenues from the sale of greenhouse gas 
emissions are taken into account, whereas in France there are a variety of 
different taxes, albeit low-yield ones. 

These conclusions must be considered in relative terms given the 
limits of the concept of environmental taxes. A detailed analysis (see 
Chapter 2) will show that the level of environmental taxation (in the 
broadest sense of the term) is in fact higher in Germany. 

                                                 
76 Taxes on the use or ownership of a vehicle (road tax in Germany; taxes on 
automobile insurance, passenger vehicle registration, highway concessions, and civil 
aviation in France), excluding automotive fuel taxes, which are listed as taxes on 
energy products. 
77 These are, on the one hand, taxes on emissions (air, water, waste, noise, etc.) and on 
the other hand, taxes related to the extraction or use of natural resources. In Germany 
this aggregate includes revenues from the sale of greenhouse gas emission quotas and 
to a very marginal extent the fishing tax (€20 million). In France this aggregate 
includes the TGAP (a tax on polluting activities), and other low-revenue taxes 
(slaughterhouse tax, fishing products tax, and tax for AEDME).  
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 ________________________ CONCLUSION ___________________________________ 

France and Germany, over and above their shared European 
history and their importance in the euro area, present significant 
differences. The main difference lays not so much with the system of taxes 
and social contributions of these two countries, but rather with the 
economy, fiscal policies and their respective social choices, especially as 
regards the organisation of social protection. 

One difference with France is that Germany relies on powerful 
medium-sized enterprises. Growth is fuelled by industry and, even more 
than in the past, by exports, to the relative detriment of households 
consumption. 

Although growth in the two countries over the period 2000-2010 
was quite close, a significant gap has opened up over the last five years to 
the benefit of Germany. This gap, which has consequences for 
unemployment, is accompanied by better control of fiscal policy, with the 
structural deficit gap of about three points separating the two countries. 

An illustration of the divergences is to be found in changes in the 
two countries’ trade balances and labour costs over the same period. 
These trends show the loss of relative competitiveness of the French 
economy as compared with Germany.  

As regards overall taxes and social contributions, France and 
Germany are quite close: they levy more taxes on average than the other 
members of the European Union. One might note, however, a more 
pronounced tendency to reduce taxation in Germany these last years. The 
gap with France reached 3.5 points in 2008, although much of this gap is 
due to the scope of the Social Security expanditure. 

As regards structure, however, there are marked differences. The 
analysis of the taxation of economic aggregates (labour, consumption and 
capital) shows that most of the gap with Germany comes from the 
taxation of capital stock, even though the relevance of this aggregate is 
somewhat contentious, and, more marginally, from the taxation on 
employed labour income. 
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Taxation on capital has not really changed in the two countries 
over the 2000s. Taxation of capital income is comparable, whereas the 
taxation of capital stock is three GDP points higher in France. This gap 
can be explained by the existence of a broader tax base in France than in 
Germany (property taxes and transfer taxes) or by the existence of taxes 
in France that have no equivalent in Germany (Territorial Economic 
Contribution and C3S for business; residence tax and, to a lesser extent, 
the ISF wealth tax for households). 

On the other hand, taxation on consumption and labour has 
evolved in a divergent manner since 2000. 

The level of taxation on consumption is now comparable in the two 
countries, but they are following different trajectories: the observable 
decrease in France, with the effect of new applications of reduced VAT 
rate, is to be compared to the recent rise in VAT rate in Germany, as has 
been the case, incidentally, in most European countries. 

Taxation on labour is comparable in both countries, even though it 
has declined slightly over the last few years in Germany. Its structure is 
quite different however: social contributions are higher in France, while 
the personal income tax on households is lower, even when including 
CSG.. Among the various taxes on labour, there are a number of taxes 
borne by companies, based on wages (payroll tax, transport charges, 
apprenticeship tax, etc.). The amount of these taxes has increased since 
2000 and they do not exist in Germany. 

As regards taxation on consumption and labour income, if the two 
countries each continue to pursue the same dynamics as over the last 
decade, the convergence observed during the second half of the 2000s 
will only be temporary and the gap will increase.  

Environmental taxation is a concept resulting from the 
reclassification of various deductions and represents a lesser share of 
GDP in Germany and France than in the rest of the European Union, and 
this is all the more true since deductions have been decreasing since 
2000. The feeble level of environmental tax in France would be even more 
pronounced if the transport tax were removed from the statistics. 

Although France and Germany look similar, compared to the rest 
of the European Union, there are nonetheless clear differences: the 
economic structures, the drivers of growth, the respective profiles of their 
fiscal polilcies, and the gap between the two countries regarding the 
taxation of capital all clearly differentiate them today, just as, within a 
more long-term perspective, demographic prospects do. What is more, in 
recent years tax policies have been in juxtaposition and deep factors of 
divergence have appeared as regards the trade balances, which again 
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raise the question of the relative competitiveness of the two countries. 
This essential aspect cannot be ignored in any analysis of tax 
convergence prospects. The present situation in the euro area and the 
insufficient coordination of economic policy makes this all the more 
necessary. 

Should the two countries decide to extend and reinforce their 
economic cooperation, tax policy must be included. In the joint definition 
of the major medium-term orientations for the two countries, it would be 
logical to include the evolution and structures of taxation, consistent with 
each country’s fiscal policies, and the reform agenda. The idea recently 
suggested by France and Germany that there be a ‘convergence pact’ or a 
‘competitiveness pact’ would turn this idea into a reality.  
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Chapter II  

Review by blocks of levies  

An analysis of applicable tax regimes in France and Germany 
requires a detailed comparison of the main classes of contributions. This 
is the purpose of this chapter, which successively examines the taxes and 
social contributions levied on household income (I), the taxes and 
contributions levied on wealth and assets (II), corporate taxation (III), 
VAT (IV), and, finally, environmental taxes (V). Each section ends with a 
conclusion that summarises the main observations of the section. 

I  -  Taxes and Social Contributions Levied on 
Household Income 

The following observations highlight significant differences in the 
overall structure of taxes and social contributions and in their particular 
features (A). Nonetheless, their overall impact is very similar whether 
regarding labour income taxation, taxation of high incomes or even the 
family policy (B).  
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A - Taxes and social contributions differ in structure 
and have different features  

1 -  The breakdown between taxes and social contributions differs 
in the two countries 

a) Overall, a comparable level of taxes and social contributions 

Table n° 3 : Revenues from Taxes and Social Contributions levied on 
Household Income in 2008 (in € billions) 

 

Personal Income Tax 50,677 Personal Income Tax 239,290
Lohnsteuer 186,220
Veranlagte 
Einkommsteuer

35,410

Kapitalertragsteuer und 
Zinsabschlag

18,030

CSG 83,204
CRDS 6,056
Social Contributions 314,887 Social Contributions 382,820
Employees Social 
Contributions

77,851
Employees Social 
Contributions

162,350

Employers Social 
Contributions

214,001
Employers Social 
Contributions

151,910

Self-Employed Social 
Contributions

23,035
Self-Employed Social 
Contributions

68,560

   Imputed Social 
Contributions*

34,710
   Imputed Social 
Contributions*

25,250

Total 769,7 Total 1244,6

France Germany

 
*The data concerning the imputed social contributions78 is provided for information only. 
Source: Eurostat.  

                                                 
78 Imputed social contributions are the counterpart for social benefits that do not come 
under any contribution scheme and are provided directly by employers to their 
employees and entitled persons (for example, the pensions paid by the State to civil 
servants).  
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Revenue from income tax in Germany includes the proceeds from 
the “solidarity surcharge” and church tax. It also includes taxation of 
income earned by partnerships, which are far more common79 in Germany 
and are not subject to corporate taxation rules. Available statistics do not 
permit an accurate estimation of the share in income tax revenue 
generated by business enterprises.80  

Overall, the level of compulsory levies on households’ income is 
comparable between the two countries: 23.3 % of GDP in France and 
24.9 % in Germany81 in 2008, which is a discrepancy of 1.6 GDP points.  

Graph n° 21 : Breakdown of Taxes and Social Contributions levied 
on Household Income in 2008 (as  % of GDP) 
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Source: Eurostat 

                                                 
79 Partnerships accounted for three-quarters of German businesses in 2008 (latest 
figures available). 
80 The Cour des Comptes was unable to obtain data on the proportion of income tax 
revenues contributed by partnerships in Germany. Nonetheless, the income tax paid 
on earned income other than wages (business profits, professional profits, income 
from agriculture and property) is estimated to be €15 billion at most in Germany. In 
France, according to the latest data available, the share of income tax paid by 
households whose main source of income in 2009 was business profits, professional 
profits, income from agriculture and property or others is 25 %, or approximately 
€12.7 billion. 
81 These figures take into account concessions and exemptions granted on social 
contributions but not imputed social contributions. 
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b) Differing income tax burdens and a trend in France towards 
proportional taxation 

The income tax to GDP ratio is more than three times higher in 
Germany than in France (9.6 % of GDP as against 2.6 % according to 
Eurostat data for 2008) and the overall level of direct taxation on 
household income remains higher in Germany, even when we consider 
CSG as an income tax (7.2 % of GDP in France, adding together income 
tax, CSG and CRDS).  

The recent period has seen a growing discrepancy between France 
and Germany when it comes to direct taxation of household income. 
Revenue from income tax has increased in Germany, whereas it has 
decreased appreciably in France. This drop was only partially offset by an 
increase in revenue from CSG. These trends are in line with those of the 
1990s when CSG was being scaled up. In the long run, they have led to a 
distortion in the structure of direct taxation on income in France, reducing 
progressivity. Between 2000 and 2008: 

− income tax, which is a progressive tax, has generated 
significantly less revenue: down from 3.43 % to 2.59 % of 
GDP, or 0.8 points; 

− CSG, which is a proportional tax, has generated slightly more 
revenue: up from 4.04 % to 4.32 % of GDP, a 0.3 point 
increase, two-thirds of which are due to capital income and 
income from benefits.  

A point to keep in mind, however, is that CSG, which is only 
partially deductible from taxable income, was upscaled during the 1990s 
essentially by substituting it for payroll social contributions that were 
deductible from taxable income, the upshot of which is that the 
progressivity of contributions earmarked for social insurance has 
improved. 

c) Social contributions are different in structure and in relative weight 
in the two countries. 

Two major differences appear as regards social contributions. On 
the one hand, social contributions are significantly higher in France than 
in Germany (respectively 15 % and 12.6 % of GDP). On the other hand, 
employees and employers do not contribute to the funding of social 
protection in the same proportions. In Germany, contributions paid by 
employers and those paid by employees are more or less equivalent 
(respectively 6.5 % and 6.1 % of GDP). In France, on the contrary, a far 
greater proportion of the funding for social insurance comes from 

 

 

                                                        Cour des comptes 
              Taxes and social contributions in France and in Germany – march 2011 
   13, rue Cambon 75100 PARIS CEDEX 01 – tel : 01 42 98 95 00 – www.ccomptes.fr



REVIEW BY BLOCKS OF LEVIES 79 

employer contributions. Their weight is nearly double as compared with 
Germany (11 % of GDP).  

If one adds CSG and CRDS to social contributions to encompass 
all of the funding earmarked for social protection, the differential in 
contributions between the two countries is approximately 5.5 points of 
GDP. 

2 -  Personal Income tax: many common features but higher tax 
expenditures in France 

a) Income tax in France and Germany are relatively similar in scope. 

Taxable income - similar architecture 

In France and Germany, income tax is a tax applied to the 
aggregate disposable income of natural persons during a given year. This 
means that, barring exceptions, all income, regardless of source, is 
combined to determine the total net income to which a single rate of 
taxation is applied.  

Germany distinguishes between seven categories of income, 
whereas France distinguishes eight. The eighth category, however, which 
covers the remuneration of some senior corporate executives, is subject to 
similar tax rules as those applied in the wages and salaries category. 

Taxable persons - similar taxation rules 

In both countries, natural persons are taxable on the basis of their 
income, earned anywhere in the world, subject to the provisions 
contained in tax treaties. 

The persons listed below are considered as being domiciled in 
France for tax purposes: people whose home is in France; those whose 
main place of residence is France; those who are gainfully employed, as 
employees or self-employed, unless they can attest to the fact that this 
occupation is ancillary; those whose economic interests are in France. In 
Germany, natural persons who have their homes or have stayed in the 
country for an uninterrupted period of six months of the year are 
considered to be residents. Clearly, the only difference between the two 
systems concerns the criterion of economic interest, which is applied in 
France but not in Germany.  
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Non-residents in both France and Germany are taxable only on the 
income received in these two countries.  

 

The “inpatriates’” regime 

In France, the earned income of employees and of executives treated 
as such for tax purposes, and certain self-employed persons – whose tax 
domicile was not in France for the five preceding years and who establish 
their tax domicile in France upon taking up their duties – is eligible for a 
number of exemptions for a period of five years.82 In contrast with France 
and several other European countries, Germany does not offer special 
treatment to “inpatriate” executives. 

b) Tax scales and thresholds  

In both countries, the tax scale is applied to net taxable income per 
part. This partial tax is then multiplied by the number of parts to 
determine the gross tax payable. The number of parts depends on the 
number of persons in the households. The 2010 tax scale, for one part of 
income received in 2009, is as follows: 

Table n° 4 :  2010 Scale per Part for Tax on 2009 Income 

In France:  

Income Brackets Rate 
From €1 to €5,875 0 % 
From €5,875 to €11,720 5.5 % 
From €11,720 to €26,030 14 % 
From €26,030 to 69,783 30 % 
From €69,783 40 %83 

Source: DLF 

 

                                                 
82 In particular, the special inpatriation bonuses paid to employees and executives are 
exempted, alongside the portion of their remuneration generated by the activity 
carried out abroad. Self-employed persons are granted tax relief in the form of an 
exemption from income tax on 30 % of their taxable profits, and a 50 % exemption on 
some types of passive income earned abroad and certain capital gains. 
83 From 1 January 2011, the top marginal income tax rate is 41 %, for income higher 
than €70,830. 
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In Germany: 

Income Brackets Tax 
From €1 to € 7,834 0 % 

From €7,835 to €13,139 
From 14 % to 

23.9 % 

From €13,139 to €52,551 
From 23.9 % to 

42 % 
From €52,552 to €250,400 42 % 
Over €250,401 45 % 

Source: DLF 

Germany’s tax scale and thresholds are not applied to income 
brackets, but instead are incremental84. Above the minimum taxable 
threshold (€7,834 subject to a rate of zero), it comprises four segments: 

a. the lower progressive segment is charged at a rate that climbs 
slowly from 14 to 23.9 % for the portion of income ranging 
from €7835 to €13,139; 

b. the intermediate progressive segment is charged at a rate that 
climbs more rapidly from 23.9 % to 42 % for the portion of 
income ranging from €13,139 to €52,551; 

c. the lower proportional segment is charged at a rate of 42 % for 
the portion of income ranging from €52,552 to €250,400; 

d. the higher proportional segment is charged at a rate of 45 % 
for the portion of income over €250,401 with the exception of 
income from business activities (business or commercial 
profits, professional profits, agricultural profits). 

In 2005, the top marginal rate was increased from 42 % to 45 %, a 
three-point increase, for the highest incomes. This rate applies starting 
from €250,001 for a single person and twice that amount for a jointly 
taxable married couple.  

The amount of income tax due is subject to an exceptional 
increment of 5.5 % (solidarity surcharge). 

Hence, the threshold for becoming liable of personal income tax is 
higher in Germany than it is in France: €7,834 in Germany as against 
€5,875 in France. On the other hand, beyond €7,834, the marginal tax rate 
is higher in Germany at all income levels. This statement should be 
qualified however because France’s tax relief system moderates the entry 

                                                 
84 The applicable rate is determined by means of a mathematical formula and varies 
depending on total net income. It thus steadily increases from 14 % to 42 %. 
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point for liability to tax.85 Conversely, in France households must pay the 
CSG starting from the first euro earned.  

It appears that the proportion of tax-unit households that are 
subject to income tax is higher in Germany than in France. The data is, 
however, incomplete and should be interpreted with caution: 

− in 200486 there were approximately 35.4 million taxpayers in 
Germany, 24.1 million of whom were taxable (approximately 
68 % of tax households) and 11.3 million non-taxable; 

− in 200987, there were 36.4 million taxpayers in France, 
15.8 million of whom received a tax notice (representing 
43.4 % of taxpayers), 9.1 million received a notice of non-
taxation and 11.5 million received a tax refund notice. 

Graph n° 22 : Marginal Personal Income Tax Rates in France and 
Germany in 2010 (on income earned in 2009) 
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85 The effective threshold for liability to income tax in France for a single person with 
no children was actually €11,778 in 2010 (income earned in 2009), taking into 
account the tax relief system and the fact that there is no requirement to pay the 
income tax due if the amount is lower than €62 (before tax credit deductions).  
86 This is the latest data available, published in 2010 by the Federal Ministry of 
Finance in the Collected Tax Policy Data booklet. 
87 DGFiP (Direction Générale des Finances publiques - General Directorate for 
Public Finances) Annual Report 2009, tax revenue data for income earned in 2008. 
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A greater decrease in the top marginal rate in France over the last 
twenty years 

Just as in other OECD countries, there is a recurrent debate in 
France about the top marginal income tax rate. Since the beginning of the 
1990s, the general trend in OECD countries for the top marginal tax rate 
has been downward.  

France and Germany, too, have decreased their top marginal tax 
rates in the last 20 years. France, however, has cut the rate more 
significantly, reducing it by nearly nine points between 1990 and 2005, 
and again by more than eight points in 2006, going from 48.09 % to 
40 %, followed by an increase to 41 % in 2011. The last drop was, 
however, offset as a result of the abolition of the 20 % flat-rate deduction 
for business expenses, which broadened the tax base. 

In Germany, the top marginal income tax rate, which was 51 % in 
2000, was significantly reduced between 2000 and 2005, and then fixed at 
45 %88, plus the solidarity surcharge of 5.5 % applied to the amount of tax 
due (in other words, a final rate of 47.475 %)89.  

Table n° 5 : Top Marginal Income Tax Rates (as %) 

 1990 1995 2000 2005 2010 1990-2010 
France 57 57 54 48 40 - 17 pts  
Germany 53 53 51 42 45 - 8 pts 

Source: Figures from the National Assembly report (2007,not including solidarity levy), Table 
by Cour des Comptes 

c) Household taxation modalities and dependency allowances 

The income splitting system (“quotient familial”) is specific to 
France 

In France, income tax is calculated by the revenue service on the 
basis of the amounts declared by taxpayers, who are required to file tax 
returns in which they declare all the income earned by the tax-unit 
household in the preceding year.  

                                                 
88 In Germany, the Reichensteuer, including the solidarity surcharge, generated 
approximately €650 million in 2007 and €790 million in 2008. This revenue is 
estimated to be €610 million for 2009 and €640 million for 2010. In France, according 
to the DLF, instituting an additional income tax bracket subject to a 45 % rate would 
generate €179 million if the threshold were the same as in Germany: €250,000.  
89 45 % + 5.5 % of 45 %. 

 

 

                                                        Cour des comptes 
              Taxes and social contributions in France and in Germany – march 2011 
   13, rue Cambon 75100 PARIS CEDEX 01 – tel : 01 42 98 95 00 – www.ccomptes.fr



84 COUR DES COMPTES 

The income splitting system is used to grant allowances for 
dependents. The progressive rate is then applied to split income: the 
taxable income per part.  

By way of example, the number of parts is one part for a single 
person, two parts for a married couple, a half-part for each of the two first 
dependent children and one more part for each additional dependent child 
as of the third. A child is considered to be dependent on a household up to 
the age of 2090, or to the age of 25 in the case of students. Disabled 
dependents give rise to another half-part. 

Assuming an equal number of dependents, under this system, the 
higher the household’s taxable income, the more tax relief it gets. As 
such, a ceiling is set for this form of tax relief (€2,301 in 2010 for income 
earned in 2009) per half-part in excess of the first two (as in the case of a 
married couple with one or more dependent children).  

In France, in addition to the benefit of this income splitting system, 
families are eligible for cash benefits as of their second child. All families 
are entitled to these benefits, regardless of their means. In addition, 
starting from the third dependent child, an additional family benefit is 
paid (“complément familial”), under a resource ceiling.  

In Germany, a choice between benefits and tax breaks 

In Germany, married couples are, as a rule, subject to joint 
taxation. In this case, the amount of tax due is determined by applying the 
tax rate for single persons to half of the aggregate income of the spouses 
and by multiplying the amount of tax obtained by two. This married 
couples’ tax assessment method (Ehegattensplitting) is identical to the 
French system for a single person or a couple with no children.  

In contrast with the French situation91, married taxpayers have the 
option of choosing separate taxation, since mandatory joint taxation of 
spouses has been declared contrary to Germany’s Basic Law.  

Contrary to the French situation, in Germany the splitting system 
which is used for married couples does not extend to the full family. 
German households have a choice between receiving family benefits 
(Kindergeld) or the application of a tax break (Kinderfreibetrag) for 
dependent children (children under 18 years or up to 25 years if they are 

                                                 
90 A child under the age of 20 is dependent if he or she does not receive remuneration 
in excess of a ceiling (55 % of the gross minimum wage for 169 hours), or is not 
personally the beneficiary of a housing benefit or a family benefit (such as a birth 
grant or disabled adult benefit). 
91 In France, separate taxation of married couples or partners to a civil solidarity 
contract (PACS) is not permitted. 
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continuing their studies). The French system, in which benefits are 
incremental to the tax concessions, is therefore more complex than the 
German system in which households are granted either one or the other. 

Family benefits are paid automatically every month and come to a 
yearly amount of €2,208 for each of the first two children, €2,280 for the 
third child and €2,580 for each additional child. The annual tax relief 
amounts to €7,008 per child and is deducted from taxable income. 

In practice, the tax break is more beneficial to households that pay 
a high marginal income tax rate. The revenue service automatically 
applies the most favourable system (Günterstigerprüfung) to each 
household. It is therefore estimated that approximately 17 % of 
households are subject to the tax break, since most households stand to 
gain more from the family benefits system.92 

The following table sets out the taxable income thresholds above 
which the tax break is more favourable than family benefits.  

Table n° 6 : Threshold above which the tax break is more favourable 
than family benefits 

Family Situation Taxable Income 

Single with  One Child €33,476 

Single with Two Children €40,484 

Married Couple with One Child  €63,486 

Married Couple with Two Children €70,494 

Married Couple with Three Children €81,996 
Source: DLF, 2010 

                                                 
92 In 2006, expenditure by way of family benefits (Kindergeld) came to approximately 
€18 billion, and expenditure in the form of tax break (Kinderfreibetrag) came to 
approximately €41 billion. 
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Taxes and contributions on pensions 

When it comes to taxation of pensions, the French and German 
systems are getting closer. Germany, where pensions were in the past tax-
exempt, did not allow contributions to be deducted from income tax. 
Since the 2005 reform, it has gradually moved towards a system of 
exemption of contributions paid out and taxation of pensions paid in93, in 
keeping with the French system.94  

In terms of social deductions and contributions, pensions in France 
are subject to CSG at a rate of 6.6 % and to CRDS at a rate of 0.5 %. 
Only complementary pensions are subject to a contribution at the rate of 
1 % for the funding of health insurance. In Germany, pensions are subject 
to health insurance contributions (employee contributions only, at a rate 
between 7 % and 7.9 %) and dependency contributions (employee and 
employer contributions, at 1.95 %). It should be noted that in France, 
low-income retirees pay a reduced or zero rate of CSG.95 

Hence, while in terms of social contributions, the German and 
French situations are fairly well-aligned, in terms of taxation they are still 
in the process of moving closer together. 

 

d) Calculation of net taxable income 

The process for determining taxable income is fairly similar in the 
two countries: aggregation of net income by category, offsetting of 
eligible deficits carried over and deduction of allowances and charges, 
determination of net taxable income and of amount of tax due.  

Net income is determined by category separately according to that 
category’s particular rules. In principle, the net income in each category 
(income or profit) is obtained by subtracting from the gross income or 

                                                 
93 50 % of the pensions paid out by the statutory retirement-insurance scheme were 
subject to taxation up to and including 2005. The taxable portion depends on the year 
of retirement and is increased 2 % every year up to 2020, then 1 % per year up to 
2040 by which time it will be taxable in its entirety. The contributions paid will 
gradually be eligible for deduction from income tax over the same period. 
94 In France, tax on pensions is due the year they are received and are subject to the 
income tax scale (once the 10 % flat-rate deduction has been applied) and 
contributions paid during working life give rise to a deduction. 
95 Depending on the retiree’s tax status, a reduced rate of 3.8 % is applied or a full 
exemption is granted. 
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turnover earned during the tax year the actual amount of expenses and 
charges involved in generating that income or profit.  

In the case of income from wages or salary, an allowance for 
expenses is granted in both countries, either in the form of a lump sum or 
offset against actual costs: 

− in France, wages and salaries are eligible for a 10 % lump-sum 
deduction subject to a ceiling that is reassessed on a yearly 
basis (€13,948 in 2010 for income earned in 2009) or the 
deduction of the actual, documented costs; 

− in Germany, a lump sum of €920 in 2010 on income earned in 
2009 plus a mileage allowance, or actual, documented costs. 

As a result of the lump-sum deduction, which in France is far more 
attractive, the tax base has been significantly narrowed. As for eligible 
deficits carried forward from previous years, they are deducted from 
aggregate income subject to a number of conditions:  

− in France, deficits in certain categories (real estate deficits, in 
particular) may be carried forward and offset only against 
subsequent profits in the same category; 

− in Germany, there is a cap on the amount deducted for any 
single year. 

e) Tax expenditures are more numerous and more costly in France  

Germany and France both apply a similar distinction between tax 
expenditures and methods for calculating tax.96 However, in France the 
main tax expenditures relating to income tax are more costly than in 
Germany.  

                                                 
96 For the purposes of analysing French tax expenditures relating to income tax, the 
Cour des Comptes has relied on Volume II of the évaluation des voies et moyens 
(Ways and Means Assessment) appended to the 2011 draft Finance Act (budget). For 
Germany, it has relied on the list of tax expenditures published in the 22nd report on 
subsidies (Subventionsbericht). 
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Table n° 7 : The 10 Most Costly Tax Expenditures Relating to 
Income Tax (2010)  

In France: 

Tax Expenditures Relating to Income Tax Cost 
Employment bonus for low-income taxpayers who 
declare employment-based income  

€3,560 million 

10  % allowance on amount benefits received 
(including child maintenance) and retirement pension 

€2,640 million 

Tax credit for expenses for expenditure on upgrading 
energy efficiency and sustainability of primary 
residence 

€2,600 million 

Tax credit for employing domestic help, for working 
taxpayers or those seeking work for at least three 
months  

€1,750 million 

Exemption for family benefits, allowance for disabled 
adults or orphan allowance, family benefit for 
employment of a certified child care assistant, at-home 
childcare allowance and (since 1 January 2004) early 
child care  

€1,600 million 

Additional half-part for taxpayers effectively living 
alone who care for one or more dependent children and, 
as of the 2009 tax return, for taxpayers who have 
exclusively or mainly supported these children for at 
least 5 years while living alone 

€1,560 million 

Income tax credit on interest for loans taken out to 
purchase or build primary residence  

€1,500 million 

Dispensation for payments received from profit-
sharing, employee shareholding and employee savings 
plans  

€1,400 million 

Income tax credit for overtime (days and hours) and 
additional time worked  

€1,360 million 

Tax reduction for employing domestic help, for 
unemployed taxpayers or those seeking employment 
for less than three months 

€1,300 million 

Source: 2011 draft budget, List from “Ways and Means”, volume II, 2010 
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In Germany97: 

Tax Expenditures Relating to Income Tax Cost 
Tax credit for cost of hiring skilled labour for renovation 
work 

3,035         
million 

Deduction from taxable income of culture tax paid 2,790 
million 

Income tax exemption for income earned through work on 
Sundays, statutory holidays and at night 

2,060 
million 

Deduction from taxable income of contributions made to 
charity organisations and political parties * 

1,390 
million 

€ 801 allowance (double for married couples) for income 
from movable capital  

1,040 
million 

Exemption for the bonus paid for taking out an individual 
retirement plan  

1,290 
million 

Tax credit for hiring domestic help * 1,025 
million 

Exemption for savings from employee shareholding 242 million 
40 % investment provisions 652 million 
Accelerated depreciation for capital goods 171 million 

* These tax expenditures are not seen as such in the report on subsidies. They appear in this 
table for information only. Source: DLF; Subventionsbericht (2007 – 2010), 2010. 

The aims pursued with these tax expenditures are sometimes 
similar. Both in France and Germany, the main purposes of tax 
expenditure on income tax are:  

− pro-employment measures (five out of the ten most costly 
measures in France, for an overall cost estimated to be €8.57 
billion in 2010; three measures identified in Germany, for an 
estimated overall cost of €6.12 billion); 

− measures to foster employee share-holding and savings. 

In both countries, tax expenditures also include housing 
allowances. These are much higher in France: two of the ten most costly 
measures relate to housing, costing an estimated €4.1 billion in 2010. In 
Germany, expenses for preserving and rehabilitating buildings classified 
as historically important or located in an urban renewal zone may be 
deducted from taxable income. The cost of this tax expenditure is 
estimated to be €120 million in 2010. 

f) Different collection methods: pay-as-you-earn (PAYE) in Germany 

                                                 
97 Another mechanism should be added to these tax expenditures. It came to an end in 
December 2009 but its budgetary effects are still being felt (to the tune of an 
estimated €275 million in 2010): a 50 % exemption on capital gains from the sale of 
real property to real estate funds. 
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A major difference between the income tax schemes in France and 
Germany is the method used to collect taxes on wages and salaries. 

Indeed, in contrast with France, income tax on wages and salaries 
in Germany is collected through a pay-as-you-earn system, the 
Lohnsteuer. This is not a tax as such, but rather a particular way of 
collecting income tax.  

In principle, this tax withholding is sufficient and negates the need 
for any further taxation procedure unless tax collection through tax roll is 
required at the end of the calendar year for corrective purposes. The 
5.5 % solidarity surcharge on the income tax due, as well as the church 
tax for affiliated taxpayers, are collected simultaneously on wages and 
salaries.  

The PAYE system operates as follows:  

− the local council provides a PAYE card to the taxpayer;  

− the revenue service fills in the taxpayer’s card (with data on his 
or her income, family status, etc.); 

− the employer receives the card and calculates the amount to be 
deducted. Employers therefore have access to all the family and 
personal data that their employees allow to appear on the card.  

Collection and refunding of the tax on wages and salaries by 
employers are placed under the supervision of the Länders’ revenue 
services.  

In Germany, the PAYE system does not exempt most taxpayers 
from having to file a supplementary tax return for the determination of 
taxation through tax roll.98 In France, income tax is now widely paid by 
monthly instalments.99 As such, the main difference between the PAYE 
system and the French system is the speed with which changes in 
personal or professional status are reflected in the tax.  

3 -  Social deductions and contributions: some significant 
differences between the two countries 

The social security system in Germany, which was inherited from 
the social insurance schemes instituted by Chancellor Bismarck, is based 
on occupational affiliation and funded by contributions from wages and 

                                                 
98 According to the Federal Ministry of Finance in the Collected Tax Policy Data 
booklet for 2010, 26 million taxpayers in Germany, out of a total of 35.5 million, file 
a tax return for assessed income. 
99 According to the DGFiP Annual Report 2009, 65.4 % of income tax is paid in 
monthly instalments.  
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salaries. The French social security system, when it was established in 
1945, was funded exclusively by means of contributions from 
employment-based income, but has undergone some major changes in the 
last 20 years, which means that now there are some significant 
differences between the French and German systems.  

a) In France, deductions affected to the funding of social protection 
have been introduced 

It in order to solve funding problems and with a view to having 
all sources of income contribute to the funding of social welfare, new 
types of social taxes were instituted.  

CSG, which was created in 1990, is the most sizeable of all the 
various taxes earmarked for funding social insurance. It mainly replaced 
social contributions for the funding of family benefits in 1991, then 
medical cover in two stages, first in 1997 and then in 1998. Although it 
had been so rapidly upscaled in the 1990s, it progressed at a more 
moderate pace in the 2000s. CSG revenues, which apply to all sources of 
household income – 7.5 % of earned income, 8.2 % of income from 
property and investments – and are withheld at source, went up from €58 
billion in 2000 to nearly €84 billion in 2010. In 2010, CSG revenues 
exceeded income tax revenues by nearly €30 billion. Today, this 
deduction is the main component in the taxation of household income. 
Another of its effects has been the diversification of sources of funding 
for social protection because, with its proportionality and very broad 
base, it has largely replaced regressive contributions based on wages and 
salaries alone.  

CRDS was established in 1996 for the purpose of paying off the 
debt of the social security system. It, too, is withheld at source. A single 
rate of 0.5 % applies to all income. Revenues from this tax have increased 
at the same pace as proceeds from CSG, going up from €4.5 billion in 
2000 to €6 billion in 2010.  

A 2 % social tax (prélèvement social), its associated supplementary 
contribution (prélèvement additionnel), and the contribution earmarked to 
fund the active solidarity income (revenu de solidarité active, or RSA) 
are social deductions on unearned income (from property and 
investments) (see Chapter II–2).  
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b) Contribution scales: the relative share of employer contributions is 
higher in France; regressivity is greater in Germany 

The general social protection regime in France has four branches: 
pensions; medical cover; family benefits; and occupational hazard 
insurance (accidents and occupational diseases). In addition to these 
branches there is also an unemployment insurance branch (UNEDIC) and 
a number of statutory supplementary pension schemes (AGIRC, 
ARRCO).  

Social insurance in Germany comprises five branches: pensions, 
medical cover, unemployment insurance, dependency insurance, 
accidents at work. It does not therefore include a family benefits branch, 
since family benefits are funded through pooled tax.  
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Table n° 8 :  Rates of Social Insurance Contributions and Deductions  

In France: 

Regime Employee 
Contribution  

Employer 
Contribution  

Total 

Pension (general)100 6.75 % 9.9 % 16.65 % 
Pension (supplementary)101 3 % 4.5 % 7.5 % 
Health 0.75 % 12.8 % 13.55 % 
Family 0 % 5.4 % 5.4 % 
Work-Related Accidents or 
Illnesses102 

0 % 2.28 % 2.28 % 

Unemployment103 2.4 % 4.4 % 6.8 % 
Sub-total 12.9 % 39.28 % 52.18 % 
Balance and Debt 
(CSG/CRSD)104 7.76 % 0 % 7.76 % 

Total105 20.66 % 39.28 % 59.94 % 
Source: Cour des comptes 

In Germany106: 

Regime Employee 
Contribution 

Employer 
Contribution 

Total 

Pension (1) 9.95 % 9.95 % 19.9 % 

Health Care (2) 
7 % or 7.3 % (w/o 

children 
7 % 

14.6 % or 
15.5 % 

Unemployment (1) 1.4 % 1.4 % 2.8 % 
Dependency (2) 0.975 % 0.975 % 1.95 % 

Total 19.325 % or 19.625 % 19.325 % 
38.65 % or 
38.95 % 

(1) Rate under max. limit of €5,500 (West) and €4,650 (East). 
(2) Rate under max. limit of €3,750 
Source: French Embassy in Berlin 

                                                 
100 Most pension contributions (6.65  % for employees and 8.3  % for employers) are 
capped (€2,885 gross per month). The non-capped portion (0.1  % for employees, 
1.6  % for employers) are contributions due on the total wage or salary. 
101 Rate of contributions for non-managerial employees (ARRCO) subject to a ceiling 
(€2,885 gross per month). The collective bargaining agreement may provide for a 
different ratio of employee contributions and employer contributions.  
102 Rate varies depending on the professional sector. 
103 Rate subject to a ceiling: €11,540. 
104 CSG and CRDS, at nominal rate of 8  %, levied on 97  % of earnings. 
105 Not including the National Housing Aid Fund (0.4  %, employers) and 
contributions for vocational training (1.6  %, employers). 
106 Under the recovery plan, the contribution rate to health cover was reduced from 
14.6 % to 14 % as of 1 July 2009.  
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In France, the employer share is significantly greater than the 
employee share even when the CSG – which replaced health cover 
contributions from wages in the 1990s – is added to the employee share. 
In Germany each branch of the social security system is funded jointly 
through equal employee and employer social contributions. Furthermore, 
ceilings for social contributions are more frequently set in Germany, and 
at lower levels, than those applied in France.  

c) Broader exemption schemes for social contributions and taxes in 
France 

A simple comparison of contribution rates is not enough to gauge 
the breadth of the gap between the two countries. Indeed, social 
contribution exemption schemes are far more widespread in France.  

In France, major exemptions from employer contributions 

In France, employers are exempted practically across the board 
from paying their contribution share on low wages and salaries.  

Exemptions from social contributions: the various stages 

This system initially concentrated on schemes targeting particular 
categories of the population107. It was subsequently implemented on a 
large scale and applied to low earnings in general, in the context of 
rapidly growing unemployment at the beginning of the 1990s. First in 
1993, complete exemption from contributions to the family benefits 
branch was granted to employers for wages not exceeding the statutory 
minimum wage multiplied by a factor of 1.1 (and a partial exemption up 
to the minimum wage multiplied by 1.2). In 1995, alongside an increase 
in these thresholds (1.2 and 1.3 times the minimum wage), a new 
employer contribution exemption was granted, this time concerning 
medical cover contributions.  

These two schemes were later merged in 1996 (the so-called 
“Juppé rebate”) and then subsequently used as tools for implementing the 
35-hour week starting in 2000, when the cost borne by businesses to 
implement this policy was compensated by a lump-sum rebate on 
employer contributions, regardless of the wage level, plus a regressive 
rebate up to 1.8 times the minimum wage.  

                                                 
107 Exemptions in favour of training, and reduced contributions on part-time contracts, 
for instance. 
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The current scheme (referred to as the “Fillon reduction”), set up in 
2003, applies a coefficient for computing the amount of the exemptions 
based on the employee’s gross income, ranging from 0.260 for employees 
paid the minimum wage (in companies with more than 20 employees) to 
a zero coefficient for 1.6 times the minimum wage. 

Hence, while the overall rate for employer social security 
contributions that are capped is 30.38 % in 2010,108 the effective rate of 
employer contributions is 4.38 % at the minimum wage level,109 and, as 
low as 2.28 % for companies with less than 20 employees. This means 
that for these levels of wages there is a discrepancy between the official 
scale and the effective rate of contribution.   

Measures to promote employment through employer exemptions 
from social contributions amounted to €30.2 billion in 2009110. 80 % of 
those exemptions arose from across-the-board schemes (“Fillon 
reduction”, exemption on overtime and monetisation of work reduction 
leave entitlements introduced under the TEPA Act [French acronym for 
‘work, employment and purchasing power’]), totalling €24.1 billion111.  

This scheme was modified in 2011 (in the annual law: “loi de 
financement de la sécurité sociale pour 2011”). The amount of the relief, 
previously based on the employee’s monthly salary, is now calculated on 
the basis of the yearly salary including, where applicable, the 13th and 14th 
months’ wages paid by employers whereby they were able to increase 
wages while benefitting from social tax and contribution relief.  

While the employer contributions (not including supplementary 
pensions and unemployment insurance) decreased by some 4.2 points 
between 1980 and 2010, the other amounts levied on wages and salaries 
(UNEDIC, ARRCO, AGFF, the 1 % housing tax, apprenticeship tax, 
vocational training, transport charges, CSA [contribution supplémentaire 
à l’apprentissage - supplementary apprenticeship contribution]) increased 
by six points during that period. 

  

                                                 
108 This relates to employer contributions that fall within the scope of legislation on 
social security funding, i.e., not including supplementary pensions and unemployment 
insurance.  
109 These employer contributions grow rapidly as wages increase, going up from 
4.38 % at the minimum wage to 27.49 % at 1.5 times the minimum wage. 
110 See report submitted to the Committee for Social Security Accounts, September 
2010.  
111 The other measures, so-called “targeted” measures, come to €6.1 billion. They aim 
to encourage hiring of people in target groups or those living in particular areas as 
well as working from home.  
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In Germany, exemptions on payroll contributions 

Germany applies exemptions on employee social insurance 
contributions for low-earners (the “minimum remuneration jobs”) earning 
less than €800. Overall, 6.8 million German employees benefit from this. 
In some cases, these exemptions are offset by employer contributions.  

Employees hired under the so-called “mini job” contract, who are 
paid a monthly wage of €400 and work 15 hours a week maximum, are 
exempted from paying unemployment insurance contributions. If, 
furthermore, they are eligible beneficiaries of sickness and dependency 
cover, they are also exempted from the associated contributions. Finally, 
they may voluntarily pay a reduced 4.9 % rate pension contribution. 
Employers are exempted from unemployment contributions but they must 
pay the medical cover contribution unless the employee in question is 
personally exempted and their pension contribution rate is raised by 
15 %. 

Employees receiving a wage of between €400 and €800 (the so-
called “midi jobs”) are eligible for a regressive exemption from 
contributions: for a wage of €400, they must pay a lump-sum contribution 
of 11 % covering all forms of social insurance. This contribution 
gradually increases until it reaches the normal rate for wages in excess of 
€800. Their employers are not eligible for any exemptions. 

The overall value of these payroll contribution exemptions is not 
accurately known, but was estimated at €600 million in 2008, a figure in 
no way comparable with its equivalent in France. 
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Table n° 9 : Exemptions from Contributions for Low Incomes in 
Germany 

Social Contributions 
Employee Employer Total 

Retirement 
0 % instead of 

9.9 % 
15 % instead of 

9.95 % 
15 % instead of 

19.85 % 
   

4.9  % if the 
worker wants full 
retirement benefits 

  

 
 
Mini job 
6.5 million 
workers 
Income less 
than €400 a 
month  
for a 
maximum  15 
hours of work 
per week  
 
 

   

 Health Cover 
 0 % instead of 7 % 13 % instead of 

7 % 
13 % instead of 

14 % 
 Unemployment and Dependency 
 No plan   
Midi job 
0.7 million 
workers 
Income 
between €400 
and  €800 a 
month 

 
Progressive 

between 11 % and 
20  % of the total 
(normal regime) 

 
 
 

Normal 
contributions 

 

Source: DSS- Counsellor for Social Affairs in Berlin 

 

The proportion of social contributions in the funding of social 
insurance is comparable in France and Germany112. This share is nearly 
65 % in France as against 63 % in Germany according to 2008 Eurostat 
data.  

                                                 
112 However, in contrast to Germany, in the last 15 years a large social security deficit 
has built up in France: part of the funding in France is therefore discounted from 
future public contributions. 
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Table n° 10 :  Social Security Revenues in 2008 (all branches, in 
€ billions) 

France Germany
Overall Tax Revenue 603 734
Social Contributions * 389 463

Employers Social Contributions 264 256
Effective Employers Social 
Contributions

217 179

Imputed Employers Social 
Contributions

47 77

Employees Social Contributions 100 164
Self-Employed Social Contributions 23 10
Social Contributions on Transfers 2 33

As Share of Overall Social Security 
Revenue

64,5% 63,1%

Tax Revenue 193 257
Earmarked Tax Revenue ** 134 0,0
General Tax Revenue 59 257

Other Revenue 21 14

In € Bn

 
* Most of the contributions paid by the 11 % of German contributors that have opted for the 
private health insurance scheme is accounted for in this table (these are mainly non-profit 
mutual benefit societies).  
** According to the nomenclature used by Eurostat, there is no tax revenue earmarked for social 
insurance in Germany. In fact, a tiny proportion of taxes has begun to be earmarked for these 
purposes since the beginning of the 2000s.  
Source:Eurostat, French directorate for social security 

 

These figures are the reflection of very different situations in the 
two countries: 

− in France, the preponderance of earmarked tax revenues, two-
thirds of which come from CSG; 

− in Germany, the role played by general tax revenues for 
funding social insurance for two main reasons: 
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− on one hand, the fact that a large portion of expenditure on 
social protection is handled directly by the State113; 

− on the other hand, payment of increasingly large subsidies 
from the federal budget to balance the social security 
schemes114.  

B - Fairly Similar Overall Impact 

1 -  Overall, the tax and social contribution burden on labour 
income is comparable and similarly progressive in the two 

countries. 

A comparison between the French and German taxation systems, 
in particular income tax and social insurance contributions, shows that in 
spite of different levying structures, the tax wedges (that comprise both 
income tax and social contributions)115 are equivalent in the two 
countries.  

a) OECD data: equivalent tax wedges, similar progressivity 

The OECD offers an evaluation of the tax wedge using the profile 
study method.  

For a single person receiving an average salary with no children, 
the French and German tax and social contribution systems although very 
different in structure, are comparable in weight. They stand respectively 

                                                 
113 In Germany, family benefits are for the most part funded by taxes, for a budgetary 
cost of €70 billion in 2008, according to Eurostat. Moreover, the Eurostat data takes 
into account the funding of disability, survival, housing and social exclusion benefits, 
which in 2008 came to a total of €120.2 billion. 
114 The federal government’s contribution to medical cover was €4 billion in 2009 
(increased by €1.5 billion per year until it reaches a ceiling of €14 billion in 2016). 
The pension scheme receives two subsidies from the federal government: one which 
stood at €18 billion in 2008, to offset the family allowances granted to retirees; and 
another for €44 billion as of 2004, for balancing purposes. Finally, the federal 
government pays the following into the unemployment insurance scheme: a 
contribution of €7.6 billion, which are the proceeds from the one-point increase in 
VAT enacted in 2007 (two points since 2009); benefits for an amount of €19 billion to 
the beneficiaries of ALG II and a payment of €2.3 billion to cover the management 
costs of the ALG II scheme. 
115 The tax and social contribution wedge measures the total amount of social 
contributions (payroll contributions, adjusted for concessions and exemptions) and 
taxes (on income, as well as CSG and CRDS in France, but not including VAT in 
either country) as a ratio of the employer’s overall wage bill. 
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at 49.2 % and 50.9 %, which are both high levels compared to other 
OECD countries, where the average is 36.4 %.  

Table n° 11 : Composition of the Tax Wedge for Average Earnings 
(2009) 

 Germany France 
Employer Contributions 16.3 29.7 
Employee Contributions 17.3 9.6 
Income Tax 17.3 9.9 
Tax Wedge 50.9 49.2 
Source: OECD 
 

In addition, the OECD data allows the French and German tax 
wedges to be compared in accordance with earnings.  

A comparison of the French and German data with the OECD 
average shows that, regardless of the household’s income, the tax wedges 
in France and Germany are similar in level, and both significantly higher 
than the OECD average. 

As to progressivity according to income, the tax wedge for a single 
person with no children is slightly more progressive in France than in 
Germany for earnings ranging from 67 % to 167 % of the average wage. 
The wedge goes up from 45.2 % to 53.1 % in France across that income 
range (+7.9 points), and from 46 % to 53 % in Germany (+7 points). 

Finally, in these profile studies, a comparison of the data for 2000 
and for 2009 indicates that the French and German tax wedges have 
either tended to follow parallel trends or moved closer together.  
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Graph n° 23 : The Tax Wedge by Income (2000-2009) 
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France 2000 France 2009 Germany 2000 Germany 2009 OECD 2000 OECD 2009

France 2000 47,4 49,6 51,7

France 2009 45,2 49,2 53,1

Germany 2000 47,5 52,9 56,3

Germany 2009 46,0 50,9 53,0

OECD 2000 34,5 37,8 42,4

OECD 2009 32,7 36,4 41,1

Single (67% of average wage), without 
children

Single (100% of average wage), without 
children

Single (167% of average wage), without 
children

 
Source: OECD 

According to the data computed by the DGT (Direction générale 
du Trésor - Directorate General for the Treasury) applying the OECD 
method on a wider income range: 

− the tax wedge is more progressive in France at the lower end of 
the wage scale: in 2008, it was 28 % for the minimum wage in 
France (corresponding to a gross monthly wage of €1,305), 
whereas it was 38 % in Germany at the same wage level; 

− for high salaries (over €5,300) in Germany, the tax wedge was 
regressive due to the overall cap on social contributions, 
whereas in France it remains slightly progressive. 
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b) A comparison of payslips in a company operating in both 
countries: similar tax wedges 

A comparison of payslips in a company operating in both France 
and Germany corroborates these results and shows that, in spite of the 
different structures, the tax wedges are comparable in the two countries. 
The simulations performed relate to three levels of annual gross salary: 
20,000, 40,000 and €70,000116, for a single person with no children117.  

Table n° 12 : Comparison of Payslips for Three Levels of Salary118 

Gross Annual Salary (a) €20,000  €40,000 €70,000 
  Germany France Germany France Germany France 

As  % of average salary* 49 60 98 121 171 212 

Employer contributions (b) 3,945 6,434 7,890 18,724 11,113 29,575 
Employee contributions (c)  4,175 4,292 8,350 8,532 11,630 14,476 
Income tax (d) 1,835 680 7,182 3,351 19,052 9,973 
Cost of labour (a + b) 23,945 26,434 47,890 58,724 81,113 99,575 
Net salary after taxes  
(a - c - d) 

13,982 15,028 24,468 28,117 39,318 45,551 

As  % of gross salary             
Employer contributions 19.7 32.2 19.7 46.8 15.9 42.3 

Employee contributions 20.9 21.5 20.9 21.3 16.6 20.7 
Income tax 9.2 3.4 18.0 8.4 27.2 14.3 

Total employee deductions  30.1 24.9 38.8 29.7 43.8 34.9 
As  % of labour costs             
Social wedge 33.9 40.6 33.9 46.4 28.0 44.2 
Tax wedge 7.7 2.6 15.0 5.7 23.5 10.0 
Social/tax wedge 41.6 43.1 48.9 52.1 51.5 54.3 
* Average gross annual salary of a single childless person in 2009 according to the OECD: 
€40,929 in Germany; € 33,065 € in France           

Source: DSS 

 

                                                 
116 Although in Germany this level is above the threshold for mandatory affiliation to 
the public medical cover scheme, the simulation reflects the position of an employee 
who as opted to remain within the public scheme. According to the company, there is 
not a large difference in the costs between the two regimes. 
117 Gross earnings figures cannot be directly compared between France and Germany 
due to the magnitude of employer contributions in France. 
118 For the purposes of this analysis, the CSG and CRDS are included as French 
payroll contributions. 
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It appears that for these three levels of wages: 

− the French and German tax wedges are much the same, 
specifically for comparable multiples of the average wage; 

− the rate of employee contributions is slightly greater than the 
employer contribution rate in Germany, whereas the rate of 
employer contributions is far greater than the employee 
contribution rates in France (from 50 % higher to more than 
double, depending on the wage level); 

 

− the overall social contribution rate (employee plus employer 
shares) is regressive in Germany (it goes from 40.6 % for gross 
salaries ranging from €20,000 to €40,000, to 32.5 % at a gross 
salary of €70,000), whereas in France it is first markedly 
progressive (53.7 % at €20,000 and 68.1 % at €40,000), and 
then slightly regressive (62.9 % at €70,000); 

− income tax is progressive in both countries but its incidence is 
far lower in France.  

 

Graph n° 24 : Tax Wedge for a Firm Operating in both France and 
Germany (by wage expressed as a percentage of the average wage) 

 

 

 

 

 

 

 

 

Source: DSS 

 

Overall, these results are consistent with the OECD data. The data 
for the company involved show a tax wedge of 51.5 % for a single person 
with no children earning 171 % of the average wage. According to the 
OECD, for a single German taxpayer with no children earning 167 % of 
the average wage, the tax wedge is approximately 53 % of the cost of 
labour. 
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2 -  Comparative taxation of high earners: a difficult assessment 

The notion of “high earnings” deserves some elucidation. 
According to the INSEE119, “high earners” are those in the uppermost 
decile of declared incomes per consumption unit. The 1 % that declare the 
highest earnings per consumption unit are the “very high earners” and the 
0.01 % of the highest incomes are the “most affluent”. 

To be able to assess how progressive the two tax systems are 
respectively, the taxation of the highest earnings must be measured. This 
is a difficult task since the Cour des Comptes was unable to gather strictly 
comparable information for the two countries. Nonetheless, a number of 
elements do shed some light on this issue: 

− the top marginal income tax rate; 

− taxation of the “wage package” for senior executives; 

− taxation of income from wealth and assets; 

− use of tax expenditures by these high earners to lessen their tax 
burden. 

The information available for France is far more detailed than for 
Germany, possibly as a reflection of the difference between the two 
countries in the attention paid to the question of inequalities.  

The highest marginal income tax rate 

While international comparisons in the area of taxation must 
consider the effective burden of taxes and contributions and the public 
services that are offered in consideration thereof, rather than examine the 
rates in isolation, the upper income tax brackets and rates are nonetheless 
a central feature of taxation of high earnings. Furthermore, they may act 
as a signal in terms of attracting highly qualified labour to a country in 
spite of the different tax bases, and the existence in France of CSG and 
CRDS, and of the solidarity surcharge in Germany.  

In this respect, the highest nominal income tax rate in France is 
today in the same order of magnitude as the rates applied by our 
European neighbours, and slightly below the German rate. 

Taxation of senior executives’ earnings 

To assess respective taxation of high earnings in the two countries, 
it is necessary to compare the treatment of senior executives who receive 
a “wage package” (salaries, bonuses, various premiums, variable 

                                                 
119 See J. Solard, “Les très hauts revenus: des différences de plus en plus marquées 
entre 2004 et 2007”, in Les revenus et le patrimoine des ménages, INSEE, 2010. 
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compensation and payment in kind). In Germany, these items are taxed 
under the category of “wages and salaries”. Although under the French 
regime a special category is set aside for the top executives in some 
corporations, it is treated much the same as the wages and salaries 
category. 

Additionally, management and executive staff often have access to 
stock option schemes. The taxation applied in this area in 2010120 by 
France was less advantageous than in Germany and other major 
industrialised countries: 

− while in Germany, gains at exercise are chargeable to income 
tax (maximum rate of 47.48 %), France applies first a rate of 
18 %, and then 30 % for any amount in excess of €152,500, 
plus a social contribution of 12.1 % or, alternatively, if the 
taxpayer’s so chooses, in accordance with the income tax scale; 

− France charges any excess discount at grant to income tax (after 
a deduction of 10 %) and requires social contributions to be 
paid on that amount, whereas in Germany it is exempted. 

− Germany applies a flat and final withholding tax of 26.37 % on 
capital gains from divestiture, or, for any stake in corporate 
capital exceeding a 1 % share, a 40 % exemption and taxation 
as per the standard income tax scale. Capital gains on 
divestiture are exempt from social contributions in Germany, 
whereas in France they are subject to an 18 % tax in addition to 
a social deduction of 12.1 %. 

Taxation of income from wealth and assets 

To measure taxation of high earners, the taxation of income from 
wealth and assets also needs to be considered. Indeed, this income 
contributes significantly to the disposable income of high and very high 
earning households. 

In France, the higher up one goes in the scale of declared incomes 
per consumption unit, the more the share of income from assets and non-
recurring income in aggregate household income increases. Hence, in 
2007, whereas 40 % of the French population in general earned income 
from assets, the figure was 76 % among “high earners”, 93 % among 
“very high earners” and 98 % among “the most affluent”121. According to 

                                                 
120 Starting on 1 January 2011, capital gains relating to acquisition and divestiture are 
subject to a 19 % tax in France when the holding period exceeds two years, to which a 
social contribution of 12.3 % is added. 
121 See J. Solard, “Les très hauts revenus: des différences de plus en plus marquées 
entre 2004 et 2007”, in Les revenus et le patrimoine des ménages, INSEE, 2010. 
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a recent study122, in the top decile of households with the highest incomes, 
unearned income accounts for 9 % of overall income as against less than 
3 % for other households. This share increases with income: 23 % for the 
last centile, 38 % for the last thousandth, and 55 % for the last ten-
thousandth.  

A similar change in the sources of income depending on income 
level has probably occurred in Germany. If so, it is reasonable to assume 
that the tax burden on this particular set of incomes, as explained in 
Chapter II-4 of this report, is more or less on a par in France and 
Germany, in spite of the very different tax schemes in the two 
countries123. 

Use of tax expenditures by high earners 

At the highest levels of income in France, an increase in earnings 
does not necessarily entail an increase in the level of taxation. Thus, 
according to the INSEE, the taxation rate on the income of the “very 
affluent” (0.1 % of the highest earners) and of “the most affluent” 
(0.01 %) in 2007 was in the order of 25 %124, to which social 
contributions on unearned income must be added, together with local 
taxes and the ISF wealth tax. These figures are generally consistent with 
those in the parliamentary report on tax shelters125. According to this 
report, the average rate of taxation applied to the 25,000 taxpayers126 with 
the highest taxable income came to 25.2 % of their ‘reference tax 
income’, whereas for the 1,000 taxpayers earning the most, this rate was 
only 24.4 %. This ‘de facto regressivity’ is explained, in addition to the 
incidence of income from assets that is taxable but not in accordance with 
the standard income scale, by the use of tax expenditures, which increases 
with income.  

                                                 
122 See C. Landais, Les hauts revenus en France (1998-2005): une explosion des 
inégalités, 2007. 
123 In contrast, the level of taxation appears to be considerably higher in France in 
respect of both possession and transfer of assets (see Chapter II-2). 
124 The tax rate on declared income is calculated here as the sum of the taxes on 
earned income and unearned income and final withholding taxes divided by the 
declared income. See J. Solard, “Les très hauts revenus: des différences de plus en 
plus marquées entre 2004 et 2007”, in Les revenus et le patrimoine des ménages, 
INSEE, 2010. 
125 Commission des finances, de l’économie générale et du plan (Finance, General 
Economy and Planning Commission), Information Report No. 946, Les niches 
fiscales, 5 June 2008. 
126 The parliamentary report uses the concept of tax-unit households. The 25,000 
taxpayers with the highest taxable income are therefore included in the 0.1 % of 
highest earners. 
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Use of tax expenditures by high earners appears less massive in 
Germany: 

− there are fewer tax expenditures relating to income tax than in 
France and the main tax expenditures are capped at a lower 
level than in France127; 

− only a very limited number of tax expenditures appear to be 
accessible to higher incomes as a means for bringing down 
their tax liability128, and they are significantly less costly then 
the tax expenditures higher earners call on in France129. 

3 -  Considerable redistribution benefitting families in both 
countries; in France, the system is more favourable to higher 

earners and households with three or more children  

A possible objective for altering the distribution of wealth 
conducted through redistribution may be to achieve horizontal equity; in 
other words, a fairer distribution between households that have the same 
amount of resources but which differ in size. This is precisely the goal of 
tax provisions that grant concessions which partly make up for a lower 
standard of living arising from the dependency status of the household.  

In France and Germany, horizontal redistribution is one of the 
main goals of the social insurance and tax systems. Family policy in 
France has now been around for a long time, whereas in Germany it has 
emerged as a concern far more recently. 

The following comparison in horizontal redistribution conducted in 
these two countries was derived from a study by A. Baclet, F. Dell and K. 
Wrohlich130, which includes:  

                                                 
127 Among the tax expenditures mentioned above, tax relief for building work 
performed by craftsmen is limited to € 1,200 €, the ceiling for domestic help is 
€4,000, and payments into retirement plans cannot exceed €2,100, etc.  
128 These include: the tax relief granted for building renovation, which cost €16 
million and was granted to 15,450 taxpayers in 2010; the deduction on capital gains 
from the divestiture of corporate shares, which cost €5 million and benefitted 745 
taxpayers; the deduction of expenses relating to purchasing and maintaining cultural 
goods, for which no figure is provided, which was granted to 115 taxpayers. 
129 One example of this is the tax deduction allowed on productive investment in the 
overseas départements, territories and communities, which cost €767 million and 
benefitted 18,600 households in 2009 (on this topic, see the Cour des Comptes’ 
Annual Public Report, February 2010).  
130 See A. Baclet, F. Dell & K. Wrohlich, Composantes familiales des impôts sur le 
revenu en Allemagne et en France: les différences pertinentes (Family-related 
Aspects of Income Tax in Germany and France: Relevant Differences), in Economie 
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− for France, the effects of the family income splitting system, 
together with a number of family benefits (allocations 
familiales, which are family payments, and complément 
familial, or family supplement)131; 

− for Germany, family benefits (Kindergeld) and the tax break 
(Kinderfreibetrag). 

What is being examined here is not the whole of family policy, 
which according to the OECD is subdivided into benefits in cash, in kind 
and tax breaks, but rather a subset thereof (tax breaks and some of the 
cash benefits).  

The comparison between the two countries reveals two major 
differences: 

− the tax relief obtained in the French system increases more 
rapidly with income than in the German system, and therefore 
contributes less to reducing income inequalities, due to the 
effect of the income splitting system and in spite of the fact that 
it is capped;  

− the benefits in absolute terms obtained under the French system 
are greater for the third child because a full additional part is 
added to the income splitting system. 

Hence, according to the abovementioned study, in respect of high 
taxable incomes (in the vicinity of €100,000 for instance), the French and 
German systems are relatively similar for families with one or two 
children (a family with one child stands to gain slightly less in France but 
with two, slightly more). On the other hand, the French system affords a 
greater benefit for families with three children: the absolute tax gain for 
families with three children is approximately 30 % greater in France than 
in Germany for single-parent families and 50 % greater for couples132. 

These results are corroborated by a European-wide comparison of 
assistance granted to families, carried out by the French family benefits 
branche of the social security system133. The conclusion it reaches is that 

                                                                                                         
et statistique, 2007. The study examines legislation that was in force in 2001. Since 
then, income tax has changed in both countries, but the essential features of both 
systems have remained the same as regards consideration of dependency costs. 
131 This study therefore allows relevant comparisons to be made for average and high 
levels of income. As regards minimum social guarantees, additional family benefits 
enter into the picture, together with local subsidies, which are not accounted for here. 
132 The tax gain is the total amount of tax depending on whether the household (solo 
parent or married couple) has one, two or three dependent children.  
133 See J. Fagnani, A. Math, C. Meilland, Comparaison européenne des aides aux 
familles, by the Caisses d’allocations familiales, 2009. 
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in Germany “child support is generally proportional to the number of 
children”, whereas “in France, it grows more than proportionally as the 
number of children increases”.  

___________________________ CONCLUSION ____________________________ 

The structure of taxation on household incomes differs in France and 
Germany: personal income tax and social contributions in Germany, 
whereas in France in addition there are various types of taxes earmarked 
for funding social insurance, in particular CSG and CRDS.  

In spite of these different architectures, the two taxation systems  
on households’ employment income have similar effects in terms of social 
contributions and taxes. In the two countries, the “tax wedges” are 
nearly 50 % and slightly progressive. The German income tax, which is 
more progressive (because of the higher marginal rate and relatively 
small associated tax expenditures) and is greater to GDP, has a more 
redistributive effect. In France, due to employer contribution exemptions 
for low earnings, social contributions are somewhat progressive, whereas 
in Germany they are regressive because they are capped. 

As regards horizontal redistribution, the German system is no 
doubt more favourable towards families with one or two children as 
regards benefits in cash alone, whereas the French system has more to 
offer as regards benefits in kind (child-minding schemes for young 
children) and offers a greater relative advantage to large families, 
particularly those with high incomes. The French system simultaneously 
combines benefits and tax deductions, in contrast with the German 
system. 
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II  -  Taxation on Wealth and Assets 

After a brief overview of the wealth assets involved (A), an 
analysis is made of taxation on holdings (B), income (C), disposal and 
transfer (D) of wealth and assets. 

A - Overview of Wealth and Assets  

1 -  Assets held by households in France and Germany 

The data from German sources that can be used do not, 
unfortunately, provide complete household asset balance-sheets beyond 
2007; only information on financial assets is available for the most recent 
years (2008 and 2009). 

Nonetheless, on the basis of the household asset balance-sheets 
established by INSEE in France, the following comparison can be made.  

Table n° 13 :  Household Assets (in € millions)  

 2000 2007 2009 
 France Germany France Germany France Germany 
Produced 
Assets** 
Such as 
Housing 

2,109.6 
 
 

1,850.4 

3,126.1 
 
 

2,722.7 

3,316.9 
 
 

2,944.2 

3,917.6 
 
 

3,430.3 

3,520.6 
 
 

3,142.7 

na 
 
 

3,559.6(*) 
Non-
Produced 
Assets** 
Such as 
Land 

964.7 
 
 

920.6 

1,093.9 
 
 

1,050.3 

3,22.3 
 
 

3,677.5 

1,654.1 
 
 

1,608.8 

3,212.5 
 
 

3,168 

na 

Financial 
Assets 

2,476.1 3,515.5 3,682.5 4,559.8 3,763.6 4,671.7 

Total 
Assets 

5,550.4 8,607.5 10,721.8 11,079.4 10,496.6 na 

Financial 
Deficits 

672 1,514 1,174.8 1,545.8 1,301.8 1,532 

Net 
Value 

4,878.5 7,093.9 9,547 9,532.1 9,194.9 na 

(*): figures for 2008 
(**): Produced assets are those who have been utilised economically, in contrast with non-
produced assets. In the case of real estate for instance, built dwellings are considered to be 
produced assets whereas land is a non-produced asset. 
Sources: INSEE; Deutsche Bundesbank and the German Statistics Office 
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Trends in France and Germany over recent years have differed 
considerably, essentially due to very different movements in real estate 
prices in the two countries.  

French households experienced an increase of nearly 90 % in the 
value (gross and net) of their assets between 2000 and 2009 – among 
those assets, the value of land has shot up impressively by nearly 250 % – 
while during the period from 2000 to 2007 the value of assets belonging 
to German households rose 25 % in gross terms, and 34 % in net terms.  

As regards asset structure, the gap between the two countries has 
widened. In Germany the relative proportions of real estate and financial 
assets have remained more or less stable over time, accounting 
respectively for approximately 45 % and 41 % of aggregate (gross) 
household assets and wealth, while liabilities, too, remained nearly 
constant. 

In contrast, in France, as underscored by the Conseil des 
prélèvements obligatoires in its report dated March 2009, household asset 
structure has witnessed a noticeable rise of the proportion of real estate, 
with its share in aggregate gross assets going from under 50 % up to 
60 %. Conversely, financial assets, which in 2000 accounted for nearly 
45 % of aggregate gross assets and wealth (thus higher than in Germany), 
have gone down to less than 36 % of the total. 

2 -  Very low taxation of wealth and assets in Germany; a higher 
than average rate in France compared to its major partners 

According to the OECD, revenues from taxation of wealth and 
assets in 2009 in France and Germany – excluding tax on income from 
assets – compare as follows to the average for developed countries: 
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Table n° 14 : Revenues from Taxation of Wealth and Assets (2009, as 
 % of GDP) — Total revenues collected from natural persons and 

legal entities 

 

Germany France 

Average (2007) 
EU 19 and 

OECD Member 
States 

Average 
OECD 

Member 
States (2008) 

 
Total of Wealth 
Taxes 

 
0.85 % 

 
3.41 % 

 
1.79 % 

 
1.80 % 

INCLUDING 
 
Periodic Real 
Estate Taxes 
 
Periodic Taxes on 
Net Assets 
 
Taxes on 
Inheritances and 
Donations 
 
Taxes on Movable 
and Immovable 
Property 
Transactions 

 
 

0.46 % 
 
 
 
0 
 
 

0.19 % 
 
 
 

0.20 % 

 
 

2.41 % 
 
 
 

0.19 % 
 
 

0.39 % 
 
 
 

0.43 % 

 
 

0.73 % 
 
 
 

0.16 % 
 
 

0.17 % 
 
 
 

0.71 % 

 
 

0.99 % 
 
 
 

0.14 % 
 
 

0.14 % 
 
 
 

0.53 % 

Source: OECD 

For all tax items except inheritance and gifts, Germany is 
significantly below the average for developed countries. The reverse is 
true of France, where the burden of its various forms of taxation on assets 
and wealth is higher – and at times significantly higher – than the OECD 
averages, with the exception of taxes on transactions in movables and real 
estate.  

The largest gap between the two countries relates to periodic 
taxation of real property, the weight of which in France is nearly three 
times higher than the OECD average. It should be noted, however, that 
some English-speaking countries apply even higher rates in this area 
(Canada, United Kingdom, United States). As for periodic taxes on net 
assets, in 2009, nine member States of the OECD still applied these, with 
Switzerland situated very significantly above the average (1.38 % of GDP 
in 2009), followed by Norway (0.60 % of GDP in 2009). 
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In absolute terms, aggregate taxation of wealth and assets came to 
€65.8 billion in France and €21.3 billion in Germany in 2008. This 
aggregate figure, however, combines the tax paid both by legal entities 
and natural persons.  

A closer look at this data, so as to distinguish the taxation relating 
more specifically to households in Germany and in France (once again, 
excluding taxes on income from assets), yields the following comparison: 

Table n° 15 : Revenues from Taxation of Household Wealth and 
Assets (2008, in € billions) 

 Germany France 

Taxes on Household 
Property 

4.3 (1) 32.3 (1) 

(19 not including residence tax) 

(13.6 not including residence tax 
and household waste disposal 

tax) 

Periodic Taxes on Net 
Assets of Natural Persons  

0.003 4.2 (2) 

Inheritance Taxes and 
Taxes on Donations 

4.8 7.9 

Taxes on Real Estate and 
Capital Transactions 

5.7 (3) 
including 4.6 

for 
households 

11 (3) 
including 8.8 for households 

TOTAL (Households) 13.7 39.9 (not including residence 
tax) 

(34.5 not including residence tax 
and household waste disposal 

tax) 

2008 data, the most up-to-date 
(1) In France = residence tax (€13.3 billion) + property tax (on land and buildings) - €13.4 
billion in total) + refuse collection tax (€5.4 million) + miscellaneous taxes (€0.2 billion); in 
Germany = property tax. 
(2) In France = wealth tax. 
3) In Germany = property transfer duties; the data processed do not allow a breakdown between 
households and legal persons for this item; by convention, and for purposes of this calculation, 
we apply the same percentage as in France (80 %), giving a figure of €4.6 billion; in France = 
essentially duties on property transfers for valuable consideration + miscellaneous revenue such 
as tax on stock market operations; in the case of property transfer duties, approximately 80 % 
come from households (source: Conseil des prélèvements obligatoires), or €8.8 billion for 2008. 
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Against this background, a comparative analysis of taxation 
relating respectively to asset holding, income and disposals/transfers in 
the two countries is developed below. 

B - Taxation of Asset holdings: A Much Higher Tax 
Burden in France than in Germany 

1 -  Property tax: anachronistic tax systems in both countries, the 
incidence of which differ greatly 

a) Anachronistic taxes that are difficult to manage on both sides of the 
Rhine 

List of findings relating to the French situation 

The Cour des Comptes (Annual Public Report, dated February 
2009) and the Conseil des Prélèvements Obligatoires (report on local 
taxation, dated May 2010) have amply illustrated the complexity and 
limitations of the rules that regulate property taxes (TGPB - taxes 
foncières sur les propriétés bâties, on buildings) and (TFNB - taxes 
foncières sur les propriétés non-bâties, on land): 

− a non-transparent process for determining the rateable value of 
property, especially residential property; high risks of material 
error or mistaken assessment in establishing the bases of 
taxation; 

− out-dated bases that were last revised in 1970 for buildings and 
in 1960 for land; 

− unfair effets due to a failure to significantly reduce the biases 
introduced by the condition of real estate stock in 1970;  

Property taxes in Germany: a situation very similar to that of 
France 

Property taxes, fixed by the law dated 7 August 1973, apply to all 
land and buildings, irrespective of the purpose for which they are used. 
Unlike in France, no distinction is made between buildings and land. 
There are two categories: 

− Grundsteuer A, which applies to land and buildings that are 
assigned to agricultural or forestry uses on a lasting basis; 

− and Grundsteuer B, which applies to all other real estate. 
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Whereas provision is made in France for a number of exemptions 
and reductions, granted either by the central government or by local 
authorities, there are very few equivalent measures in Germany. The only 
exceptions in Germany relate to property belonging to legal entities 
governed by public law, charities, religious or public interest bodies, 
together with public roadways and green spaces.  

The last general campaign for determining “unit tax values” was 
conducted by the Finances Centre in January 1964 and came into force on 
1 January 1974. In theory they were to undergo a general review every 
six years, but this rule was never implemented. Consequently, the 
references still being used today are the unit tax values from 1964, to 
which flat rate increments are applied to take monetary erosion into 
account. As for the eastern Länder, which were not included in the 1964 
general assessment campaign, it is the 1935 cadastral values that are still 
in use there to this today. 

The idea of overhauling property taxes (using the average market 
value of land and buildings) appeared in the government coalition 
contract presented in 2005 but was never implemented134. 

b) Revenues from property tax: three times higher in one country than 
in the other 

Proceeds from the two German property taxes have remained 
relatively stable in the recent period. 

Table n° 16 : Revenues from Property Taxes in Germany (in 
€ millions) 

 2009 2005 2002 Change from 2002-2009 

Grundsteuer A 354,7 351 345 + 2,8 % 

Grundsteuer B 10 586,9 9 897 8 916 + 18,7 % 

Total 10 941,6 10 248 9 261 + 18,1 % 

Source: German Ministry of Finance   

                                                 
134 Many experts have underscored the vulnerability of current rules pertaining to the 
tax base in view of the case law produced by the Karlsruhe Constitutional Court.  
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In contrast, in France, the revenues from real estate taxes, 
particularly those from taxes on built property, have increased 
significantly as a result of rapid growth in the bases, arising largely from 
flat-rate increments voted by Parliament more than from any corrections 
applied (for new buildings for example).  

Table n° 17 : Revenues from Property Taxes in France (in € millions) 

 1997 2002 2009 2010 (*) Difference 
1997-2009 

Difference 
2002-2009 

Property 
Taxes on 
Buildings 

16 043 19 791 30 156 31 653 + 88,2 % + 52,6 % 

Property 
Taxes on 
Land 

1 128 1 223 1 277 1 318 + 15,2 % + 6,3 % 

Total 17 171 21 014 31 433 32 971 + 83,4 % + 49,9 % 

Sources:CPO ; DGFIP (*), 2010 provisional data  

The breakdown of revenue in 2009 from property taxes between 
legal entities and households is as follows (source: DGFiP): 

− TFPB (built property tax): €18.4 million for natural persons and 
€11.8 billion for legal entities (including SCIs – property 
investment companies under French civil law); 

− TFPNB (land property tax): €1 billion for natural persons and 
€0.3 million for legal entities. 

In France, natural persons alone therefore paid a little more than 
€19 billion in 2009 by way of the two property taxes, which is almost 
double the overall revenue collected in Germany from all categories of 
taxpayers by way of Grundsteuer A and B135. 

                                                 
135 The weight of property taxes in both countries is assessed on the value of the real 
estate assets owned by households on both sides of the Rhine. Unfortunately, for 
Germany, the data available to the Cour des Comptes does not allow a distinction to 
be made between property tax revenue levied on households and on legal persons. 
Nonetheless, if one considers the overall revenue collected in 2009, totalling €10.9 
billion (and, by definition, the proportion paid by households is smaller), this accounts 
for just under 0.22 % of the value of real estate owned by households (€5,039 billion 
in 2007 for both buildings and land). In France, out of a revenue of €33 billion in 
2009 (TFPB and TFPNB taken together), taxes paid by natural persons account for 
more than €19 billion (not including SCIs). This is more than 0.3 % of the value of all 
real property held (€6,311 billion in 2009). 
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2 -  The ISF (impôt de solidarité sur la fortune) wealth tax: a tax on 
the “stock” of capital that has become a French peculiarity in the 

European Union 

a) A general trend towards abolishing this tax, to which Germany has 
conformed since 1997 

A general shift towards abolishing tax on asset holdings 

As noted by the Conseil des Prélèvements Obligatoires in its 
report on households’ assets and wealth dated March 2009, taxation of 
wealth and assets for simple fact that they are owned has been phased out 
over the last twenty years in Western economies in general, and in the 
European Union in particular. This has been the case in Austria (1994), 
Denmark (1996), Germany (1997), the Netherlands (2001), Finland and 
Luxembourg (2006) and Sweden (2007). The latest country to have taken 
this decision is Spain, where the rate has been brought down to zero and 
the obligation to file a return withdrawn in 2008. 

In many cases, this taxation on the stock of capital held by 
households yields fairly modest returns (proceeds generally less than 
0.2 % of GDP), the only exceptions being Switzerland – which does not 
apply a federal tax on the stock of wealth and assets but allows cantons 
and municipalities to do so – and Norway (see above). In fact, the 
collection costs involved have sometimes been raised as an argument in 
favour of abolishing the tax, as was the case in the Netherlands where 
they came to nearly 26 % of wealth tax revenues. 

The main features of the German wealth tax before it was 
suspended 

The German wealth tax (Vermögensteuer) was regulated by the 
law of 17 April 1974, as amended by the law of 14 November 1990. It 
applied both to natural persons – as in France – and to legal entities 
governed by private law. Partnerships, which are very common in 
Germany, were not subject to the wealth tax as such, in as much as their 
assets were deemed to be held directly by the partners, commensurate 
with their respective shares in the partnership. 

In contrast with the French ISF wealth tax, real estate assets were 
assessed not on the basis of their declared market value, but of their so-
called yield value as at 1 January 1964, plus a 40 % increment reflecting 
monetary erosion. This assessment method produced a taxable value of 
approximately 20 % of the market value on average. Debts and costs were 

 

 

                                                        Cour des comptes 
              Taxes and social contributions in France and in Germany – march 2011 
   13, rue Cambon 75100 PARIS CEDEX 01 – tel : 01 42 98 95 00 – www.ccomptes.fr



118 COUR DES COMPTES 

deductible, subject to the strict condition that they had an immediate 
economic connection with the taxable assets. 

In the case of business assets belonging to natural persons, stakes 
in stock companies were exempted if they exceeded 10 % of the capital; 
below that threshold, they were incorporated into the tax base at their 
market value. As for interests in partnerships, these were not exempt, but 
were subject to a special deduction of DM500,000 and a 25 % allowance 
for amounts in excess of that figure. This provision allowed for 
substantial relief on the wealth tax levied from SMEs, which in Germany 
are often partnerships. 

A general relief of DM120,000 was granted per spouse and 
dependent child.  

As to legal entities, they were subject to tax as of the first 
Deutschmark of net taxable asset value in excess of DM20,000, with no 
reliefs being allowed. 

Statutory tax rates were as follows: 

− for natural persons: as of 1 January 1995, the normal rate was 
increased from 0.5 % to 1 % of the net taxable base, not 
including operating assets; the pre-existing rate of 0.5 % was 
maintained, on the other hand, in the case of farming, forestry, 
industrial, commercial or cottage industry undertakings (in 
proportion to the stakes held); 

− for legal entities: a single rate of 0.6 % was applied to the net 
taxable base. 

In practice, these multiple rules led to a form of dual taxation of 
assets held by non-transparent legal entities (stock companies, 
cooperatives, etc.), since the wealth tax was paid on the one hand by the 
undertaking itself, and on the other by the associates, commensurate with 
their share in the capital. 

In 1996, the last year of its application, revenues from the German 
wealth tax, which was earmarked exclusively for the Länder, came to 
€4.62 billion (€3.39 billion in 1994 and €4.01 million in 1995). 
According to the data contained in the 1997 tax bill, revenues from the 
wealth tax paid in 1996 can be broken down as follows: 

− 58 % of total proceeds came from the taxation of business 
assets (including shares in equity held by households); 

− 42 % of the total came from taxation of natural persons’ 
privately held assets. 
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A trade tax on the capital of businesses, abolished in January 1998 

In addition to the wealth tax that applied both to legal entities and 
natural persons, a trade tax on the capital of businesses was also levied. It 
was a component in the tax on industrial and commercial activities 
(considered to be the equivalent of France’s taxe profressionnelle) – 
which was paid by any non-agricultural industrial or commercial 
business, regardless of its legal form – and the basis of assessment was 
the revalued net asset value.  

16 % of all businesses paid this trade tax on capital. In 1996, the 
overall yield from this component in trade tax was DM4.5 billion. It 
ceased to be in effect as of 1 January 1998. 

German businesses were therefore subject to two taxes on their 
assets, both calculated on the same tax base, over that period in time 
when the wealth tax and the trade tax on capital coexisted. 

The 22 June 1995 ruling of the Federal Constitutional Court and 
the suspension of the German wealth tax. 

The Neustadt Financial Tribunal referred a question about equal 
treatment of taxpayers in the calculation of the wealth tax, using 
assessment techniques applicable to different types of assets, to the 
scrutiny of the Karlsruhe Constitutional Court. 

In the case submitted, ownership of real estate, which was assessed 
on 1964 property values (see section above - property taxes), was subject 
to a considerably lower tax than holding of financial assets, in particular 
securities that were valued at their market price. In fact, prior to the 
amendment of the rules for valuating property, real estate was assessed at 
20 % at most of actual market value. In its 22 June 1995 ruling, the Court 
directed the federal department to recast the principles for valuating 
taxable assets by 31 December 1996. 

In response to this injunction, the German government undertook 
to overhaul the law for valuating assets by means of the 1997 
appropriations bill. In contrast, the Bundestag and the Bundesrat were 
unable to come to any agreement on the law on wealth tax prior to 1 
January 1997, the deadline set by the Karlsruhe Court. In view of this 
deadlock, the provisions set out in the 1997 draft tax law on the reform of 
the wealth tax were not passed; in practice, this tax stopped being levied 
as of 1 January 1997. 

The Landers’ resulting loss of earnings was offset by an increase 
in property transfer duties and gift tax. The abolition of the tax on trading 
capital as of 1998 was compensated by a series of measures relating to the 
distribution of revenues from VAT, income tax and corporate tax. 
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b) The French wealth tax is a unique instance in the European Union 

The ISF wealth tax in France today in short: a tax associated with 
narrow bases, high rates and moderate returns 

According to the balance sheets for household assets established 
by INSEE, the net value of assets held by French households came to 
€9,194.9 billion in 2009. By comparison, the overall amount for wealth 
and assets subject to the ISF wealth tax (the declared taxable net assets) 
came to €948.1 billion the same year, in other words, just 10.3 % of the 
aggregate net assets held by all households. 

Furthermore, the taxable bases for the ISF wealth tax are mostly 
concentrated in the lower tax brackets. 

Table n° 18 :  Tax Bases Liable to ISF Wealth Tax 

  2003 2009 
Brackets 
of Net 

Taxable 
Assets  
(2010 

levels in 
€ K) 

Bracket 
Rate 

No. of 
Persons 
Liable 

No. of 
Persons 
Liable 

No. of 
Persons 
Liable 

No. of 
Persons 
Liable 

No. of 
Persons 
Liable 

790-1,280 0.55 % 148,018 303,332 303,332 306.85 32.4 % 
1,280-     
2,520 

0.75 % 112,759 196,206 196,206 332.56 35.1 % 

2,520-     
3,960 

1 % 21,858 37,138 37,138 113.95 12 % 

3,960-     
7,570 

1.3 % 10,042 16,568 16,568 85.64 9 % 

7,570-   
16,480 

1.65 % 3,044 4,750 4,750 49.63 5.2 % 

Over 
16,480 

1.8 % 1,074 1,605 1,605 59.49 6.3 % 

Total  296,795 559,599 559,599 948.12 100 % 

Source:CPO report,, march 2009 ; DGFiP for 2009 data  

During the 2003-2009 period, the number of taxpayers subject to 
the ISF wealth tax increased by more than 88 %. This sharp increase was 
mainly due to the increase of the number of taxpayers in the first two 
brackets. In 2009 they accounted, on their own, for a little over 89 % of 
the total number of wealth tax payers and more than 67 % of total taxable 
assets. 

The rates applied are much the same as those that prevailed when 
the tax was established in 1981 (in the top bracket, the rate has gone up 
from 1.5 % to 1.8 %). However, if the figure is compared to inflation 
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(11.8 % in 1982 as against 1.8 % in 2010) or to the interest rate on 
government loans (approximately 16 % in 1982 as opposed to 3.3 % in 
2010), in practice these wealth tax rates translate as a growing relative 
burden on taxable households. 

The taxable bases for the ISF wealth tax now comprise a major real 
property component, which on its own accounts for 45 % of aggregate 
gross wealth and assets: 

− main residence: 510,400 taxpayers are concerned, involving 
17 % of aggregate gross wealth and assets; 

− other real estate assets held: 473,233 taxpayers are concerned, 
involving 27.9 % of aggregate gross wealth and assets; 

− movables: more than 472,000 taxpayers are concerned, 
involving 26.6 % of aggregate gross wealth and assets. 

Revenue from the ISF wealth tax, which came to €4.4 billion in 
2009136, has fallen to €3.13 billion in 2009. Its breakdown into tax 
brackets is as follows:  

Table n° 19 :  ISF Wealth Tax Revenues by Bracket  

Net Taxable 
Asset Bracket 

(2010 
thresholds, in 
€ thousands) 

Bracket 
Rate 

Number of 
Taxpayers 

Revenues 
before Self-
deduction of 

the Tax Shield  
(€ millions) 

 % of 
Total  

Revenues after 
Self-deduction 

of the Tax 
Shield 

(€ millions) 

Average 
Amount 

of Wealth 
Tax Paid 

(after 
shield) 

Average 
Tax 

Revenues 
for 

Reference  

Average 
Taxable 

Wealth and 
Assets 

790-1280 0.55 % 303,332 320.66 9.8 % 320.47 1,057 81,933 1,011,605 
1280-2520 0.75 % 196,206 915.05 27.9 % 913.45 4,656 123,721 1,694,953 
2,520-3,960 1  % 37,138 466.29 14.2  % 462.39 12,448 231,774 3,068,196 
3,960-7,570 1.3  % 16,568 466.26 14.2 % 448.86 27,092 417,144 5,169,105 
7,570-16,480 1.65  % 4,750 439.63 13.4  % 399.67 84,141 904,996 10,447,769 
Over 16,480 1.8  % 1,605 669.09 20.4  % 582 .81 363,123 2,121,618 37,066,344 

Total  559,599 3,276.99 100 % 3,127.57 5,589 129,031 1,694,283 

Source: DGFiP 

38 % of the total revenue from the ISF wealth tax in 2009 was paid 
by taxpayers from the first two brackets. The average amount of ISF paid 
(after self-deduction of the tax shield, the beneficial effect of which is 
highly concentrated in the last two brackets) accounts for a growing part 
of the average revenu fiscal de référence (net taxable income), from 1.3 

                                                 
136 According to the most recent available estimates, revenue from the ISF tax came to 
€4.5 billion in 2010, including €500 million arising from the voluntary regularisation 
scheme. 
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to 9.3 % of the average net taxable income, and from 0.1 to 0.9 % of 
average taxable assets depending on the taxation bracket. 

The main existing tax expenditures came to the following amounts 
in 2009.  

Table n° 20 : Main Tax Expenditures (2010)137* 

 No. of 
Taxpayers 
Affected 

Overall 
Cost (in 

€ millions) 
Investments in SME Capital  81,300 768 
Partial Exemption for Shares Owned by 
Employees and Proxies 

10,700 118 

Partial Exemption for Shares in 
Businesses, with Commitment Not to 
Sell  

12,700 130 

Tax Credit for Certain Donations 27,500 70 
Source:2011 draft budget -  “Ways and Means” booklet 

The collection cost138 for this tax has gradually but steadily grown. 
In 2004, this cost was €67.6 million (meaning that collection costs 
amounted to 2.55 % of the collected revenue), and €99.5 million, or 
2.77 % of the revenue collected, in 2009. 

Questions about the legal foundations for the ISF wealth tax 

In previous decisions concerning the impôt sur les grandes 
fortunes (tax on large fortunes - No. 81-133 DC of 30 December 1981) 
and the ISF wealth tax (No. 98-405 DC of 29 December 1998), the 
Conseil Constitutionnel (Constitutional Court) in certain respects 
established a link between the ISF and taxpayers’ incomes.  

In its decision of December 1981, the Conseil Constitutionnel had 
considered “that the lawmakers’ intention was directed at the taxpaying 
capacity stemming from ownership of a set of assets and from the income 
in cash or in kind that is periodically yielded by said assets, regardless of 
whether or not they are otherwise subject to income tax; that indeed, the 

                                                 
137 This table does not include provisions considered to be “special calculation 
methods for tax” such as the 30 % deduction on the value of the main residence 
(497,287 taxpayers concerned in 2009). On the concept of tax expenditure, see 
Annual Public Report 2011, pp. 7 to 34. 
138 This cost is an estimate by DGFiP, where cost-accounting has not been put in 
place. 
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tax on large fortunes, owing to its rate and that fact that it is annual, is 
normally liable to be paid on income from taxable property.” 

This approach was similar to the arguments that justified the 
existence of the ISF on the basis of non-taxation or low taxation of certain 
incomes, in particular income yielded by savings. 

In its decision No. 2010-44 QPC of 29 September 2010 the 
Conseil Constitutionnel adopted a position that brings the notion of 
taxpaying ability to the centre of its analysis of the ISF wealth tax. It took 
care to recall “that the ISF wealth tax does not fall within the group of 
taxes charged to income”, and underscored the fact that “the lawmakers’ 
intention was directed at the taxpaying capacity stemming from 
ownership of a set of assets and rights” but that “taking into consideration 
said taxpaying capacity does not imply that only income-generating 
property should be considered in the tax base for the ISF wealth tax.” 

This characterisation of ISF by the Conseil Constitutionnel – 
which the latter does not present as a reversal of case law – may have an 
impact on the legal analysis of certain calculation methods of  the ISF 
wealth tax139. 

Hence, insofar as there would no longer be any link between the 
ISF wealth tax and the income generated by property, the foundation for 
many of the rules granting total or partial exemptions from inclusion in 
the ISF tax base (such as antiques, works of art and collectible items; 
woodland and forests) may be weakened, owing to their incompatibility 
with the principles of equality before the law and equal discharge of 
public burdens. 

3 -  The “tax shield” and the notion of confiscatory taxation: a 
comparison between Germany and France 

a) The absence of any absolute ceiling on taxation in Germany 

Swift reversals in the wake of the 22 June 1995 ruling 

In its ruling of 22 June 1995, on the basis of Article 14 § 2 of the 
Basic Law concerning property – which had hitherto been called upon 
very little in the Constitutional Court’s case law relating to tax – the 
second Chamber of the Karlsruhe Court set out an unprecedented “50 % 
rule” (Halbteilungsgrundsatz), which in practice establishes an absolute 
ceiling on the overall tax burden weighing on any individual. In the case 

                                                 
139 Cf. Olivier Fouquet, President of the honorary section of the Conseil d’Etat 
(Council of State) (Revue de Droit fiscal, No. 42 – 21 October 2010). 
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in question, it considered that wealth tax could be levied in addition to all 
other taxes on income only as long as the overall tax burden complied 
with the principle of sharing the load evenly between the taxpayer and the 
public authority. 

This stance was immediately challenged, firstly from within the 
Karlsruhe Court itself, when the first Chamber denied the legal validity of 
a “50 % rule” on the basis of Article 14 § 2 of the Basic Law. 

The Federal Finance Court followed suit140, in a decision dated 11 
August 1999 relating to income tax, where it unequivocally asserted that 
it did not consider itself bound by the ruling given in June 1995, which it 
deemed unconvincing, non-binding at law (because the “50 % rule” 
appears in a recital rather than in the operative part of the ruling) and that, 
in any case, it only applied to the wealth tax (which in the meantime had 
been suspended). 

Finally, the Constitutional Court elucidated and harmonised its 
position in its 18 January 2006 judgement, ruling on the decision handed 
down in August 1999 by the Federal Finances Court. It was careful to 
confirm that the June 1995 decision related only to taxation of wealth and 
assets, and stated that in no way could the conclusion be drawn that a 
“50 %” principle of a constitutional character existed. 

In fact, no “tax shield” principle was ever applied in practice in 
Germany. 

The principle prohibiting any “over-taxation” remains essential in 
German law 

The Constitutional Court’s decision of 18 January 2006 reasserts 
some fundamental principles, such as the requirement that over-taxation 
(Uberbelastung) of taxpayers be avoided, or that the proportionality of 
public and private interests be respected. 

It clearly consolidates its established approach by referring to 
Article 106 § 3 of the Basic Law, which sets out that “the financial needs 
of the Federation and of the Länder must be assessed in such a way that 
fair compensation is obtained, over-taxation of taxpayers avoided…” 

Its assessment of tax issues, and in particular of the tax burden, is 
therefore directly based on the principle of fair proportionality between 
contribution to the collective needs and the safeguarding, for the benefit 
of the individual taxpayer, of the resources required to satisfy the latter’s 
own essential needs. 

                                                 
140 The equivalent court in France for these matters is the Conseil d’Etat (Council of 
State).  
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b) The “tax shield” in France: a recent mechanism, a background of 
settled case law on the subject of confiscatory tax 

The positions adopted by the Conseil Constitutionnel 

Ruling on a referral pertaining to the 2006 Finance Act (budget) 
which introduced the “tax shield”, the Conseil Constitutionnel (Decision 
No. 2005-530 DC dated 29 December 2005) recalls, with reference to the 
provisions of Article 13 of the Declaration of the Rights of Man and of 
the Citizen, that the requirements set out in that article “would not be met 
if the tax was of a confiscatory nature or brought an excessive burden to 
bear on a given category of taxpayers with regard to their taxpaying 
ability”. 

On these grounds, it considered that the tax shield mechanism as 
established did not, in principle, infringe the requirement of equality 
before tax. It even went further with this line of reasoning and stated that 
it “is liable to avoid patent inequality in the discharge of public burdens”. 

The Conseil Constitutionnel reiterated this reasoning in its decision 
No. 2007-555 DC dated 16 August 2007 on the TEPA law, adding that 
the decrease in the threshold for the tax shields to 50 % “is not vitiated by 
any manifest error of assessment”. 

However, in its assessment of the implementation of the measure – 
which it considered suitable to achieving the objective sought by the 
lawmakers – the Conseil Constitutionnel underlined (decision of 29 
December 2005) that “the constitution does not bestow upon it [the 
Conseil Constitutionnel] the same general power of assessment and 
decision as it does to Parliament; it is not therefore within its remit to 
seek out whether the objective pursued by the lawmakers could have been 
achieved by other means”. 

In the notes on its decision, the Conseil Constitutionnel referred to 
its settled case law that condemns spoliatory tax: 

− when, conversely, it ruled that certain tax provisions referred to 
its scrutiny were not of a confiscatory nature (No. 2000-437 DC 
of 19 December 2000; No. 2000-441 DC of 28 December 
2000); 

− and by disallowing two tax provisions (the solidarity 
contribution for persons that are both in employment and 
recipients of a pension, and liability to ISF of owners without 
usufruct) because they were improper (No. 85-200 DC of 16 
January 1986; No. 98-405 DC of 29 December 1998). 
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Hence, notwithstanding the fact that the “French style” tax shield 
does not have any true equivalent in Germany, it is clear that the views of 
the constitutional courts in both countries fully converge about the need 
to prohibit confiscatory taxation. 

The main features of the French tax shield  

In 1988, a cap was placed on the ISF wealth tax in relation to the 
taxpayer’s income. As of 1995, the lawmakers restricted that provision by 
placing a cap on the cap. A question on this last point was referred to the 
Conseil Constitutionnel in the form of a QPC (in order to validate the 
conformity of the provision to the constitution). In its decision No. 2010-
99 QPC of 11 February 2007, the Conseil ruled that the mechanism of 
placing a cap on a cap is in full compliance with Article 13 of the 1789 
Declaration on equal discharge of public burdens. 

The so-called “tax shield” mechanism was itself introduced 
through the 2006 Finance Act dated 30 December 2005. It consists of the 
entitlement to be refunded the fraction of direct taxation in excess of a 
ceiling expressed in percentage of the income earned by a tax household 
in the year preceding that in which the taxes in question are paid. 

Initially, this cap was set at 60 % of income earned, but it was 
subsequently reduced to 50 % by the so-called TEPA law of 21 August 
2007, which also extended the mechanism to include social taxes (CSG 
and CRDS). 

The tax shield was subjected to a new procedure, referred to as 
“self-deduction”, which was introduced through the 2009 Finance Act. 
This mechanism allows beneficiaries to offset the payment of certain 
taxes (ISF, property taxes, residence tax, social contributions on income 
from assets) against the tax credit owed to them by the State as a result of 
the ceiling on direct taxes already paid, instead of having them refunded, 
as had previously been the procedure. 

In 2009, 8,674 taxpayers who were liable to the ISF benefitted 
from the tax shield provisions. 
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Table n° 21 :  Rebates under Tax Shield by ISF Wealth Tax Bracket 
(2009) 

Net 
Taxable 
Assets 

(in € K)  

Number of 
Taxpayers Eligible 
for Tax Shield 2009  

Average 
Taxable Assets 
(in € millions) 

Average 
Wealth Tax    

(in €)  

Average Rebate 
under Tax Shield 

2009  
(in €) 

 770-1,240 504 1.0 1,193 2,780 

 1,240-
2,450 

1,080 1.8 5,839 5,983 

 2,450- 
3,850 

1,109 3.2 16,535 11,621 

 3,850- 
7,360 

2,469 5.4 41,025 23,299 

 7,360-
16,020 

2,255 10.6 100,853 67,171 

 Over 
16,020 

1,257 39.8 443,281 351,471 

 Total 8,674 10.8 105,045 77,421 
Source:DGFiP – Final wealth tax records 2008, budget heading and 2009 shield 
 

More generally speaking, taking together all the beneficiaries of 
the shield (whether or not they were subject to the ISF wealth tax) and on 
the basis of the data at the end of August 2010 provided by DGFiP, the 
overall budgetary cost of the “tax shield” in 2009 came to an estimated 
€700 million for some 19,000 beneficiaries. The tax shield beneficiaries 
are as follows: 

Table n° 22 : Tax Shield Beneficiaries (in 2009)  

Net Adjustable Taxable 
Income Deciles  

Number of Eligible 
Households (in 

thousands) 

Average Refund (in 
€ billions) 

Under €3,467 10.6 1.6 

€3,467 -  €7,855 0.4 8.6 

 €7,855 - €10,981 0.2 9.2 

 €10,981 - €13,807 0.1 15.0 

 €13,807 - €16,434 0.2 20.0 

 €16,434 - €19,833 0.2 24.0 

 €19,833 - €25,072 0.2 20.1 

 €25,072 - €32,101 0.3 19.3 

 €32,101 - €44,980 0.5 25.6 

Over  €44,980 6.2 100.4 

Total 19.0 35.8 
Source: DGFiP  
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C - Taxation of Income from Assets: different features 
but an overall equivalent tax burden 

1 -  Income from portfolio capital: taxation features that have 
moved in very different directions between the two countries 

a) The introduction of a general, flat and final withholding tax in 
Germany, a factor of harmonisation and simplification 

Up until 2009, taxation of portfolio capital followed different rules 
depending on the type of income: 

− dividends from shares were taxed in accordance with the 
income tax scale after a basic tax relief of 50 % plus a €801 
relief for a single person or €1,602 for a couple, and a 21.1 % 
tax credit reflecting the amount withheld at source (except on 
dividends coming from abroad); dividends arising from gains 
from UCITSs were exempted; 

− bond and non-bond interest was taxed in accordance with the 
income tax scale after a relief of €801 for a single person of 
€1,602 for a couple, and a 31.65 % tax credit (or 26.37 % on 
interest from convertible bonds and participation stock); 

− gains arising from the disposal of securities were exempted 
except in the case of transactions on securities held for less than 
one year and for gains in excess of €511 (the threshold for the 
so called “speculative” transactions regime – for more details 
see below, in the section concerning taxation of 
divestitures/transfers). 

This unearned income was subject to a separate tax return that 
taxpayers filed with their tax centre at the same time as their personal 
income return. 

The 2008 law, implementing a reform in corporate tax rules, that 
introduced a flat and final rate withholding tax for all income from 
securities, has far-reaching consequences. 

This levy in discharge came into force on 1 January 2009 and 
applies equally to all financial income – interest, dividends, exchange rate 
earnings, gains from divestitures – earned by natural persons. It has a 
single rate of 25 % to which a solidarity contribution of 5.5 % for the 
reunification is added, coming to a total of 26.375 %. For taxpayers who 
have opted for affiliation to the church tax, this too is added.  
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This general levy in discharge is combined with a fixed-rate 
deduction – regardless of income category – of €801 for a single person 
and €1,602 for a couple, which had so far been applied only to income in 
the form of interest and dividends (see above). 

In practice, this tax is withheld at source by the financial 
establishments and transferred to the tax centres. Any income from 
foreign investments must be duly noted on the tax return and are subject 
to the general levy in discharge.  

If it is more beneficial for them, taxpayers may choose to have 
their income from portfolio capital taxed in accordance with the income 
tax scale. Finally, in contrast with France, income from portfolio capital 
is not subject to any social contributions in Germany.  

b) In France, taxation of income from portfolio capital remains a 
fairly complex mosaic 

Deductions based on proportional social contributions and income 
tax 

In contrast with Germany, all income from portfolio capital is 
subject to social contributions in France, at an overall rate which 
currently stands at 12.3 % (including 8.2 % for the CSG). 

It is furthermore subject to income tax in accordance with the 
following principles: 

− for income earned as interest: the income tax scale is applied, 
starting from the first euro earned; 

− for dividends: a proportional tax relief of 40 %, plus a fixed 
relief of €1,925 for a single person (or €3,050 for a couple) are 
applied; in addition, natural persons residing in France were 
until recently entitled to a tax credit equal to 50 % of the 
amount of the distribution, up to the limit of €115 for a single 
person (and €230 for a couple), but this measure was 
withdrawn on 1 January 2011; 

− for gains stemming from disposals of securities: these are 
subject to income tax at the flat rate of 18 %, which was raised 
to 19 % from 1 January 2011; until recently these were, 
however, exempt providing the annual amount for the 
household’s disposals did not exceed a threshold which was set 
at €25,830 in 2010 (this measure was abolished from 1 January 
2011 – see details below); an additional annual relief was 
applied, starting with a one-third reduction for a holding period 
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of five years and going up to full exemption for a holding 
period of eight years (holding periods applicable as of 2006). 

Taxpayers have the option of waiving income tax and instead 
paying the flat and final withholding tax which exempts the balance of 
income from tax. Investments, life insurance products and – since 2008 – 
dividends are eligible for this levy in discharge. 

This levy was set at 18 % in 2008 and raised to 19 % as of 1 
January 2011 as part of the set of measures adopted to fund pension 
scheme reform.  

A series of special provisions and dispensations 

In Germany, with the exception of a few tax provisions established 
to encourage retirement savings and life insurance, there are no incentives 
in the form of special taxation regimes, neither for encouraging personal 
savings, nor developing broad-based shareholding, nor for setting aside 
precautionary savings. 

In contrast, taxation in France has long been used as the primary 
instrument for encouraging savings. With time, this approach has led to 
the institution of a great many special tax regimes or dispensations that 
have made the landscape both complex and difficult to assess in terms of 
effective tax burdens. 

The main tax incentives applied in France (for which the details 
and costs in the form of tax and social contribution expenditures are 
provided in the Appendices) are the following: 

− complete tax exemption of income from regulated savings, 
which occupy a central position in the financial assets of 
French households (for an aggregate €315.9 billion at the end 
of 2009 – source: INSEE); 

− partial exemption of income from home-loan savings plans; 

− tax rules that encourage broad-based shareholding (deductions 
on dividends, taxation threshold for gains on divestiture, 
equity-linked savings plans, etc.); 

− tax incentives for save-as-you-earn schemes. 
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2 -  Income from real property and revenue from life insurance 
and retirement savings schemes: tax regimes are overall 

comparable in the two countries 

a) Income from real property: almost identical regulations 

In both Germany and France, income from real property is 
generally taxed in accordance with the income tax scale (except in the 
case the “micro-foncier” regime – see Appendices). The taxable base is 
calculated by deducting actual expenses, as well as interest on loans. 

The two main differences relate to: 

− depreciation of the purchase price or construction price: the 
latter is always possible in Germany (linear depreciation over 
50 years, or 2 % per annum; accelerated depreciation for social 
housing). In France, on the other hand, under ordinary law, 
depreciation and deduction of the purchase price from real 
estate income chargeable to income tax are not permitted. This 
faculty is open only to income chargeable to corporate tax and 
to business profits. There are, however, a number of exceptions 
to this, such as incentives to invest in newly constructed 
buildings intended for the rental market (the Périssol, 
conventional Robien, readjusted Robien, Besson and Scellier 
schemes); 

− real estate deficits: in Germany, real estate deficits can be 
unreservedly offset against overall income, and the balance can 
be carried back to the previous year or forwarded to subsequent 
years with no time limitation. In France, real estate deficits can 
be offset against other income up to a ceiling of €10,700. 
Beyond that figure, they can only be offset against real estate 
income and within a time frame of the ten subsequent years. 

b) Life insurance and retirement savings: very popular products that 
are granted tax subsidies in both countries 

Tax subsidies in favour of life insurance and retirement savings 
schemes in Germany 

According to the German National Federation of Insurance, 91.5 
million life insurance contracts (for a population of 82 million) were in 
effect as at the end of 2009. This penetration rate reflects the long-
standing popularity of this product in Germany (as in France), although 
recently the number of new contracts taken out has slowed somewhat. 

 

 

                                                        Cour des comptes 
              Taxes and social contributions in France and in Germany – march 2011 
   13, rue Cambon 75100 PARIS CEDEX 01 – tel : 01 42 98 95 00 – www.ccomptes.fr



132 COUR DES COMPTES 

The details of the tax rules applied to these life insurance contracts, 
both in respect of the contributions paid in and the proceeds (in the form 
of annuity or endowment), are provided in Appendix 5. 

In addition, two optional funded retirement schemes were 
established in 2002. They are known as the Riester contract, with a 
capitalisation component to which any taxpayer is entitled, and the Rürup 
contract, which is designed primarily for self-employed professionals and 
civil servants. 

The Riester contracts are subsidised through a State-paid premium 
and via deductibility from taxable income, subject to conditions (see 
Appendix), of the amounts paid in by the taxpayer up to a maximum 
annual amount of €2,100. The Rürup contracts, too, allow the 
contributions paid in to be deducted from taxable income, subject to a 
number of conditions (see Appendix). 

The income earned upon withdrawing from these retirement 
savings plans is taxable, although some facilities are provided for (see 
Appendix), and charged, not through the 26.37 % levy in discharge, but 
in accordance with the income tax scale. 

Flagship products in France, which benefit from strong tax 
incentives 

48.3 % of French households are currently contributors to one or 
more life-insurance and/or retirement saving plans (source: INSEE – 
November 2010), which reflects the extreme popularity of this type of 
long-term savings mechanism. 

There is no doubt that tax incentives have largely contributed to 
their success. Thus the cost of existing tax expenditures is estimated to be 
€1.35 billion141 as concerns income tax for 2010 (1 billion arising from 
the exemption or reduced taxation of proceeds from bonds or contracts 
containing a capitalisation feature and life insurance; €350 million from 
the exemption of popular savings plans [as of 2003 no new contracts are 
allowed], of which a portion is assigned to life insurance contracts).  

However, these products are now subject to social security 
contributions, including those from multi-investment insurance policies in 
the event of the death of the insured person, which until the end of 2009 
were exempt. 

As for the premiums paid into these various plans, they are not tax 
deductible (this is sometimes the case in Germany; see above and 

                                                 
141 This amount does not include exemptions from inheritance tax granted in respect 
of life-insurance plans.  
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Appendices). Only two specific cases – the so called “contingent annuity” 
plans, from which a child or a disabled relative may benefit; and the 
“disability savings” plans – give rise to income tax relief, by allowing the 
taxpayer to deduct 25 % of the premium annually, up to a maximum 
amount of €1,525 plus €300 per dependent child. 

Regarding retirement savings, the popular retirement savings plan 
(known as the PERP) and the Prefon scheme are also eligible for tax 
breaks, with the deduction of the amounts paid in, up to an individual 
upper limit of 10 % of employment-based income earned in the previous 
year, or 10 % of the annual ‘social security ceiling’, whichever amount is 
the higher. 

3 -  Compared tax burdens on income from wealth and assets 

a) Recently, a tendency to increase taxation of income from assets in 
the two countries 

The variable impact of the German levy in discharge 

The German levy in discharge was established to simplify taxation 
of income from portfolio capital and to decrease the tax burden as 
compared to the preceding regime, which charged tax on the basis of the 
income tax scale. However, budgetary considerations were also taken into 
account. In addition to the fact that the reform is based on the assumption 
that nominally lower but more effective taxation would be achieved by 
withholding the tax at source and entering into tax treaties with a number 
of States for the purposes of its implementation, two other modifications 
were simultaneously instigated with this levy in discharge: 

− for the taxation of dividends, the 50 % relief that existed prior 
to 2009 was abolished, together with the exemption of 
dividends paid out by mutual investment funds; 

− gains from the divestiture of movables, which were previously 
exempt, apart from securities held for less than one year, are 
now subject to the levy in discharge or to income tax in 
accordance with the rate scale (see above), regardless of how 
long the securities have been held. 

Recent developments in France 

In addition to the underlying trend over the last ten years toward a 
very sharp increase in social contributions on income from wealth and 
assets (see above), some recent measures have raised these even higher.  
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This is reflected, for instance, by the fact that, starting in January 
2010, gains from the disposal of securities and corporate rights are 
subject to social contributions from the very first euro earned – whereas 
previously they were liable only beyond an annual threshold (in 2010, a 
disposal value of €25,830) – and the same is true for multi-investment 
insurance policies in the event of the insured person’s death. 

 

Social contributions levied on unearned income 

Social contributions on unearned income have grown very rapidly 
over the last 20 years, rising from 2 % in 1990142 to12.3 % today. 

This increase is primarily the reflection of the upscaling of CSG, from 
1.1 % at the time of its inception in 1991 to 2.4 % in 1993, and then to 7.5 % 
in 1998, at the end of a two-stage substitution process for medical cover 
contributions. The rate of CSG on unearned income was once again 
increased, to 8.2 %, in 2005. 

In 1996, the 0.5 % CRDS tax was established, in addition to the CSG. 
Its rate has remained unchanged ever since. 

Alongside the combined CSG-CRDS rate of 8.7 % that has been 
applied to unearned income since 2005, additional social contributions 
chargeable to the same base at the rate of 3.4 % have been levied since 2009. 
The former contributions were merged in 1998 into a single 2 % contribution 
on the same base as CSG, to which were added the 0.3 % National Solidarity 
Fund contribution (2004) and a 1.1 % contribution to the funding of the RSA 
(2009). On 1 January 2011, the 2 % social contribution was raised to 2.2 % as 
part of the pension scheme reform. 

In aggregate, these social contributions on unearned income, which 
have shared the same tax base since 1998, have risen from 2 % in 1990 to 
10 % in 1998, 11 % in 2005, and 12.1 % in 2009 and now stand at 12.3 %. 

Income tax appears to be taking a similar path, as can be seen from 
the provisions taken under the 2011 Finance Act (budget) to fund the 
pension scheme reform: 

− a one-point increase in the rate of the levy in discharge, 
bringing it up to 19 %; 

                                                 
142 A 1 % levy on investment revenue was established in 1984, earmarked for the 
National Family Benefits Office (“CNAF”). Another 1 % deduction was added in 
1987 on a broader base (investment proceeds plus income from assets), allocated to 
the National Old-Age Insurance Fund (“CNAV”). 
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− a one-point increase in the flat rate applicable to gains on 
disposals of securities or corporate rights, bringing this, too, up 
to 19 %; 

− cancellation of the €115 tax credit for a single person (or €230 
for a couple) on dividends, that applied to taxpayers that did not 
opt for the levy in discharge system; the tax cost for this tax 
credit was estimated to be €610 million in 2010; 

− and finally, taxation from the first euro earned from the 
disposal of securities or corporate rights, as part of the process 
of ensuring alignment with the provisions applied to social 
security contributions since January 2010; the expected revenue 
gain from this measure being forecast at €180 million, starting 
in 2012. 

b) Respective tax revenues 

In Germany 

The trends in tax revenue collected by way of tax on income from 
portfolio capital over the last five years are as follows: 
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Table n° 23 : Tax Revenue on Income from Portfolio Capital (in 
€ billions) 

 2005 2006 2007 2008 2009 

Dividends 9.952 11.904 13.791 16.575 12.474 

Interest and Capital Gains (*)  6.990 7.633 11.178 13.459 12.442 

TOTAL (**) 16,942 19,537 24,969 30,034 24,916 

Source: German Federal Ministry of Finance 
(*) Before 2009, this item included only tax on interest, as gains from disposals of securities 
were largely exempt (apart from speculative transactions). 
(**) This aggregate is incomplete because it does not include tax revenue from gains on 
disposals involving a 1 % or greater share of the capital stock, which we were unable to identify 
as a separate item in the revenue collected by way of personal income tax. 
 

This chronicle of tax revenues makes it difficult to assess the 
impact of the reform implemented on 1 January 2009 through the general 
levy in discharge, as the figures for 2009 dropped considerably compared 
to those for 2008, no doubt due to the effects of the economic and 
financial crisis. 

The Cour des Comptes was unable, for the purposes of this report, 
to obtain the figures for tax collected on income from real property, 
which is included in figures for income tax levied in accordance with the 
tax scale.  

These are the only taxes charged to income from assets, inasmuch 
as the latter are not liable to any social contributions. 

Finally, it is interesting to note that the main tax expenditure 
relating to unearned income is the cost of the single tax relief, for the 
amount of €801 per person (€1602 per couple), which came to €1.08 
billion in 2009 and €1.04 million in 2010 (forecast). 

En France 

In recent years, income from assets as declared in income tax 
returns has followed the following trends: 
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Table n° 24 : Income from Assets (in € millions) 

 2007 2008 2009 
Income in the Form of Interest 7,957 11,780 10,173 
Dividends 17,845 20,799 18,994 
Capital Gains from Transfers of 
Movable Capital (*)  

15,576 8,935 4,204 

Sub-Total of Income from 
Movable Capital  

41,378 41,514 33,371 

Life Insurance and Capitalisation 
Products 

1,029 1,852 1,869 

Income from Property 32,007 32,922 33,537 
Capital Gains from Real Estate 
Transactions 

8,887 7,544 4,462 

Total 83,301 83,832 73,239 
Source: DGFiP – (*) Capital gains are net of allowances for as long as they are held. 

This is just a portion of income from assets, the aggregate amount 
of which was estimated by the Conseil des Prélèvements Obligatoires 
(March 2009 report) to be approximately €150 billion for the year 2007 
(€115 million, net of debt). 

As a result of the very sharp increase in the product from social 
contributions, the burden of taxation on income from assets has increased 
substantially over the last decade. This trend – not including the capital 
gains tax on sale of real estate paid under the personal income tax system 
– is reflected in the following table:  

Table n° 25 : Variations in Tax and Social Contributions on 
Unearned Income (in € billions) 

 1997 2007 2009 Change 
2009/1997 

Social Contributions 3.0 14.6 12.9 +330 % 
Income Tax  
including: 
Taxation as per Scale  
Levy in Discharge 

7.2 
 

5.1 
2.1 

11.3 
 

10.4 
0.9 

10.5 
 

8.3 
2.2 

+46 % 
 

+63 % 
+5 % 

Total 10.2 25.9 23.4 +130 % 

Source: 1999 Conseil des impôts report; 2010 report by social security auditors;  DGFiP 
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This revenue takes into account the impact of the numerous tax 
and social contribution expenditures that apply to income from assets, 
which tally up to the following aggregate figures: 

− €6.12 billion by way of income tax (value in 2010), which 
breaks down as €1.53 billion for income from real estate, €3.96 
billion for income from portfolio capital, and €0.63 billion from 
capital gains (source: 2011 Draft Finance Act); 

− €2.13 billion by way of social security contributions (value in 
2010 – source: 2011 Social Security Appropriation Bill), which 
comprises the estimated impact of capital gains from sales of 
real estate, of €1.37 billion (exemption of main residence and 
deductions based on duration of ownership), which is not 
included as a tax expenditure related to income tax. 

The overall amount of these tax and social contribution 
expenditures will decrease starting in 2010 due to changes made to 
various exemption schemes (see above), but the total is nevertheless 
significantly higher than in Germany. 

D - Asset Transfers and Divestitures: Comparable 
Taxation on Capital Gains but Lower Transfer Duties 

in Germany 

1 -  Taxation of capital gains: similar situations in the two 
countries 

a) Gains from disposal of securities and corporate rights: comparable 
trends 

In its March 2009 report, the Conseil des Prélèvements 
Obligatoires underscored the fact that within the OECD, nine countries 
have opted for a general principle of granting exemption to gains from the 
divestiture of securities, except in the case of speculative transactions or 
the transfer of large interests. Germany and France, on the other hand, 
have moved towards a higher level of taxation on these gains from 
transferable securities and interests. 

The reform that was introduced in Germany as of 1 January 2009 
abolished the general principle of exemption (excluding transactions 
involving securities held for less than one year) that was previously 
applied, together with the 50 % base relief. 
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France has embarked on a similar journey, abolishing exemptions 
from social contributions and later income tax as of January 2010 and 
January 2011 respectively (see above) for gains from the disposal of 
transferable securities and corporate rights. Consequently, as of 1 January 
2011, gains from disposals of movables are subject to tax, starting from 
the first euro earned, at the flat income tax rate of 19 % (increased by one 
point – see above), plus social contributions at the rate of 12.3 %, in other 
words, an overall rate of 31.3 % (a 5.8 % portion of CSG can be deducted 
from taxable income). 

However, this very new form of taxation on gains from the first 
euro earned does not undermine the rule that entered into force in 2006 
whereby a progressive deduction is possible depending on the period the 
assets are held, with total exemption (except social contributions) being 
possible after eight years of ownership; a rule which will thus produce its 
first effects in 2014. 

All things considered, the position of France appears to be: 

− slightly less favourable than Germany overall as regards the 
ordinary regime; 

− significantly more favourable, on the other hand, for assets held 
for a long period, as a result of the rules setting out incremental 
holding time deductions and complete exemption after eight 
years; 

− also more advantageous in light of the absence of an exit tax 
mechanism, which in Germany leads to taxation of latent gains 
arising from interests held in German companies by natural 
persons who have resided in Germany for at least ten years and 
who transfer their domicile to another country. 

In France, there are also a number of exemptions on gains from 
business assets designed to provide an incentive to facilitate corporate 
transfers, in particular when the company director goes into retirement. 

In its report of October 2010 relating to tax and social contribution 
expenditures for businesses, the Conseil des Prélèvements Obligatoires 
recalled that eight such expenditures exist (see Appendices), entailing a 
total estimated cost of €775 million in 2010 in terms of income tax 
revenues, a total to which the associated loss in revenues from social 
contributions is yet to be added. 

These dispensations are not, at this stage, being called into 
question by the provision under the 2011 budget relating to the taxation 
of capital gains from the first euro earned. 
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b) Capital gains from sales of real estate: very similar rules 

Exemption on capital gains from sale of a main residence 

As in all the other member states of the European Union, capital 
gains on the sale of main residences in Germany and in France are tax 
exempt. 

The estimated budgetary cost of this exemption as relates to 
income tax has not been quantified in France (this tax expenditure does 
not appear in the “Ways and Means booklet”), nor in Germany. However, 
the loss in social contribution earnings connected with this measure has 
been estimated in the 2011 Draft Social Security Appropriation Bill to be 
€900 million. 

Capital gains arising from other real estate transfers 

Some member countries of the OECD exempt capital gains arising 
from the transfer of real estate assets other than the main residence after a 
minimum period of ownership, while others tax them separately (15 % in 
the United States, 18 % in Spain and the United Kingdom). Germany falls 
into the first category, whereas France applies a mixed system. 

In Germany, if real estate assets are held for ten years, their sale is 
entirely exempted from capital gains tax. On the other hand, if the 
holding period is less than ten years, capital gains are subject to the full 
applicable income tax rate, with no deductions allowed. 

France applies the following taxation regime to capital gains from 
sale of buildings, parts of buildings and interests held in this type of asset: 

− total exemption following a 15-year holding period, and an 
incremental deduction of 10 % per year of holding beyond the 
first five years; 

− separate taxation under income tax at the proportional rate of 
16 % (until now), plus social security contributions. 

Under the set of measures adopted for the purpose of funding the 
pension scheme reform, the applicable proportional rate was raised from 
16 to 19 % on 1 January 2011, bringing the overall tax rate (including 
social contributions) up to 31.3 %. 

Overall, because capital gains from transfers of real estate are 
subject in Germany to the progressive rates applied to personal income, 
transfers made by higher income households during the first ten years of 
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ownership are more heavily taxed in Germany than in France, whereas 
the reverse is true for households in Germany’s lower income brackets. 

2 -  Duties on property transfers: a much heavier tax burden in 
France than Germany 

a) A tax that follows simple rules and applies exclusively to real estate 
in Germany 

Property transfer duties are levied exclusively for the benefit of the 
Länder (pursuant to Article 1 of the Basic Law) and are regulated by the 
law of 26 February 1997. 

The general rules 

Property transfer duties are collected on residential and 
commercial real estate. Unlike France, which applies a special tax regime 
to newly built dwellings, Germany makes no distinction between new and 
old buildings. 

The generally applied proportional tax rate has been 3.5 % ever 
since it was revised in 1997 (until 1996 the rate was 2 %) to make up for 
the Länder’s loss of earnings owing to the discontinuation of the wealth 
tax (see above). However, the Länder are fully empowered to increase 
this rate. Some of them have already done so and others are planning to 
do so in the near future, with the rates reaching, in some cases, 4.5 % or 
even 5 %. 

The particular case of assignment of businesses 

In contrast with France, Germany does not tax divestiture of shares 
or corporate ownership rights, or the transfer of business intangibles. 
However, in the case of assignment of businesses (except transfers, see 
below) – whether partnerships or stock companies –, property transfer 
duties are paid on the real estate assets included in the net assets assigned. 

In this way, when a buyer purchases at least 95 % of the rights in a 
partnership or a stock company – as a direct or indirect holding and 
regardless of whether ownership is acquired gradually or all at once –, the 
transfer of those rights are in practice equated with a real estate transfer. 
Consequently, the base comprising all of the assigned business’s real 
estate assets is taken into account for the purposes of calculating the 
property transfer duties, which are collected according to the same 
ordinary rules as described above.  
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This means that, while disposals of shares/corporate interests and 
business intangibles are exempted from property transfer duties as such in 
Germany, assignments of businesses (excepting transfers) are de facto 
partially subject to property transfer duties up to the proportion of the real 
estate component in their assets. 

Revenues from property transfer duties and recent trends 

The tax revenues from property transfer duties grew considerably 
in 2006 and 2007 under the combined effect of a buoyant economic 
situation, a thriving real estate market in Germany and significant 
volumes of sales of real estate belonging to local authorities. It 
subsequently plummeted, as a result of the slowdown on the real estate 
market. 

Table n° 26 :  Revenue from Property Transfer Duties in Germany 
(in € billions) 

 2005 2006 2007 2008 2009 2010 

PTD Revenue 4,791 6,125 6,952 5,728 4,857 4,850 
(prév) 

Source: German Ministry of Finance 

b) A higher tax in France similarly applied to both real estate and to 
disposals of shares or business intangibles 

The rules and rates applicable to real estate transfers 

For both residential real estate and commercial premises, old 
buildings are subject to property transfer duties. New buildings are, 
however, exempt; new buildings that are sold within five years of having 
been completed are subject to VAT and to a cadastral tax of 0.715 % 
(calculated on the basis of the price before VAT). 

As of 1 January 2006, the property transfer rate applicable to 
transfers of old buildings is 5.09 %, a considerable drop from to the rates 
that were applied before the 1998 reform (18.585 % for business 
premises; between 7.015 % and 7.925 % for housing). This rate is 
comparable to those generally applied in European countries.  
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Duties applicable to movables 

The duties paid on sale of business intangibles: a French 
peculiarity 

Germany does not recognise the notion of business intangibles and 
furthermore exempts assignments of tangible and intangible movables. 
Registration duties on the sale of tangible or intangible property are 
required by some OECD countries (while Spain, United States, Italy and 
the United Kingdom abolished them in 2003). 

France is therefore the only country where assignments of business 
intangibles, clientele and related agreements to property transfer duties 
are taxable, at a rate which varies between 2 % and 2.60 % depending on 
the taxable value bracket in excess of €23,000. 

There are, however, some exceptions to this general principle of 
taxation, whether in the form of reduced property transfer duties (for 
instance, assignments in priority urban areas or in rural areas), or full 
exemptions (for the assignment of patents on inventions in particular). 
Furthermore, France’s LME (Economic Modernisation Law) introduced a 
€300,000 deduction applicable to assignments of intangibles from skilled 
trades, trading or farm businesses, and to assignments of clientele from 
sole proprietorship businesses to employees or members of the 
transferor’s family circle, subject to an undertaking by the beneficiaries to 
continue the professional activity of the company for five years. The 
budgetary cost of this deduction is estimated to be €15 million for 2010 
(source: 2011 draft budget). 

Disposals of corporate ownership rights 

Germany, which charges property transfer duties on the real estate 
assets owned by assigned companies, does not tax the divestiture of 
corporate ownership rights as such. Hence, as the Conseil des 
Prélèvements Obligatoires notes in its March 2009 report, the OECD 
countries that charge registration duties on the transfer of corporate 
ownership rights generally apply low rates – in the vicinity of 1 % – 
except in the case of disposals of shares in companies with a strong real 
estate component, to which higher rates are applied. 
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In France, the following rules apply, as amended by the LME: 

− divestiture of stocks: rate of 3 % and a €5,000 ceiling; the 
duties are collected only if the transfer is certified by way of a 
deed; 

− disposals of corporate interests: 3 % rate and a relief for every 
share of an amount obtained by dividing €23,000 by the total 
number of shares in the company; for interests in companies 
with a preponderant real estate component, a rate of 5 % is 
applied, and no reliefs are allowed. 

Duties collected and recent trends in France 

Property transfer duties have grown very rapidly in the last decade, 
and particularly so since 2004. After the year 2007 – when record 
revenues from property transfer duties were collected both in France and 
in Germany – there was a sharp drop in 2009. The year 2010 shows the 
beginnings of a recovery. 

Table n° 27 : Revenue from Property Transfer Duties in France (in € 
millions) 

 2010  
(10 

Months) 

2009 2007 2002 1997 

PTD on Movables  430 465    
PTD on Immovables 299 274    
Cadastral Fee 254 299    
Total State 982 1,037 1,520 573 507 
Département Registration 
Charge 

189 185    

Département Cadastral Fee 5,641 5,083    
Additional Département Tax 79 83    
Département Total 5,909 5,352 7,948 4,549 3,176 
Additional Municipal Tax 1,825 1,641    
Municipal Total 1,825 1,641 2,425 1,383 684 
Additional Regional Tax 0 2    
Regional Total 0 2 2 9 780 
Total from all Local Bodies 7,735 6,994 10,375 5,942 4,640 
TOTAL 8,717 8,032 11,895 6,515 5,146 

Source: DGFiP; March 2009 CPO report 
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Overall, the proceeds from property transfer duties in France in 
2009 came to an amount 65 % greater than those for Germany. In 2010, 
this gap is expected to be even larger due to the recovery observed in 
France on the basis of the revenues collected by municipalities and 
départements over the first ten months of the year. 

3 -  Inheritance and gift tax: a shared tendency to lessen 
inherit ance tax; tax revenues which remain far higher in France 

than in Germany 

a) Recent reforms in both countries directed at a reduction in taxation 
of transfers, but with somewhat different features 

In France the TEPA law of 21 August 2007 lowered inheritance 
and gift tax. In the same way, following a decision of the Karlsruhe 
Constitutional Court at the end of 2006 – which directed the government 
to reform the rules on the property appraisal for the purposes of 
calculating inheritance/gift tax by the end of 2008 – Germany overhauled 
its law on inheritance/gift tax. It came into force on 1 January 2009 and it 
sets out new rules for assessing property values and deductions; it also 
facilitates transfers of businesses. 

Personal exemptions and reliefs on inheritance: the rules have been 
successively relaxed in both countries 

In Germany 

Following the 1997 reform, which had already significantly 
increased the basic allowances so as to avoid taxation on the transfer of 
ordinary family assets, primarily through the main residence exemption, 
the reform that came into force on 1 January 2009 took the trend even 
further. 

At this juncture, the rules for assessing business and non-business 
assets were unified, by applying the same rule to both: market value on 
the date of the inheritance/gift. This brings Germany largely into line with 
France, where the preferred principle is that of assessment at market 
value. 

The increase in the tax value of property as a result of switching to 
the market value system was offset by an increase in personal reliefs 
granted (see details in Appendix): 

− €500,000 for the surviving spouse or partner (Group I); 

− €400,000 per share in the estate for legitimate or illegitimate 
children (Group I); 
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− €200,000 per share in the estate for grandchildren; 

− €20,000 for Group II (nephews and nieces, divorced spouse) 
and Group III (other entitled persons). 

In addition, the 2009 reform exempted the main residence 
transferred to the surviving spouse/partner or direct offspring from 
inheritance tax, providing its surface area was no more than 200 m2 and 
that it is used by these entitled persons for at least 10 years without being 
either sold, rented out or occupied simply as holiday accommodation. 

In France 

The TEPA law of 21 August 2007 substantially altered the 
inheritance and gift taxes, introducing far more lenient rules on 
exemption and reliefs than had previously been the case. 

Property transferred to the surviving spouse or common law 
partner (joined by a PACS, a kind of civil union agreement) were 
henceforth exempted from any transfer duties. The reform similarly 
introduced the possibility of complete exemption on inheritances between 
brothers and sisters under certain circumstances.  

In addition to these new exemptions, reliefs were significantly 
increased: 

− for direct line inheritances (surviving children and parents): 
€150,000 per heir (in 2010, €156,974); 

− for inheritances between brothers and sisters: €15,000 (in 2010, 
€15,697); 

− for property conveyed to a person suffering from a disability 
that prevents that person from working, regardless of his or her 
kinship with the deceased: €150,000 (in 2010, €156,974); 

− for inheritances between nephews and nieces: €7,500 (in 2010, 
€7,849); 

− for persons not entitled to any of the reliefs described above, a 
general €1,500 allowance was introduced (in 2010, €1,570). 

As a result of these changes, France’s regime became more 
favourable than Germany’s for inheritances between spouses/partners – 
since they have now become totally exempt, whereas in Germany, 
although they benefit from large reliefs, they are nonetheless subject to 
taxation – while the German regime applies far more favourable 
deduction rules than France to all types of inheritances, not just direct line 
inheritances. 
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Taxation of gifts and donations: higher reliefs in Germany but less 
favourable rules than France regarding periodicity. 

In Germany, deduction rules for gifts and donations are the same 
as they ones governing inheritances (see above). In contrast, in France, 
there are special rules relating to deductions applied to gifts: 

− between spouses or civil law partners: €79,533 in 2010; 

− to a child or a disabled donee: €156,974 per beneficiary in 
2010; 

− to a grandchild: €31,395 per beneficiary in 2010; 

− to a brother or sister: €15,697 per beneficiary in 2010; 

− to a nephew or niece: €7,849 per beneficiary in 2010; 

− to a great grandchild: €5,232 per beneficiary in 2010. 

France has provided for some additional dispensations: 

− for family gifts of money: up to a limit of €31,395 per 
beneficiary (value in 2010), providing the donor and donee 
fulfil certain age conditions; 

− for one-off donations for the purpose of establishing a business: 
within the limit of €30,000, under certain conditions and only 
during the period starting from 1 January 2006 through to 31 
December 2010. 

In all, the reliefs applicable to donations in Germany are more 
favourable than in France. 

However, France differs from Germany by its more favourable 
periodicity rules, arising from a strong incentive mechanism in favour of 
early donations, a feature which is not found on the other side of the 
Rhine. 

Deductions on donations and gifts may be applied in France every 
six years whereas in Germany this is allowed every 10 years. 

As for incentives to make early donations, these are regulated by 
Article 790 of the CGI (General Tax Code), which stipulates that the gift 
tax is reduced incrementally up to 50 % as the donor’s age increases. 

A considerably more progressive tax in France than in Germany 

Germany applies a scale of seven net taxable brackets. This is not a 
progressive scale by bands – as is used in France – and smoothing 
mechanisms are used to overcome the threshold effects. 

It is clear from a comparison of the two scales (see Appendices) 
that: 
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− the German brackets are wider than the French ones and the 
rates are lower (from 7 to 50 % in Germany; from 5 to 60 % in 
France); 

− the threshold that triggers the maximum rate is far higher in 
Germany than it is in France (€26 million in Germany as 
opposed to €1.78 million in France). 

Ultimately, even considering the differences in the calculation 
methods of the chargeable tax (with a progressive scale by bands in 
France but not in Germany), the substantial differences in brackets and 
tax rates make for a far heavier tax burden in France than in Germany. 

b) Transfers of businesses: exemptions granted in both countries 

Both France and Germany have wholeheartedly joined the general 
trend observed in the European Union to meet the challenge of ageing 
“baby boomer” company directors, with the recent implementation of 
reforms granting extensive exemptions for transfers of businesses. 

In this way, in France, transfers of shares or interests in firms with 
industrial, commercial, skilled crafts, agricultural or professional 
activities may be exempted from inheritance tax on up to 75 % of their 
value, providing conditions relating to the retention of property titles and 
continued operation are abided by (see articles 787 B and C of the 
General Tax Code). This tax break comes on top of any applicable 
exemptions on capital gains from business assets (see above). 

Similarly, in Germany, new rules came into force in January 2009 
setting up a very favourable tax regime for the transfer of business assets, 
subject to compliance with a number of conditions relating to continued 
activity and, in contrast with France, to maintaining jobs. 

Hence, for transfers of sole proprietor businesses (of which there 
are very many in Germany) and for transfers of shares in stock companies 
representing more than 25 % of the total, the heirs have two options 
available to them: 

1. Exemption from inheritance tax of up to 85 % of the value of the 
estate, subject to compliance with these three conditions: 

− continuing the activity for five years; 

− the aggregate wages paid in those five years must be equal to at 
least 400 % of the average wage bill for the five years 
preceding the inheritance (in the case of firms with 20 or more 
employees); 
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− non-productive assets (for instance, land and buildings leased 
out) must not account for more than 50 % of the business’s 
aggregate assets. 

15 % of the value of the transferred business assets still liable to 
tax is eligible for a €150,000 relief, together with a 50 % rebate on the 
outstanding amount, up to a ceiling of €450,000. This supplementary 
measure enables transfers of businesses for a value equal to or less than 
€450,000 to be totally or partially exempted from inheritance tax. 

2. Exemption from inheritance tax on all the assets transferred, subject 
to compliance with these three conditions: 

− continuing the activity for seven years; 

− the aggregate wages paid during those seven years must be 
equal to at least 700 % of the average wage bill paid during the 
five years preceding the handover; 

− non-productive assets must not account for more than 10 % of 
the firm’s total assets. 

In the event of the business being sold prior to the expiry of the 
required period of retention, the amount of inheritance tax owed is 
reduced in proportion to the number of years the business continued to be 
in operation. 
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c) Duties collected: a one to two ratio between the two countries 

Substantial differences between the two countries in terms of 
numbers and average amounts of gifts/inheritance 

An overview of the two countries based on the latest data available 
is provided in the following table: 

Table n° 28 :  Comparison of Transfers for No Consideration in 
France and Germany  

 Inheritances Donations 
 France Germany  France 
Amount 317,304 (2009) (*) 140,588 (2008) Amount 317,304 

(2009) (*) 
Total Assets 
Transferred 

€59.5 billion (2007) €21.5 billion (2008) Total 
Assets 
Transferred 

€59.5 
billion 
(2007) 

Net Taxable 
Assets 

€19.9 billion (2009) €17.5 billion (2008) Net 
Taxable 
Assets 

€19.9 
billion 
(2009) 

Average Asset 
Amount   

€175,000 (2007) €153,000 (2008) Average 
Asset 
Amount   

€175,000 
(2007) 

Source: DGFiP; German Statistics Office  
(*) This figure covers only declared inheritances, i.e. it does not include inheritances involving 
net assets of less than €50,000 (threshold value for a statutory declaration for inheritances 
between spouses or direct line inheritances) 
(**) Not including the reincorporation of donations and gifts prior to the year in question (€9.7 
billion), the total amount of net taxable assets was €5.6 billion in 2008; the average value of a 
settlement was therefore €110,000. 
 

In France, because of the thresholds for the inheritance declaration 
requirement – which were considerably revised upwards from 2004 
onwards, climbing in just a few years from a net asset value transferred of 
€1,500 to €50,000 – only 58 % of inheritances were declared in 2009. Of 
these, on the basis of the applicable exemption rules, only 25 % gave rise 
to tax payment (78,140 out of the total 317,304). 

In Germany, on the other hand, there is no minimal threshold 
beyond which a declaration must be filed, and payment of inheritance tax 
is therefore practically the universal rule. In 2008 (the most recent year 
for which data is available), 99.2 % of inheritances were subject to tax. 

A similar situation applies to donations and gifts, with France 
exempting nearly nine-tenths of these (source: CPO report of March 
2009), and Germany taxing 97 %. 
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Revenues collected in the two countries 

Variations gift and inheritance tax revenues collected in recent 
years are as follows: 

Table n° 29 :  Revenue from Gift and Inheritance Tax in France and 
Germany (in € millions) 

 2000 2002 2004 2006 2007 2008 2009 
Germany 2,982 3,021 4,283 3,763 4,203 4,771 4,550 
France 6,941 7,047 8,645 8,667 8,969 7,919 7,474 

Source: March 2009 CPO report; DGFiP; German Office of Statistics 

Over this period, gift and inheritance tax decreased slightly in 
Germany in 2009, the first year the reform on inheritance/gift tax was 
implemented – although this decrease is not necessarily attributable to 
the reform itself – but have increased by more than 50 % since 2000. 

In France, after the peak observed in 2007, total revenues dropped 
by nearly 17 % in the following two years, with a stronger decrease in 
gift tax than in inheritance tax. 

A detailed analysis of the tax collected shows that the main 
features of the systems in the two countries are comparable (see details in 
Appendices): 

− a high concentration in Germany of gifts/inheritance on estates 
of less than €200,000, which are going to be de facto largely 
exempt from now on under the 2009 reform, which means that 
Germany is becoming more closely aligned with the situation in 
France; 

− the tax burden in both countries weighs mostly on inheritances 
relating to large estates; 

− overall average rates that are significantly higher in France than 
in Germany, subject to a number of qualifications (the average 
rates for inheritance/gifts to direct line recipients are roughly 
comparable and even slightly lower in France, whereas there is 
a much stronger difference as regards inheritances through 
collateral lines and between unrelated persons); the latter 
discrepancy will be narrowed in practice as a result of the 
increase in the rates for groups II and III in Germany, under the 
reform that came into force in 2009. 
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____________________________ CONCLUSION___________________________ 

Both in respect of structure and level of taxation on wealth and 
assets, there are substantial differences between German and French 
policies, which have tended to intensify in the last 10 to 15 years. 

With its modest real estate taxes that have remained fairly stable 
over time and the abolition at the end of the 1990s of the tax on “the 
stock” of capital (wealth tax and tax on trading capital), Germany has de 
facto opted for very low taxation on capital holdings, reaching an overall 
level which is significantly below the OECD average. On the contrary, in 
France, the structure of taxation of income from assets is largely based 
on taxes connected with asset ownership, essentially real estate taxes, the 
relative weight of which has grown considerably in the last decade. 

In the area of divestiture/transfers of assets, the two countries have 
opted for very different approaches in terms of scope and level of taxation 
of property transferred for valuable consideration. On the other hand, 
they have made some similar choices of late, such as the increases in 
capital gains taxes and reduction of duties on property transfers for no 
consideration. Nonetheless, the fact remains that the comparative level of 
taxation on disposal/transfers of assets stands at a ratio of 1 to 2 between 
the two countries. 

Consequently, taxation of assets in Germany – which, as shown 
above, is almost always below the average for OECD countries – relies 
principally on the taxation of income and gains from assets. In France, 
taxation policy choices have led to taxation of all aspects of assets – from 
ownership to disposals/transfers, including the income they yield – at 
levels that have increased over time, to such an extent that the 
corresponding economic burden is unmistakably greater than the OECD 
average. 
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III  -  Corporate Taxation: Continuing Similarities 
but Diverging Trends 

France and Germany are often considered to have similar corporate 
taxation features: both countries fall into those that require high levels of 
contribution from corporations. Because of their central position in 
Europe, they are able to rely on criteria that are not essentially tax-related 
to attract business: the quality of their infrastructures, the educational 
level of the population, their position in international trade.  

However, over the last ten years, Germany and France have 
embarked on different routes as regards corporate taxation: more so than 
France, Germany has made changes to its tax system with the aim of 
enhancing competitiveness; in the field of corporate tax, the upshot of this 
shift is a very significant decrease in rates and the broadening of the 
corporate tax base.  

A - Diverging Trends in Corporate Taxes and 
Contributions in the Two Countries over the Last 

Decade 

1 -  Different tax reform agendas 

a) Beginning at a later stage than in France, the reform of corporate 
tax has been a priority for successive German governments over the 

last decade 

The corporate tax reform was introduced later in Germany than in 
France: whereas corporate tax had been progressively reduced in France 
during the 1990s, Germany reached a turning point in the 2000s with a 
corporate tax system, combining high rates and a complex basis of 
assessment, which was considered to be particularly burdensome for 
businesses.  

The reform of the German corporate tax system came about in two 
stages: first in 2000 and then in 2008. The stated objective of the 
measures implemented was to improve companies’ competitiveness by 
significantly alleviating their tax burden.  
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Recent trends in German corporate tax: a two-stage reform 

The 2000 reform 

Passed in a context of widespread controversy about the economic 
attractiveness of Germany, the 23 October 2000 law was designed to ease the 
tax burden on German companies so as to improve their competitiveness. The 
changes that arose from this reform revolve mainly around three points:  

A decrease in the corporate tax rate: the law of 23 October 2000 
replaced the dual-rate system that had hitherto applied (30 % on distributed 
profits and 40 % on undistributed profits) with a single 25 % rate. 

A simplification of corporate tax arising from new, much attenuated 
methods for taxing dividends; 

A huge decrease in taxation of gains from the divestiture of 
participation stock which, in the case of stock companies, are totally exempt. 
This measure had considerable impact on the structure of German capital, 
enabling many companies to reduce or to fully assign participations that had 
in some cases been held for more than a century (such as for instance, the 
major reduction in the Deutsche Bank’s historical participation in the capital 
of the insurance company, Allianz).  

The impact of the 2000 law was considerable: its budgetary cost was 
initially estimated to be approximately €6 billion but turned out to be much 
larger, amounting to roughly €8 billion per year (excluding the costs of 
making the transition from one system to the other). 

The 2008 reform 

The reform that came into force on 1 January 2008 continues the 
process commenced with the reform of 2000. It, too, aimed at reducing the 
rates and broadening the basis of assessment. It readjusts a number of the 
increases in contributions and taxes charged to businesses that had been 
introduced as of 2003 to remedy Germany’s public deficits. 

The corporate tax rate was decreased from 25 % to 15 %, making it 
one of the lowest rates in Europe. However, to enable comparison with 
corporate taxes in other European countries, there are two other elements that 
must be added to this rate: the trade tax allocated to local authorities – 
Gewerbestuer – and the solidarity surcharge, set at 5.5 %, which also applies 
to corporate profits. The nominal rate arising from all of these taxes on 
corporate profits consequently came down from 38.65 % before the reform,143  

                                                 
143 Assessing the nominal taxation rate on profits is a complex task because the trade 
tax is set individually by each municipality. Depending on the sources, the national 
average varies: 432 % according to the Institute for the German Economy in Cologne 

 

 

                                                        Cour des comptes 
              Taxes and social contributions in France and in Germany – march 2011 
   13, rue Cambon 75100 PARIS CEDEX 01 – tel : 01 42 98 95 00 – www.ccomptes.fr



REVIEW BY BLOCKS OF LEVIES 155 

to approximately 31 % after the reform, only slightly in excess of the 
government’s initial goal, which was to bring taxation of profits below the 
30 % threshold. 

To counterbalance this significant drop in rates, the basis of 
assessment was considerably broadened: 

- more stringent rules on depreciation – abolition of accelerated 
depreciation; 

- in the event of a change in control over a five-year period, deficits 
cannot be carried over; 

- trade tax no longer deductible; 

- more stringent rules regarding under-capitalisation, in particular 
through the introduction of a general limitation on the deductibility of interest 
on loans (Zinsschranke). 

As a result of this reform, the shift towards lower effective average tax 
rates (EATR) on stock companies continued, down from 36 % in 2006 to 
29 % in 2009144. 

b) Conversely, local taxes on corporations changed very little in 
Germany over the last decade 

The local tax levied on companies in Germany (Gewerbesteuer, 
literally “tax on commercial and industrial activities”, referred to here as 
“trade tax”, for the purposes of simplification) is not strictly comparable 
to the France’s taxe professionnelle, which in 2010 was replaced by the 
CET (Territorial Economic Contribution). Indeed, the basis of assessment 
of the German trade tax, founded on the notion of net profit, is very 
similar to that of corporate tax, whereas the Territorial Economic 
Contribution in France is based not only on the value of certain assets 
belonging to the business, but also relates to added value. In addition, the 
Territorial Economic Contribution is deductible from taxable net income 
whereas the German “trade tax” ceased to be deductible in 2008. 
International comparisons of taxation of profits thus unanimously 
consider the German corporate tax regime as inextricably linked with the 
“trade tax”, with the two tax rates taken together forming one overall tax 
rate on profits.  

 
                                                                                                         
(IW Köln); 400 % according to the federal government; these differences affect the 
overall taxation rate on profits. The IW Köln assessment is the one used here. 
144 Source: IW Köln, Corporate Tax Burden in International Comparison, Newsletter 
No. 1, 2010, p.2. 
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The “tax on industrial and commercial activities” (Gewerbesteuer), 
the German equivalent of the “taxe professionnelle” 

The “tax on industrial and commercial activities” goes back to a 
Prussian law dated 1810. First instituted as a licence, it developed during the 
20th century into a tax, the base of which comprised both profits and the value 
of the firm’s fixed assets. The portion of the tax based on the company’s 
fixed assets (Gewerbekapitalsteuer) was abolished in 1998, leaving only the 
part concerning profits. Since that time, the “tax on industrial and 
commercial activities” has therefore a very similar tax base to that of 
corporate tax. The idea of abolishing it has arisen time and again, with hopes 
of mainstreaming it into corporate tax or income tax, but the municipalities, 
which are the recipients of this revenue, have raised strong opposition and 
succeeded in maintaining it.  

The basis of assessment for the “tax on commercial and industrial 
activities” differs from the corporate tax base on points of principle – 
essentially territorial considerations – and on rules pertaining to a good many 
deductible expenses: the rules on deducting interest on loans are not the 
same. 

The rate for this tax is set by the municipalities in accordance with 
very complex rules: 

Rate of the trade tax = rate of contribution * trade tax index/100 

The contribution rate is 432 % on average and the index has been set 
by law at 3.5 (it was set at 5 until 2008). On average, the rate of the trade tax 
therefore comes to 15.1 %. 

Unlike the French taxe professionnelle, which was reformed 
several times over the last decade, the German “trade tax” has been 
altered very little since 1998. It was only marginally revised under the 
corporate tax reform in 2008 when its basis of assessment was broadened 
and its rate lowered.  

The relative stability of the “trade tax” does not mean that this tax 
is to be considered flawless. Its main weaknesses are: 

− the complexity it entails for companies, requiring them to keep 
different tax accounts – one for corporate tax and the other for 
the trade tax – due to the differences in methods for calculating 
the tax profits that are the basis of assessment for these taxes; 

− the high degree of instability in the revenues stemming from 
the trade tax, ever since the fixed-asset component of the tax 
was abolished.  
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As a result, the topic of reforming the trade tax comes up 
repeatedly in Germany. Most of the proposals recommend abolishing the 
trade tax and replacing it by adding a fraction to corporate tax and or to 
income tax levied on partnerships145.  

Ultimately, the differing priorities observed between Germany and 
France regarding reform of corporate taxation do not arise from 
dissimilarity in these two countries’ goals: the reforms of the German 
corporate tax and the French taxe professionnelle were both directed at 
improving corporate competitiveness. It is the differences in the tax 
contexts that are largely responsible for shaping the reform agendas, 
encouraging the authorities in both countries to preferentially engage in 
reforms of the contributions deemed most harmful to economic activity: 
corporate tax in Germany and the taxe professionnelle in France.  

2 -  Opposing trends in terms of tax revenues 

Corporate taxation has taken different paths in France and 
Germany since 2000: in Germany, the burden of corporate tax has been 
significantly lowered, whereas it has been maintained in France. 
Conversely, the burden of the German trade tax has become greater than 
that of France’s Territorial Economic Contribution. Another significant 
difference is the weight of other taxes on corporations: high in France and 
low in Germany.  

                                                 
145 Cf., for instance, Ralph Brügelmann, Gewerbesteuer, eine Reform ist möglich 
(Trade Tax: Reform is Possible), IWd No. 43, 28 October 2010, 
http://www.iwkoeln.de/Publikationen/iwd/Archiv/tabid/122/articleid/30609/Default.as
px 
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a) Revenues from corporate tax were comparable at the beginning 
of the 1990s but are now half as much in Germany as in France. 

Graph n° 25 : Revenues from Corporate Tax in France and Germany 
(in € milli ons) 
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Source: OECD 

In absolute terms, corporate tax in Germany has been significantly 
lower than French corporate tax since the early 2000s. Following the 
reform in 2000, revenues from corporate tax decreased drastically and 
permanently. Indeed, for the 2001 tax year, revenues were even negative; 
they did not bounce back to their 2000 level until 2006. 

Expressed as a share of GDP, the difference is striking: on average 
for the period from 2000 to 2008, revenues from corporate tax came to 
1.06 % of GDP in Germany as against 2.63 % in France. Germany, 
however, is in an atypical situation in this respect: expressed as a share in 
GDP, German revenues from corporate tax are the lowest in the whole of 
the European Union, while France ranks 19th out of 27146. Clearly, since 
the middle of the 1990s, corporate tax in Germany no longer plays the 
budgetary role that it does in France. 

                                                 
146 European Commission, Taxation Trends in the European Union, 2010 Edition 
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A connection is often established between the paucity of corporate 
tax in Germany and the large number of partnerships147, the profits of 
which are taxed in the form of income tax rather than corporate tax. 
Indeed, partnerships account for 82.8 % of all enterprises in Germany, 
compared to 57 % in France. Most of these partnerships are small, but 
some large businesses have preserved their status as partnerships: some 
4,000 partnerships produce a turnover of more than €50 million. As a 
result, part of the tax that would be collected, in France, through 
corporate taxation enters the German public purse through personal 
income tax. The tax data available, however, do not allow the income tax 
paid by partnerships in Germany to be determined. Without this 
information, it has not been possible to accurately compare the respective 
weight of taxation on businesses (both partnerships and stock companies 
taken together) in the two countries. 

Table n° 30 : Breakdown of Businesses by Legal Form 

 Germany France 

No. of Businesses 3,037,000 3,108,000 

Stock Companies 15.1 % 43.2 % 

Including SA (equiv. 
public ltd. co.) 

0.2 % 1.9 % 

Including SARL 
(equiv. private ltd. co.) 

14.9 % 41.3 % 

Partnerships 82.8 % 56.8 % 

Others 2.1 % - 

Source : D-Statis (2005 data) ; INSEE (2009) 

                                                 
147 There is a variety of possible legal forms for partnerships in Germany: they can be 
general partnerships (offene Handelsgesellschaft, OHG), civil law partnerships 
(Gesellschaft bürgerlichen Rechts, GBR), limited partnerships 
(Kommanditgesellschaft, KG) or sole proprietor businesses. 
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b) Revenues from the “trade tax” has grown far more rapidly 
than revenue from the taxe professionnelle since the beginning of 

the 2000s 

Graph n° 26 :  Trends in French and German Trade Taxes (1991–
2009) 
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The German trade tax was modernised in 1998, when the 
component associated with corporate fixed assets (Kapitalgewerbesteuer) 
was abandoned, and subsequently followed a very different trend to that 
of the French trade tax: 

- revenues from the German trade tax doubled in absolute terms 
between the beginning of the 1990s and the end of the 2000s whereas 
revenues from the French trade tax increased by only approximately one-
third; 

- revenues also became more dependent on business cycles 
inasmuch as the tax is now solely assessed on the basis of corporate 
profits, which fluctuate considerably; in this way, revenues from the 
German trade tax fell 21 % in 2009, whereas the figure for the French 
trade tax increased 3 % that year.  

Expressed as shares of GDP, the revenues arising from these taxes 
have therefore moved in opposite directions in the two countries: 

 

 

                                                        Cour des comptes 
              Taxes and social contributions in France and in Germany – march 2011 
   13, rue Cambon 75100 PARIS CEDEX 01 – tel : 01 42 98 95 00 – www.ccomptes.fr



REVIEW BY BLOCKS OF LEVIES 161 

Table n° 31 : Ratios of French and German Trade Taxes to GDP 

 2001 2008 

Share of France’s  Taxe professionnelle in GDP 1.40 % 1.01 % 

Share of German trade tax in GDP  1.14 % 1.65 % 

Sources: OECD for tax revenue; Eurostat for GDP  

The implementation of the Territorial Economic Contribution 
which translates as a €5 billion decrease compared to the taxe 
professionnelle will participate in widening this gap between the two 
countries.  

c) Far more taxes levied on businesses in France than in Germany 

In its classification of taxes on production, Eurostat distinguishes 
between taxes on the use of fixed assets and wage bill and payroll taxes.  

Table n° 32 :  Comparison of Taxes on Production (2008) 

        FR GER 

Taxes on the Use of Assets TOTAL 1,874 2,040 

Other Taxes    168  
Special Tax on Road Vehicles (France: taxe a l'essieu; Germany: 
Kfz-Steuer) 226 2,040 

Vehicle Registration Tax   394  

Tax on Motorised Vehicles Paid by Manufacturers 0  

Tax on Vehicles for Corporate  Passenger Vehicle Fleets 1,086  

      

Payroll Taxes TOTAL 24,664 0 

Other Taxes    1,909  

Contribution for Apprenticeships 699  

Taxes on Wages and Salaries   11,294  

Levy for Salary Guarantee Association  542  

Taxes for CNSA   1,887  

Taxes for FNAL   2,355  

Transport Charges   5,978  

Total       26,538 2,040 
Source: Eurostat 
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There are some very significant differences in these types of taxes, 
in particular the payroll taxes, which accounts for half of the overall 
difference. Overall, these taxes bring a burden of 1.2 points of GDP to 
bear on businesses in France. 

In aggregate, revenues stemming from corporate tax and local 
taxes are higher in France than in Germany, by 1.25 GDP points in 2008. 
Taxes on production account for an additional 1.2 % of GDP. The overall 
difference in levies therefore comes to 2.45 GDP points. However this 
gap is expected to narrow by approximately 0.3 GDP points under the 
alleviating effect of the Territorial Economic Contribution that has now 
come into force. 

Table n° 33 : Percentage of Corporate Levies in GDP (corporate tax 
plus trade tax) 

 2001 2008 

Germany (Corporate Tax + 
Gewerbesteuer) 

2.48 % 2.29 % 

France (Corporate Tax + taxe 
professionnelle 

4.37 % 3.54 % 

Other Taxes on Production  n.a. 1.20 % 

Difference France - Germany +1.89 +2.45 

Source: European Commission data; Cour des Comptes calculations 

B - Tax Rates on Profits: An Appreciably Sharper 
Decrease in Germany than in France  

1 -  The nominal tax rate on profits in Germany dropped below 
the French rate in 2008 

The respective changes in the French and German rates of taxation 
on corporate profits are the reflection of different tax policy choices in the 
two countries over the last two decades: Germany reduced its rates by 
25.6 points between 1990 and 2009, while France lowered them by only 
7.2 points during that same period. These changes are detailed in the table 
below: 
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Table n° 34 : Change in Nominal Rates for Tax on Business Profits 
(France and Germany, 1998-2009) 

  Nominal 
Corporate 
Tax Rate 

Extra 
Charge148 

Local Tax 
Rate on 
Profits  

Effective 
Nominal 
Rate for 
Taxation on 
Profits  

Germany 1998 45149 5.5 17.22 56.52 

 1999-2000 40 5.5 17.56 52.35 

 2001-2002 25 5.5 17.63 39.35 

 2003 26.5 5.5 17.63 40.66 

 2004-2007 25 5.5 17.63 39.35 

 2008-2009 15 5.5 15.12 30.95 

France 1998 33.33 25 - 41.67 

 1999 33.33 20 - 40 

 2000 33.33 13.3 - 37.76 

 2001 33.33 9.3 - 36.43 

 2002-2004 33.33 6.3 - 35.43 

 2005 33.33 4.8 - 34.93 

 2006 33.33 3.3 - 34.43 

 2007-2009 33.33 3.3  34.43 

Source: Zentrum für Europäische Wirtstchaftsforschung (ZEW), 2009 

The comparison reveals that: 

− the trends in the two countries are significantly different: the 
nominal rate of taxation on profits in Germany, which was 
nearly 15 points greater than the French rate in 1998, fell below 
the French rate as of 2008; this is entirely due to successive 
decreases in corporate tax rates, while the effective rate of the 
trade tax dropped only very slightly during that period. During 
that same period, the nominal corporate tax rate did not vary in 

                                                 
148 This additional charge covers:  
- in Germany: the 5.5  % solidarity surcharge (Solidaritätszuschlag); 
- in France: the 3.3  % social contribution owed by businesses that pay more than 
€7.63 million in corporate tax, plus the former corporate tax surcharge. 
149 German companies were subject to a dual tax system up until 2000: the normal 
45  % rate (40  % in 1999), combined with a reduced rate of 30  % on distributed 
profits.  
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France, although the effective rate of taxation on corporate 
profits may have varied as a result of the various increments 
instituted as of the mid-1990s; 

− the absolute level of taxation on corporate profits in the two 
countries is now relatively similar, whereas for a long time it 
had been significantly lower in France: this rate is 34.43 % in 
France, as opposed to 30.95 % in Germany, a discrepancy of 
3.48 points.  

2 -  The features of the national taxation regimes narrow the 
gap between France and Germany 

The gap described above between nominal taxation rates on profits 
does not adequately reflect reality and needs to be nuanced in view of a 
number of special features inherent to these two countries.  

a) Nearly half of the companies subjected to corporate tax in 
France enjoy a reduced rate of 15 % on a portion of their profits 

Instituted in 2001 in its present form150, the reduced corporate tax 
rate is for very small enterprises (VSEs) and small and medium-sized 
enterprises (SMEs). To be eligible for the reduced rate, companies must 
fulfil the two following criteria: 

− the company’s turnover for the financial year before tax must 
be less than €7.63 million (size criterion); 

                                                 
150 A reduced rate 19 % was already applied to SMEs in 1997; it was, however, 
optional, and brought with it an obligation to allocate the profits taxed in this way to 
reserves. 

 

 

                                                        Cour des comptes 
              Taxes and social contributions in France and in Germany – march 2011 
   13, rue Cambon 75100 PARIS CEDEX 01 – tel : 01 42 98 95 00 – www.ccomptes.fr



REVIEW BY BLOCKS OF LEVIES 165 

 

− 75 % of its capital must be fully paid up and held continuously 
by natural persons or by firms which themselves fulfil these 
conditions (independence criterion). The purpose of the second 
condition is to avoid having large corporations breaking up into 
smaller entities so as to avail themselves of this reduced rate. 

The tax benefit that companies can derive from this mechanism is 
limited to a portion of profits capped at €38,120. Beyond that threshold, 
profits are taxed at the normal rate. This mechanism therefore introduces 
a progressive element in the rate of corporate tax. This is by no means 
negligible, since it applied to 394,000 enterprises in 2008, which 
represent 57 % of all businesses that pay corporate tax. The relief granted 
by this mechanism that year came to €1.9 billion, or approximately 4 % 
of total revenues from corporate tax. The effects of the reduced corporate 
tax rate are, however, limited: 

− this rate applies essentially to very small businesses, most of 
which conduct their business in sectors that are not exposed to 
international competition (construction, services to 
individuals); conversely, only 12 % of the cost of this 
mechanism benefits industry; 

− it does make corporate tax a factor in relocating to France, 
since foreign direct investment flows are very rarely directed at 
small and medium-sized firms. 

Contrary to many other OECD countries that have implemented a 
similar mechanism to France (Spain, Japan, United Kingdom), Germany 
does not apply a reduced corporate tax rate, despite the fact that SMEs are 
key contributors to the German economy’s competitiveness.  

b) Many German companies are subject to income tax at a rate 
significantly higher than corporate tax rates 

Because of the abundance of partnerships in the German economy 
(see above), a large proportion of businesses are taxed through the 
income tax regime. While the aim of the 2008 reform was to achieve tax 
neutrality between the various legal forms of businesses, in some cases 
the taxation of partnerships is less favourable than taxation of stock 
companies. This is true, in particular, for partnerships that do not 
distribute their profits: They pay a reduced tax rate that theoretically 
comes to 31 % (45 % in the case of distributed profits) but which in effect 
is 37.6 %, because of the way in which the tax base eligible for the 
reduced rate is defined (non-deductible taxes are not included; they are 
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subject to the normal rate)151. Moreover, it is unusual in practice for 
profits not be distributed, at least in part, by partnerships, as a result of 
which the rate is further increased.  

Ultimately, when profits are not distributed, partnerships face a 
heavier tax burden, to the tune of nearly seven points, than stock 
companies (37.6 % as against 30.95 %), tempering the effect that the 
2008 reform might have been expected to achieve in terms of attracting 
investment. 

3 -  Effective rates of corporate taxation: Germany is now in a 
more favourable position than France in comparison with the 

European average  

a) Effective rates of taxation on companies have been halved in 
Germany since 1998 

A comprehensive picture of the level of the tax burden on 
businesses cannot be achieved by examining nominal rates alone. For this 
reason, alternative indicators have been established, the most common of 
which include simulated effective rates or ex-ante rates. 

                                                 
151 This 37.6 % rated is corroborated by several sources, in particular the Institute for 
the German Economy in Cologne (IW Köln) in Unternehmenssteuerreform: Schlechte 
Bilanz für die Personnengesellschaften (Reform of corporate taxation: a negative 
assessment for partnerships), Pressemitteilung No. 33, 4 August 2009. 

 

 

                                                        Cour des comptes 
              Taxes and social contributions in France and in Germany – march 2011 
   13, rue Cambon 75100 PARIS CEDEX 01 – tel : 01 42 98 95 00 – www.ccomptes.fr



REVIEW BY BLOCKS OF LEVIES 167 

 

Indicators of tax burdens on businesses: effective rates or ex-ante rates 

To compare the corporate taxation conditions across countries, 
“simulated effective rates” or “ex-ante rates” are computed152. They simulate 
the tax rate that will be applied to an investment during its cycle on the basis 
of the category to which it belongs (machines, buildings, stocks, intangible 
assets), its economic life-cycle, the sector of activity (manufacturing or other) 
and how it is financed (self- financing, share issue or loan).  

Two rates are of particular interest: 

- the effective marginal tax rate (EMTR): it reflects the portion of 
marginal investment that is absorbed by tax (marginal investment is an 
investment that earns a net present value of zero, meaning that its return is 
entirely absorbed by the cost of capital); 

- the effective average tax rate (EATR): it reflects the reduction 
attributable to tax in the net present value of a profitable investment (a 
profitable investment is an investment whose rate of return is greater than the 
cost of capital). Although this indicator’s significance should not be over-
estimated, since the rates estimated in this way are simulated rather than real, 
it is nonetheless particularly useful for assessing the impact that the choice of 
location for an investment will have on its net rate of return. The EATR is 
therefore an indicator of the attractiveness of a business location. 

This analysis relies principally on the effective average rate (EATR). 

A comparison of the effective average tax rates in Europe shows 
that France and Germany are among the countries where levies on 
companies are the highest. Germany, however, has moved closer to the 
European average than France, in particular as a result of the 2008 
corporate tax reform: the effective rate of taxation on profits there is now 
5.7 points above the European average (whereas it was 12.2 points in 
1998) as compared to France’s 12.3 points (10.8 points in 1998).  

                                                 
152 These rates were introduced by Devereux and Griffith in 1998; the methodology is 
implemented by the German Economic Institute, the Zentrum für Europäische 
Wirtschaftsforschung, which every year submits a report to the European Commission 
(DG TAXUD) reporting on developments in simulated effective rates in the countries 
of the European Union and some non-European OECD countries. 
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Table n° 35 : Trends in Effective Average Rate of Taxation (EATR) 
on Businesses in France, Germany and the European Union   (1998-

2009) 

  
1998 

  
2001 

  
2005 

  
2009 

  

  
Nominal 

Rate EATR 
Nominal 

Rate EATR 
Nominal 

Rate EATR 
Nominal 

Rate EATR 

Germany 56,5 41,2 39,4 35,8 39,4 35,8 31 28 

France 41,7 39,8 36,4 35,8 34,9 34,8 34,4 34,6 

EU 25 
Average 33,2 29 30,8 27,3 26,5 24 24,6 22,3 

Difference 
Germany - 
EU25 23,3 12,2 8,6 8,5 12,9 11,8 6,4 5,7 

Difference 
France – 
EU 25 8,5 10,8 5,6 8,5 8,4 10,8 9,8 12,3 

Source: ZEW/Commission européenne 

b) Effective rates of corporate taxation are above the European 
average but below those of Japan and the United States 

The tendency to lower the tax burden on companies is particularly 
strong in the European Union, where there is intense tax competition 
between member states. This is not true to the same extent outside of 
Europe, where the decrease in the burden has been more moderate: 
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Graph n° 27 : Effective Average Tax Rates for Companies (EATR, 
as %, 2005 and 2009) 
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Source: ZEW/European Commission 

C - The Corporate Tax Base: Noticeable Differences, 
but Ones that Should Not be Over-estimated 

As regards the tax base, France and Germany adopted different 
approaches in the 2000s: whereas the successive German governments 
implemented a strategy aimed at developing the neutrality of corporate 
tax as a natural complement to the recent decrease in this tax, France 
maintained a system where tax expenditures became more frequent and a 
higher standard rate (1).  

These differences in approach to taxation should not, however, be 
over-estimated: indeed, some of the measures designed to broaden the tax 
base in Germany derived mainly from budgetary considerations and 
might not last (2). Furthermore, the corporate taxation scheme in 
Germany includes a number of incentives that are more attractive than 
those in France (3).  
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1 -  A corporate taxation approach that places greater emphasis 
on the objective of neutrality than France’s line 

In Germany, one of the objectives pursued by public policies – 
more actively so than in France – is neutrality. Whereas in France the 
public authorities have turned taxation into one of the pillars of industrial 
policy, and use it to guide investment and corporate behaviour, in 
Germany, in the context of the ‘social market economy’ established in the 
wake of the second World War, the emphasis is on allowing market 
processes to allocate the factors of production. As a result, taxation is 
called upon less than in France to influence the behaviour of economic 
stakeholders, although there are occasional interventions of this type.  

a) A noticeable improvement in the neutrality of corporate taxation in 
Germany in the 2000s 

Trends in corporate taxation in Germany over the last decade have 
been strongly influenced by this objective of neutrality:  

− as regards business funding: in 2000, which was the last year 
prior to entry into force of the new corporate taxation regime, 
investments funded through self-financing were subject to an 
effective average tax burden (EATR) of 47.9 %, due to the 
higher corporate tax rate charged to reinvested profits. This 
average rate contrasted with the rate applied to investments 
funded through loans, for which the average tax burden was 
28.4 %. The various successive corporate tax reforms narrowed 
these differences, particularly when dual rates were abolished. 
In 2009, the average tax burden on investments funded through 
loans had gone down to 21.8 % as compared to 31.3 % for self-
funded investments. Concerning business funding, the German 
tax regime is now more neutral than the French tax regime, 
which was not the case in 2000; 
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Table n° 36 : Effective Average Tax Rate (EATR) on Investment by 
Method of Funding  

 Germany France 

 2000 2009 2000 2009 

Reinvested 
Profits 

47,9 31,3 41,2 38,9 

Issuance of 
Shares  

41,5 31,3 41,2 38,9 

Indebtedness 28,4 21,8 28 26,8 

Difference 
between 
Reinvested 
Profit & 
Indebtedness 19,5 9,5 13,8 12,1 

Difference 
between 
Issuance of 
Shares & 
Indebtedness 13,1 9,5 13,8 13,8 

Source: ZEW / Commission européenne 

− as regards types of investments: an identical trend is observed 
to business funding. The tax burden on investments measured 
by the EATR is now very uniform in Germany (maximum 
discrepancy between various forms of investment is 5.1 points), 
whereas this discrepancy is far greater in France (maximum 
12.8 points). 
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Table n° 37 : Effective Average Tax Rates (EATR) on Investments by 
Type (2000-2009) 

  Constr
uction 

Intangible 
Assets 

Machinery Financial 
Assets 

Inventory Average 

GER 2000 39,9 36,8 37,8 46,8 40,8 40,4 

 2009 29,2 25,6 26,8 30,7 27,6 28,0 

FR 2000 39,6 30,7 40,8 36,9 35 36,6 

 2009 38,8 28,0 40,8 33,6 31,9 34,6 

Source: ZEW/Commission européenne 

b) The objective of neutrality as regards the legal form of businesses: 
a goal associated with the special features of the German industrial 

base 

One of the objectives of the 2008 reform was to establish neutrality 
between levels of corporate taxation, irrespective of the legal form of the 
business. This is a particularly important issue in Germany because of the 
very large number of partnerships there, including some of considerable 
size (see above).  

To compare tax rates applied to partnerships and stock companies, 
a distinction must be made between two scenarios, depending on whether 
profits are distributed or not. In both cases, German lawmakers have 
sought neutrality. They has been successful in the case of distributed 
profits (here, the tax burden is very similar, at 49.2 % for stock 
companies and at 48.6 % for partnerships). Conversely, as pointed out in 
the sections above, there is a discrepancy to the detriment of partnerships 
in the case of undistributed profits.  
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Table n° 38 : Tax Burden on Profits by Legal Form of the Company: 
Imperfect Neutrality 

 Stock Company Partnership 

 

 Non-Distributed 
Profits 

Distributed 
Profits 

(Transparent 
Taxation) 

Company Level 

31 % 31 % in 
theory153, but 
37.6 % due to 
the restrictive 

definition of the 
tax base  

- 

Shareholder/Partner 
Level  

26.38 % (25 % + 
5.5 % solidarity 

contribution) 

 48.6 % (IT at 
maximum rate 

+ solidarity 
contribution) 

Total for 
Distribution  

Supposing that 
distribution refers 

to entire profit 
after taxes, the 

total tax burden is 
49.2 %154  48.6 % 

Total for Non-
Distribution  31 % 37.6 %  

Source: IW Köln/ calculations by Cour des Comptes 

c) Neutrality with regard to types of investment: simplification of the 
depreciation allowance regime 

Starting in the middle of the 1990s, Germany undertook to 
simplify the rules relating to depreciation, in order to achieve a two-
pronged objective of tax base neutrality and increased tax revenues. As a 
result, opportunities for exceptional or accelerated depreciation were 
gradually removed. This process came to an end in 2008: since then, in 
principle, only linear depreciation is allowed even though, under 
exceptional circumstances, some opportunities for accelerated 

                                                 
153 This reduced tax rate is stipulated in § 34a of the law on income tax (EStG). 
154 For a profit of 100, 100-31=69 euros are distributed; the tax on dividends accounts 
for 26.38  % of this amount, i.e. €18.20; the overall tax burden is therefore 18.2+31 = 
€49.2. 
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depreciation were re-opened in 2009, as part of a cluster of policies aimed 
at supporting companies during the crisis.  

This policy focuses less on the tax burden for businesses – in the 
long term, the value of the depreciation allowance from profits is the 
same, regardless of method – than on the taxation system’s neutrality in 
respect of corporate investment choices. 

Table n° 39 : Developments in Depreciation Rules in Germany since 
1995 

 Law Entry 
into 
Force 

Budgetary 
Impact (in 
€ millions 

Elimination of accelerated 
depreciation for industrial buildings  

Standortsicherungsgeset, 
1993 

1995 +1,535 

Lowering of maximal depreciation 
allowances from 30 % to 20 % 

Steuerentlastungsgesetz 2001 +6,632 

Lowering of linear depreciation of 
buildings from 4 % to 3 % 

Same 2001 +268 

General overhaul of depreciation 
periods 

Same 2001 +1,600 

Exceptional increase of accelerated 
depreciations rates from 20 % to 
30 %, limited to 2 years 

Gesetz zu steuerlichen 
Förderung von 
Wachstum und 
Baschäftigung 

2006 -2,410 

Total elimination of accelerated 
depreciation 

Unternehmensteuerrefor
mgesetz 

2008 +3,365 

Exceptional reintroduction of 
accelerated depreciation at a 
maximum rate of 25 % or 2.5 times 
the linear depreciation rates for 
2009 and 2010 

Konjonkturpaket I 2009 -2,520 

Source: IW Köln 

The table above highlights: 

− a general shift towards the abolition of accelerated 
depreciation; this shift is common to mostof the countries that 
have moved towards a broader tax base for corporate tax; 

− this did not, however, prevent the reintroduction of accelerated 
depreciation during adverse economic situations (2006, and 
again in 2009). 
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This system, which relies in principle on linear depreciation, but 
allows for the occasional use of accelerated depreciation, opens up some 
interesting perspectives: 

− it guarantees the long-term neutrality of rules applying to 
depreciation regarding corporate investment choices; 

− it provides the public authorities with an instrument that can 
very easily be leveraged in support of businesses during periods 
of short-term economic difficulties, through the reintroduction 
of exceptional depreciation for a limited period of time.  

French legislation, which allows for extensive – and permanent – 
opportunities for accelerated and exceptional depreciation, has remained 
aloof from this rationale. Taking the opposite tack to the idea of neutrality 
that prevails in Germany, regulations relating to depreciation in our 
country continue to be a major instrument for influencing corporate 
investment choices. The effectiveness of the French scheme depends on 
the relevance of the incentives implemented in this way; its 
responsiveness to the business cycle is less patent than in Germany. 

d) Some of the tax incentives that exist in France have no equivalent 
in Germany 

At variance with the neutrality sought by Germany in relation to 
the tax base, the French tax system typically offers a number of tax 
incentives that have no equivalent in Germany, attesting to the public 
authorities’ strategy of influencing corporate behaviours. 

Tax credits for research do not exist in Germany 

The tax regime applicable to research in France, established by the 
CIR (Research Tax Credit) reform under the 2008 budget, is considered 
to be one of the most favourable among the OECD countries. Instead of 
being based on increases in research expenditure, as was the case in the 
past, tax credits are now based on the amount of expenditure. The 
research tax credit rate is now set at 30 % for expenditures of up to €10 
million, and 5 % beyond that figure. A higher rate is applied to businesses 
that are investing in research for the first time: this is a regressive rate that 
in the 2011 budget was set at 40 % the first year and 35 % the second. 
The cost of the research tax credit scheme came to €5.8 billion in 2009 
and €4 billion in 2010. 

This scheme is an illustration of the rationale underlying French 
corporate taxation, where the high nominal rate allows particularly 
attractive deductions to firms. It is therefore no surprise that the countries 
that have implemented comparable schemes are also the ones that share 
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the high nominal corporate tax rate (essentially Japan and the United 
States, which both have a nominal tax rate on profits greater than the 
French rate and have established a research tax credit system). On the 
other hand, nothing comparable exists in Germany for research ,although 
the idea of granting tax credits for research expenditures to SMEs was 
discussed during the negotiations leading up to the 2009 coalition 
contract. Consequently, research and development expenditures by 
German businesses are not subject to any dispensations. In Germany, 
support for research has continued to focus on direct aid, the benefit of 
which is that it avoids a number of windfall effects but, conversely, is 
extremely complex to manage.  

It is worthy of note – although this cannot be directly related to the 
differences in the research support systems in the two countries – that 
research expenditure by German businesses is significantly higher than in 
France: 

Table n° 40 : Trends in Research and Development Expenditure in 
Businesses in France and Germany (as % of GDP) 

  1995 2000 2008 

Business R&D Expenses 1,31 1,60 1,80 Germany 

Total R&D Expenses 2,19 2,45 2,68 

Business R&D Expenses 1,11 1,16 1,07 France 

Total R&D Expenses 2,29 2,15 2,11 

Source: Eurostat 

More limited use of provisions in Germany than in France 

French legislation has allowed numerous provisioning possibilities, 
some of which meet technical considerations arising from particular 
business activities (insurance, for instance) whereas others are motivated 
by economic considerations (such as provisions for price increases, or the 
provisions for investment permitted for press companies).  

German tax law is far more restrictive as regards the possibilities 
for setting aside contingency funds for economic reasons. There are, 
however, a number of exceptions, such as provisions for employee 
retirement (a rare example of a provision that exists in Germany for 
which there is no equivalent in France, due to the existence of corporate 
retirement schemes that we do not have in our country), or those 
concerning the dismantling of nuclear power plants.  
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Just as with tax credits for research, here again we see a contrast in 
doctrine: the French system relies on the combination of a high rate with 
a tax base that offers numerous deduction opportunities; the German 
system relies on a broad base and low rates.  

2 -  Measures designed to broaden the tax base so as to preserve 
budgetary resources 

Not all of the changes to the tax base for the German corporate tax 
were directed at achieving neutrality: it was when revenues plummeted 
after the 2000 reform that the German authorities decided to implement 
measures to restrict the loss of tax revenues, by limiting a number of 
opportunities for deductions. 

a) The 2000 reform brought about major transient losses 

The unexpected variations in revenues that occurred when the 
corporate tax reform was implemented in 2000 illustrate the kind of 
difficulties that may occur when carrying out large-scale reforms. In this 
case, the year 2001 generated a negative corporate tax revenue of €400 
million, whereas the government had anticipated €12 billion in revenue.  

This budgetary incident was directly related to the manner in 
which the previous corporate tax regime was ended. Indeed, the latter 
applied two rates – one rate of 30 % for distributed profits and a 45 % 
rate for reinvested profits. In practice, companies would first pay the 
45 % rate tax and then obtain a refund for the difference arising from the 
dividends actually distributed. This scheme came to an end on 31 
December 2000 and businesses were given until 31 December 2001 to 
obtain refunds for dividends paid in the financial year 2000. The 
transition from the former system to the new regime created a very strong 
incentive to distribute dividends; as a result, businesses filed unusually 
high tax refund requests with the revenue service; at the same time, 
income from corporate tax fell in 2001 due to the adverse economic 
situation. The combination of these two circumstances led to a situation 
where the tax refunds requested by businesses were higher than the 
proceeds from the tax, which produced a negative revenue effect. These 
budgetary losses were partly offset by a sharp rise in revenue generated 
by the taxation of dividends.  

Revenues from corporate tax increased very slowly in the 
subsequent years and did not return to their 2000 level until 2006. As a 
result, the transition cost of the 2000 reform was very high. 
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Table n° 41 : Corporate Tax Revenues in Germany (in € billions) 

  

Corporate Tax 
Revenues  

 

2000 23,575 
2001 -426 
2002 2,865 
2003 8,276 
2004 13,124 
2005 16,332 

2006 22,898 
Source: Sachvertändigenrat für Wirtschaft 

b) Subsequent reforms were aimed at maintaining budgetary revenue 
by broadening the corporate tax base 

The reforms introduced in the 2000s, particularly the 2008 reform, 
were typically aimed at pursuing the policy of reducing the rates and 
broadening the base of the German corporate tax. A number of these 
mechanisms, however, were designed to maintain budgetary revenue by 
broadening the tax base. Three of these schemes had a significant impact:  

The introduction of limitations on the deductibility of interest 
(Zinsschranke) 

Germany began to introduce limitations on the deductibility of 
interest with the 2008 reform. At the time, the scheme implemented 
seemed very drastic: indeed, it set out that interests on loans would not be 
deductible if they were in excess of 30 % of earnings before interest and 
tax and depreciation allowance (EBITDA) or over €1 million. This 
limitation is far greater in scope than what is generally found in tax 
legislations in Europe: unlike conventional rules on under-capitalisation, 
which place limits on interest deductibility within the corporate group (to 
prevent groups from engaging in internal loans to evade taxation, the 
lender being located in the country with the lowest corporate tax), the 
German scheme covers all interest charges, including those stemming 
from bank loans.  
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This measure was vehemently criticised by German 
corporations155: 

− it incorporates a pro-cyclical bias: The reference to EBITDA 
places a greater burden on companies with low operating 
profits; consequently, its effect tends to grow when economic 
conditions are adverse. In this way, as corporate operating 
profits decrease, opportunities for deducting interest are further 
restricted, thereby increasing the corporate tax burden and 
potentially weakening the businesses concerned. 

− it increases the cost of funding by loans in a country where this 
is the preferred funding method for companies; Debt accounts 
for 75 % of German corporate liabilities while equity is just 
25 %. According to the German Confederation of Industry 
(Bund Deutscher Industriellen – BDI), this limitation on the 
deductibility of interest is liable to increase the cost of credit to 
companies on an 8 % interest loan up by 2.11 points. 

To limit the impact of this measure, the German government 
increased the triggering threshold for this scheme: the figure initially set 
at €1 million was raised to €3 million in 2009. In addition, a carry-
forward feature for the unused EBITDA for a year and generated as of 
2007 was introduced for a five-year period, beginning on 1 January 2010. 
Nonetheless, this scheme remains controversial: businesses as well as 
certain experts recommend aligning it with systems in force in other 
countries156.  

In comparison, undercapitalisation in France is regulated by 
Article 212 of the General Tax Code. It limits the deductibility of interest 
only on loans granted between companies that are directly or indirectly 
linked. The scope and purpose of the French scheme are far more limited 
than the German scheme. The latter has clearly been undermined by its 
debatable economic value and, furthermore, does not appear to be any 
more effective in controlling undercapitalisation compared to the systems 
used in other European countries. Its only advantage is its high budgetary 
yield (approximately €1 billion).  

                                                 
155 Cf., for example, the BDI (Confederation of Industry) press release: Die 
Zinsschranke : eine ungewollte Verschärfung der Krise (involuntarily worsening the 
crisis), 6 February 2009 
156 Cf., for example, Professor Winfried Fuest: Zinsschranke: sie verstärkt die Krise 
(restrictions on interest deductions intensify the crisis), IW-Nachrichten, 13 October 
2009. 
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Limitations on the carryover of deficits 

Whereas in France deficits may be carried backwards within the 
limit of three years and forwards indefinitely, Germany, since 2004, has a 
much stricter system: 

− deficits may be carried back only one year and for a maximum 
amount of €511,500; 

− they can be carried forward indefinitely but, beyond €1 million, 
the cap is 60 % of annual profits. 

The reason for introducing these limitations was to smooth the tax 
revenue effects of cumulative corporate deficits. Today these amount to 
approximately €500 billion. It is thought that the annual gain for federal 
public finances is in the vicinity of €1,465 billion (of course, this is a cash 
advantage, since deficits can be carried forward indefinitely; the situation 
would be quite different if, as envisaged at one point, there was a time 
limit) 157.  

It is noteworthy that the aggregate amounts carried over in France 
are of the same order of magnitude: indeed, on 31 December 2009 
deficits that corporations were entitled to carry forward in respect of 
corporate tax came to an aggregate €279 billion, whereas non-refundable 
tax credits that can be carried over stood at €179 billion.  

The ending of trade tax deductibility 

Whereas a great many taxes and duties can be deducted in France 
(Territorial Economic Contribution, real estate taxes, payroll tax, annual 
lump-sum tax), this is not the case in Germany. The deductibility of trade 
tax from the basis of assessment for corporate tax was withdrawn in 2008. 

The non-deductible nature of many taxes and duties is one of the 
elements that have been instrumental in broadening the corporate tax base 
in Germany.  

3 -  Some provisions in Germany greatly enhance the 
competitiveness of businesses 

While neutrality has been the stated goal of the reform of the 
German corporate tax over the last ten years, this tax does contain some 
provisions that act as stronger incentives than those in France.  

                                                 
157 This assessment was produced by the Institute for the German Economy (IW) in R. 
Brügelmann et al, Steuergesetzgebung: Kosten werden zu Gewinnen (Taxation: when 
costs turn into profits), Wöchentliche Analysen zu wirtschafts-, sozial- und 
bildungspolitischen Themen, No.11, 18 March 2010. 
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a) Amortisation of goodwill 

Goodwill is the difference between the purchase cost of a business 
and the sum of the value of the identifiable elements in the acquired 
entity. Most tax systems, such as in France, do not allow goodwill to be 
deducted from taxable income. In contrast, Germany and the United 
States do allow the deduction of goodwill from the tax base, in the form 
of amortisation allowances over a period of 15 years.  

For companies that are taxable in Germany, this provision appears 
to give them a competitive edge when engaging in acquisitions.  

b) The parent-subsidiary corporate regime 

Under the parent-subsidiary regime, the proceeds from stocks 
received from a subsidiary company are exempted, regardless of whether 
the subsidiary is located in the same country or not.  

French companies too can avail themselves of this regime – subject 
to re-incorporating a 5 % share for expenses and charges – as long as the 
dividends received arise from a minimum share of 5 % in the corporate 
capital that has been held for more than two years. This regime, which is 
in itself very favourable compared to many other countries, is not as 
beneficial as the German system, where the dividends paid by the 
subsidiary are exempted (subject to a 5 % reincorporation requirement), 
with no restrictions as to the minimum share in capital and holding 
period. 

c) The group regime (Organshaft) 

The “group regimes” applied in France and Germany both are 
extremely advantageous, although they are based on different rationales 
and each offer quite distinct advantages.  

The group regime in force in Germany applies automatically when 
a business owns the majority of the voting rights attached to shares or to 
interests in a company. Furthermore, integration is valid not only for 
corporate tax, but also for the “trade tax” and VAT. The parent company 
declares and pays VAT for all the companies that make up the group. 
Transactions between companies belonging to the same group are 
considered to be internal transactions and as such not subject to VAT. 
However, under this regime, the losses of a subsidiary company can only 
be entered into the group’s parent company accounts if a profit-and-loss 
transfer agreement exists between the two. Under these agreements, the 
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companies concerned engage to effectively transfer their profits and 
losses to the parent company for a minimum period of five years.  

Although access to the French regime is more restricted ,due to the 
requirement that the parent company must own at least 95 % of the voting 
rights and of the entitlements to the profits in each of the subsidiary 
companies, it is in many respects less restrictive. Indeed, it allows full 
compensation of the profits and losses of the companies that belong to the 
group, without any particular requirement as to effective transfers of net 
income. This mechanism is therefore particularly beneficial and attractive 
for offsetting losses and deducting the aggregate financial charges of the 
group.  
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__________________________ CONCLUSION ___________________________ 

The structures of corporate taxation in Germany and France have 
traditionally differed, owing to the very high proportion of partnerships 
that are taxed under the personal income system in Germany. The 
corporate taxation regimes in force in the two countries have recently 
taken separate paths although, in absolute terms, they remain similar. 
The priority aim in Germany has been business competitiveness, as 
reflected in the decreased corporate tax burden, as well as in the 
measures designed to enhance the neutrality of the corporate tax base.  

However, the two systems still have many features in common: the 
effective tax burdens are very similar, which ranks them among those 
with the highest level of taxation and prevents them from using this 
parameter to attract business or enhance competitiveness. As a result, 
France and Germany are not currently competing as far as corporate tax 
is concerned. Significant differences that may partly explain the cost-
competitiveness gaps between the two are more likely to be found further 
upstream, in the burdens weighing on their production costs.  

In contrast, this type of tax competition does exist among some of 
the other members of the European Union, as exhibited by their 
significantly lower rates of taxation when compared not only to the 
United States and Japan, but also some of the fastest-growing emerging 
countries. 

All of these considerations mean that the idea of further aligning 
the essential elements of the corporate tax base in the two countries is 
conceivable.  
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IV  -  VAT: Significant Differences despite 
Apparent Franco-German Convergence  

VAT is a tax that has largely been harmonised across Europe: the 
VAT base has been subject to common rules since 1967 and the rates at 
which it can be applied have been controlled since 1992. Today it plays a 
vital role in the countries of the European Union, where it generally 
constitutes the main source of fiscal revenues. However, the Community 
rules leave national authorities much leeway for adaptation. The 
following developments show that France and Germany have each made 
different use of this leeway. For this reason there are, over and above the 
apparent convergence of VAT systems between the two countries (A), 
nonetheless significant substantive differences (B).  

A - An Apparent Convergence  

1 -  A harmonised VAT base at the European level 

Harmonisation of the VAT base has always been deemed, from the 
outset of European construction, as an indispensable element for the 
common market to run smoothly. That is why, as of 1967, the rules 
governing the VAT tax base were set by Community directives. 
Historically, the “Sixth VAT Directive” dated 17 May 1977 was the main 
text that consolidated Community regulations on VAT. This text, 
subsequently amended upon several occasions, underwent an overhaul 
under the “VAT Directive” No. 06/112/CE of 28 November 2006 which 
has been considered, since 1 January 2007 the cornerstone of Community 
legislation on VAT. 

These texts and the successive versions thereof have been 
transposed into national law respectively by each of the Member States. 
In France, the VAT rules appear in the CGI (General Tax Code), while in 
Germany, they are consolidated in the “Law on VAT” 
(Umsatzsteuergesetz). Case law from the Court of Justice of the European 
Union has played a great role in unifying the interpretation of Community 
rules and in gauging States’ compliance with their transposition 
obligations.  

As French legislation and German legislation currently stand, the 
rules governing the VAT tax base are thus, theoretically, perfectly 
harmonised between the two countries. 
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2 -  VAT rates have become more closely aligned in recent years 

a) Community rules offer greater room to manœuvre at the national 
level when it comes to the VAT rate 

The “Sixth VAT Directive” contained very few provisions 
regarding VAT rates. A first attempt at harmonisation in 1987, aiming at 
setting brackets for the normal rate and reduced rate, ended in failure. A 
“rate” directive was finally adopted on 19 October 1992158. This text, the 
main provisions of which were later echoed in the directive dated 28 
November 2006, set out the following simple standards: 

− the normal rate is set at 15 % as a minimum; it should be noted 
that the text of the VAT directive did not set an upper limit; the 
maximum of 25 % that is currently observed by Member 
States stems from their only commitment; 

− one or two reduced rates may be applied to goods and services 
as listed in the restrictive Appendix (Appendix III of the 2006 
Directive). 

There are numerous exceptions to this straightforward principle, 
stemming from national provisions that predate the entry into force of the 
1992 Directive on rates and which were maintained afterwards. These 
exceptions, which concern most Member States, are essentially: 

− the so-called “parking” rates, which concern delivery of goods 
and services which, in some States, were taxed at a reduced rate 
prior to 1 January 1991 but which fail to appear in Appendix III 
of the VAT Directive. Such transactions may, temporarily, 
continue to be taxed at a rate lower than 15 %, but no lower 
than 12 %; 

− the super-reduced rates, which concern delivery of goods and 
services taxed at a rate lower than 5 %, provided that this type 
of tax regime was in place prior to 1 January 1991. As with the 
parking rates, these exceptions are temporary in nature, but 
have thus far never been challenged; 

− finally, some special dispensations, designed to take into 
account certain geographical specificities of Member States: 
these include the special rates applicable in Corsica, and in 
French overseas départements; in Germany, only the island of 
Heligoland and the Büsingen enclave are VAT-exempt.  

                                                 
158 This directive, No. 92/77, was technically tabled as a modification of the Sixth 
Directive. 
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In total, the high number of these special dispensations means that 
the VAT rate system within the European Union is rather complex and 
not always entirely fair; because some old-era situations are being 
maintained under the parking rate, identical situations may be treated 
differently depending on the Member State. 

b) Normal rates have become nearly identical 

France and Germany currently have normal VAT rates that are 
almost perfectly aligned: 19.6 % for France and 19 % for Germany. 
These rates place the two countries at a level that is significantly lower 
than the Community average, which stood at 20.52 % on 1 January 
2010159. 

This Franco-German convergence is recent and stems primarily 
from the increase in Germany’s normal VAT rate by three points as of 1 
January 2007. Prior to that change, France’s normal VAT rate had always 
been significantly higher than that of Germany.  

                                                 
159 This figure constitutes an arithmetical average and is not weighted in accordance 
with the respective economic weight of the different Member States. It should be 
noted that this average includes the United Kingdom’s increase in normal VAT rate, 
which rose from de 17.5 % to 20 % on 1 January 2011. 
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Graph n° 28 :  Normal VAT Rates in France and Germany since 
1968 
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Source: European Commission 

c) Comparable situation for reduced rates 

Reduced rates have undergone fewer changes than normal rates. 
The reduced rate in France has been set at 5.5 % since 1 July 1982 and at 
7 % in Germany since 1 July 1983. The two countries are in a relatively 
atypical situation in this domain: 

− the French and German reduced rates are significantly lower 
than average in Europe, which stands at 8.46 %; 

− moreover, neither France nor Germany use the provisions of 
the 2006 Directive, authorising Member States to apply two 
reduced rates, while ten Member States do in fact make use of 
this. The super-reduced rate of 2.1 % currently applicable in 
France is not comparable to a second reduced rate within the 
meaning of the VAT Directive, which stipulates that the 
reduced rates are to be at least 5 %. The creation of a second 
reduced VAT rate is not currently part of the German 
Government’s strategy. It should be noted that the creation of 
such a rate would run the risk of sparking a barrage of sectoral 
requests to have this reduced rate apply to new activities. 
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The low level of the reduced rates, while allowing for reduced 
taxation on certain types of goods, has two inherent disadvantages: it 
leads, on the one hand, to lower VAT revenues; it also, on the other hand, 
leads to a broader gap between the reduced rate and the normal rate, 
which fuels recurrent appeals from some normal-rate sectors to benefit 
from the reduced rate.  

B - Lingering Differences  

1 -  VAT revenues have increased more sharply in Germany than 
in France over the last 20 years 

Germany’s normal VAT rate has increased by five points since 
1990; in France, it has only gone up by one point over the same period. 
As a result, VAT revenue collection trends are far more dynamic in 
Germany than in France. 

a) VAT revenues to GDP have been declining in France and 
increasing in Germany; the two countries are presently at the same 

level 

When it comes to VAT, France and Germany have travelled quite 
different roads. When calculated as a proportion of GDP, VAT revenues 
have been growing in Germany over the last three decades, while they 
have been going down in France; given this fact, while VAT revenues 
observed in France in 1980 were two GDP points higher than those in 
Germany, and still 0.9 GDP points in 1995, this gap had been closed by 
2008, a year in which VAT represented 7 % of GDP in each of the two 
countries160. It is worth noting that the highest VAT revenues are to be 
found in countries like Denmark, Finland or Sweden, which have broad-
reaching social protection systems. 

                                                 
160 While VAT has a broader base and higher efficiency ratio in Germany, the 
revenues associated with it represent the same percentage of GDP as in France (7 %). 
This seeming paradox can be explained by the fact that in France the taxable base – 
especially the consumption-related taxable base – constitutes a higher proportion of 
GDP.  
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Table n° 42 :  VAT Revenues (as % of GDP) 

  1980 1995 2008 1995-2008 Rank(EU27) 
Austria 8.3 7.7 7.8 0.1 14 
Belgium 7.3 6.6 7 0.3 21 
Denmark 10.1 9.4 10.1 0.7 3 
Finland 0 7.9 8.4 0.5 7 
France 8.6 7.4 7 -0.4 20 
Germany 6.6 6.5 7 0.5 19 
Greece 0 6.1 7.1 1 17 
Ireland 5 7 7.1 0.1 16 
Italy 4.8 5.5 5.9 0.4 26 
Luxemburg 4.9 5.2 6 0.8 25 
Netherlands 7.1 6.5 7.3 0.8 15 
Portugal 0 7.1 8.7 1.6 5 
Spain 0 5.2 5.3 0.1 27 
Sweden 6.5 9.1 9.4 0.3 4 

United Kingdom 5.1 6.5 6.3 -0.2 24 
EU Average (not 
weighted) - 6.8 7.6   

Source: European Commission 
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b)  The VAT revenues to total tax revenues ratio is now higher in 
Germany than in France 

Graph n° 29 :  Trends in VAT Revenues in France and Germany (as 
share of total tax revenues, 1995-2008) 

15

16

17

18

19

20

21

22

23

1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008

S
h
a
r
e
 i
n
 O
v
e
r
a
ll
 T
a
x
 R
e
v
e
n
u
e

Germany France EU 27 Average  
Source: European Commission 

The above graph clearly shows the reversal of the situation 
observed between France and Germany as regards the VAT revenues to 
total tax revenues ratio: while it was markedly higher in France until the 
mid-1990s, the situation in the two countries grew steadily more similar 
over time and eventually reached a turning point in 2007, when Germany 
increased its normal VAT rate by three points. The gap between the two 
countries is now significant, as VAT presently represents almost 18 % of 
all tax revenues in Germany, as opposed to 16.4 % in France. 

It should nevertheless be noted that both German and French 
VATs bear much less weight in their respective overall taxation systems 
than the European average.  
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The trends described above show that Germany and France have 
made different choices when it comes to VAT: Germany, which had 
previously granted relatively little weight to this tax in its taxation 
system, has conferred greater heft to VAT over the last two decades; 
conversely, the weight of VAT in the French economy – which was 
relatively high in comparison with other European countries until the end 
of the 1980s – has gradually decreased. France is now among those 
European countries where VAT makes a more modest contribution to 
overall tax revenues. 

2 -  Reduced rates and special dispensations widely applied in 
France 

a) Germany has been more moderate than France in its application of 
reduced VAT rates to support certain economic sectors 

Since the late 1990s, France was the instigator behind two 
adjustments in European legislation, aiming at extending the scope of 
reduced VAT rates to new economic sectors: 

− the first came in 1999, with Directive 1999/85/CE on the 
application of reduced VAT rates to labour-intensive services; 

− the second in 2009, with Directive 2009/47/CE, making it 
possible to apply the reduced rate to the café and restaurant 
sector.  

The two primary goals of these measures were to support 
employment in the sectors in question, as well as to tackle undeclared 
labour. They furthermore contribute to lowering the prices of the services 
covered by the reduced VAT rate. In fact, VAT has become the medium 
for sectoral political support, of which France apparently makes more use 
than Germany.  

The following table lists the main differences between France and 
Germany as regards the reduced rate scope of application.  
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Table n° 43 : Main Differences between France and Germany 
Regarding Scope of Reduced Rates 

Categories of Goods and Services Applicable Rates 

Goods and Services Listed in 
Appendix III of the VAT Directive  France  Germany 

1. Food products   

Mineral Water 5.5 19 

Fruit Juice 5.5 19 

Lemonades 5.5 19 

2. Pharmaceutical Products 2.1/5.5/19.6 19 

3. Daily Newspapers 2.1 7 

4. Periodicals 2.1/19.6 7 

5. Cafés, Restaurants 5.5 19 

6.Hotels Industry 5.5 7 

7. Domestic Transport (Land, Air, 
Sea) 5.5 7 or 19 

8. Fertilisers 5.5 19 

9. Charities161 19.6 7 

10. Energy Subscriptions 5.5  19  

Services Listed in Appendix IV of 
the VAT Directive      

1. Private Dwelling Renovations and 
Repairs 5.5 19 

2. Window Washing, and Domestic 
Help for Housework 5.5 19 

3. At-home Health Care 5.5 19 
Source: European Commission 

It is clear from the above table that reduced rates are applied far 
more widely in France than in Germany, where they are limited to a more 
restricted range of goods and services, often deemed basic necessities 

                                                 
161 It is worth noting, however, that many activities in this domain are, in France, 
VAT exempt. 
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(with the exception of the hotel industry, in which Germany, like France, 
decided to apply a reduced rate). This situation illustrates the different 
priorities in the two countries concerning VAT-related objectives: while 
the reduced VAT rate is commonly used in France as an employment 
support instrument in some sectors, Germany only exceptionally makes 
use of the reduced rate for this purpose. Generally, the German aim is 
more focussed on safeguarding VAT revenues.  

b) France makes use of special VAT rates that are not used in 
Germany 

Over and above the reduced rate, France also makes broad use of 
the clauses in the European texts that provide for the application of 
special VAT rates.  

Chief among these is the super-reduced rate of 2.1 %, which is 
applicable to the press and to medication covered by the French national 
health system. Such super-reduced rates are only used by a small minority 
of European countries (other than France, Ireland, Italy, Luxembourg, 
Poland and Spain resort to such rates). Among those countries that do 
apply a super-reduced rate, France is the one with the lowest rate, 
although this is offset by the fact that the scope of its application is not 
the most extensive.  

Table n° 44 :  Super-Reduced Rates in the European Union 

Spain 4 % 

France 2,1 % 

Ireland 4,8 % 

Italy 4 % 

Luxemburg 3 % 

Source: European Commission 

Moreover, France applies special rates in Corsica (0.90 %, 2.10 %, 
8 %, and 13 %) and overseas départements (2.10 %, 8.5 %). 

Germany, on the other hand, does not apply any special rates. As a 
result, there are seven different VAT rates in France but only two in 
Germany.  
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c) As regards the criterion of revenues, France’s VAT regime is less 
efficient than the German one  

The application of reduced rates and special dispensations results 
in less efficiency when it comes to tax revenues. In order to measure this 
effect, the OECD analyses an indicator that it terms the “VAT efficiency 
ratio” which is calculated as follows:  

Ce = (VAT Revenues/C) / Normal VAT Rate * 100 

With “Ce” being the efficiency ratio and “C” representing final 
consumption.  

The greater the proportion of final consumption that is taxed at the 
normal VAT rate, the closer to 100 the indicator. Conversely, a weak 
ratio would indicate a VAT system in which exemptions and reduced 
rates play a major role. The following graph shows how the VAT 
efficiency ratios have developed over time in France and in Germany. 

Graph n° 30 :  VAT Efficiency Ratio in France and Germany 

 
Source: OECD 
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It is worthy of note that the discrepancy between the two countries 
has narrowed since the mid-1990s: although France’s “VAT efficiency 
ratio” was ten points lower than that of Germany in 1990, it was only five 
points lower in 2007. This development is essentially due to the increase 
in Germany’s normal VAT rate which automatically led, given that 
Germany’s reduced rate remained unchanged, to a lower “VAT efficiency 
ratio”162. 

The residual difference between the VAT efficiency ratios of 
France and Germany reveals the scale of the disparity between the two 
countries regarding their use of the reduced rate: 

− the range of reduced rate transactions is far broader in France 
than in Germany, due, particularly, to the extension to the 
hospitality sector and to labour-intensive services; 

− the normal/reduced rate differential is greater in France than in 
Germany (14.1 points as opposed to 12 points), which lowers 
the overall “VAT efficiency ratio”. 

The difference between the French and German coefficients would 
be even more significant if the rules governing VAT deduction 
entitlements were identical in both countries. As it stands, such rules are 
more restrictive in France than in Germany, leading to an improvement in 
net VAT revenues and thus an improved “VAT efficiency ratio”. There 
are certain transactions for which French firms may not claim VAT but 
which in Germany would be considered perfectly VAT-deductible. These 
differences are particularly noticeable in the case of expenses relating to 
the purchase of non-commercial vehicles.  

Overall, it is possible to estimate, nonetheless, that an alignment of 
France’s reduced rate and its scope or application with those of Germany 
would lead to an additional €15 billion (0.75 % of GDP) in budgetary 
revenues.  

No Franco-German comparison should fail to mention that, with 
regard to the indicator as calculated by the OECD, both countries score 
lower than many European countries: some, such as Finland, the 
Netherlands, Austria, Denmark and Ireland sport a ratio higher than 60 %; 
other countries have much lower ratios, such as Italy or the United 
Kingdom, the scores of which are around the 45 % mark.  

                                                 
162 The VAT efficiency ratio will decrease not only if there is an increase in the range 
of transactions subject to a reduced VAT rate or which are VAT-exempt, but also 
when the differential between the normal rate and the reduced rate increases, which 
was the case in Germany over the last 20 years, since the normal rate went from 14 % 
in 1990 to 19 % in 2007 while the reduced rate remained unchanged at 7 %.  
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d) Despite the more intense use of reduced rates and special 
dispensations, the redistributive effect of French VAT is no greater 

than that of German VAT 

VAT represents a relatively constant proportion of household 
consumption, regardless of income.  

Graph n° 31 :  VAT Tax Burden as a Percentage of Total Household 
Expenses, by Decile 
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Source : Ruiz (2006), Bach, Haan et alii (2006) 

Consumption, however, chews through a greater proportion of 
income for households that are less well-off than for higher-income 
households. Because of this, VAT shows unfavourable characteristics 
with respect to redistribution: with relation to income, it has a greater 
impact on the least privileged strata of the population. The existence of 
reduced and exceptional rates should mitigate such an impact because 
said rates are meant to apply to goods and services that are deemed basic 
necessities. Yet comparison with Germany demonstrates that the French 
system is slightly more regressive than the German one, with VAT 
representing 11.5 % of income for low-income households, as opposed to 
10.3 % in Germany. At the other end of the income spectrum, VAT 
accounts for 5.9 % of earnings for top income decile households in both 
countries. France’s current system of reduced and exceptional rates thus 
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fails to effectively correct the unfavourable redistributive effects of 
VAT 163.  

Graph n° 32 :  VAT Tax Burden as a Percentage of Total Household 
Expenses, by Decile 
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Source : Ruiz (2006), Bach, Haan et alii (2006) 

3 -  The VAT increase is part of Germany’s public deficit 
reduction strategy  

a) Germany’s three-point increase of VAT in 2007 was essentially 
aimed at reducing public deficit 

Germany increased its normal VAT rate by three points on 
1 January 2007: one percentage point was allocated to finance a drop in 
social security contributions (the unemployment fund contributions, 
which fell from 6.5 % to 4.2 %, with part of this decrease also being 
funded by a contribution from the Bundesagentur für Arbeit, or Federal 
Labour Agency) and two points were earmarked for deficit reduction, 
totalling an estimated 16 billion euros (0.7 GDP points).  

                                                 
163 This situation is due to two factors: firstly, the fact that consumption represents a 
greater proportion of income for the least privileged households in France than in 
Germany; secondly, the fact that certain services which benefit from a reduced rate – 
the hospitality sector, repairs – are more widely utilised by households with higher 
incomes.  
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As pointed out in a Bundesbank study164, much of this VAT 
increase was reflected in prices: according to Germany’s central bank, 
which based its analysis on a shopping basket of 40 items, the three-point 
VAT increase has accounted for 2.6 points of the price increases in 2007. 
Little has been written, however, about the economic effects of this VAT 
hike, especially in terms of competitiveness.  

b) The debate about VAT reform in Germany continues 

The debate on increasing this VAT revenues in Germany did not 
come to an end with the increase in the normal VAT rate. The German 
Federal Court of Auditors called for radical VAT reform 2010 so as to put 
an end to unjustified normal-rate dispensations, estimating the cost of 
applying reduced rates at 24.2 billion euros in 2008. Moreover, the issue 
of reduced VAT rates was written into the governmental coalition 
contract. A working group was set up in November 2010 at the behest of 
the German government to examine the possibility of reducing the scope 
of the reduced rate and to assess the revenue impact thereof. 

While it may be currently focussed chiefly on the scope of the 
reduced rate, the debate centred on a potential VAT rise is thus still 
firmly on the agenda in Germany.  

                                                 
164 Deutsche Bundesbank, “Preis- und Mengenwirkungen der 
Mehrwertsteueranhebung zum 1. Januar 2007”, Monatsbericht, April 2008, p. 31 et 
seq. 
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__________________________ CONCLUSION ___________________________ 

While the VAT mechanisms in use in the two countries have 
become progressively more similar over time, the French regime 
nonetheless results in lower efficiency in terms of tax revenues than that 
of Germany, without proving more favourable to redistribution. 

The differences that help to explain this are essentially: 

− the low reduced rate, which is 1.5 points below that of 
Germany and about three points below the European average; 

− the extended use of the reduced rate, which goes beyond goods 
and services that are deemed basic necessities, to which other 
countries, such as Germany, have limited reduced-rate 
application; 

− the numerous exceptional rates, meaning that there are a total 
of seven different VAT rates in France while Germany only 
utilises two rates. 

Should a decision be made to seek convergence with Germany on 
the subject of VAT, there are two possible scenarios: 

− alignment only of the rates without modifying the scope of VAT 
application, which would mean increasing the super-reduced 
rate by 4.9 points, the reduced rate by 1.5 points (from 5.5 % to 
7 %) and decreasing the normal rate by 0.6 points (from 
19.6 % to 19 %); such a modification would lead to a net 
increase of approximately two billion euros (0.1 GDP points) 
in revenues; it is therefore only of relatively limited interest; 

− alignment with the German regime of rates and scope of VAT 
application (excluding exceptional rates); this measure would 
lead to an additional 15.3 billion euros (0.7 GDP points) in 
revenues.  
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V  -  Environmental Taxation 

French and German environmental taxation policies have 
undergone major changes in recent years, in a context determined by the 
adoption of the Kyoto Protocol and the setting of greenhouse gas 
emission reduction targets. It was against this backdrop that the European 
greenhouse gas Emission Trading System was established. This new 
instrument was not created, however, at the expense of environmental 
taxation. On the one hand, and from a purely statistical point of view, the 
product of emission permit trading is considered by Eurostat to be 
an “environmental tax”. On the other hand, in order to reach or even 
exceed the stated targets, this mechanism could be usefully 
complemented by the introduction of “carbon taxes” in sectors that do not 
fall under the cap and trade system, as the European Commission recently 
recalled165. 

These carbon taxes may take the form of a tax specifically on 
carbon, or an adaptation of the tax regime applicable to fuel oils or goods 
whose very nature takes CO2 content into account. France was interested 
in the first option and there were two attempts to introduce a carbon tax: 
the TGAP (a tax on polluting activities) on energy products in 2000; 
followed by the ‘carbon contribution’ in 2010. Germany opted for the 
second formula, with reforms undertaken especially by Mr Schröder’s 
government: increased tax rates on energy products, creation of a tax on 
electricity and a motorway toll for heavy goods vehicles, etc. 

However, climate change mitigation is not the sole purpose of 
environmental taxes, even though it constitutes the foremost rationale 
behind them. There are, particularly in France, many and varied taxes 
which pursue environmental aims, but they are not always comparable 
with similar mechanisms employed in Germany. 

                                                 
165 Communication from the Commission to the European Parliament, the Council, 
the European Economic and Social Committee and the Committee of the Regions. 
Analysis of options to move beyond 20 % greenhouse gas emission reductions and 
assessing the risk of carbon leakage. COM(2010) 265 final. 
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A - New Instruments: Emission Trading Systems and 
Carbon Tax Bills 

1 -  Auctioning of carbon allowances is becoming more 
widespread 

Following the European Council’s approval of the Kyoto Protocol 
in 2002, a European-level cap and trade system was established: - a new 
instrument in the greenhouse gas emission mitigation. Allocation of the 
emissions permits is also a new source of funding for States. The 
revenues from auctioning these allowances are thus listed by Eurostat as a 
type of “environmental tax”. 

Auctions are undertaken in accordance with the stipulations of 
Directive 2003/87/CE166. For the periods 2005 – 2007 and 2008 – 2012, 
quotas are allocated under the Member State National Allocation Plan, 
with at least 90 % of the quotas being allocated at no cost. Germany 
opted, however, to use the provisions enabling part of the quotas to be put 
up for auction, attributing 40 million tonnes of CO2 through auctioning as 
of 1 January 2008167. The Federal Government collected €930 billion 
from the auction process in 2008. As for the French plan, all allowances 
were allocated free of charge. However, Article 64 of the initial 2011 
budget stipulated that a portion of the quotas to be allocated to a facility – 
between 5 and 15 % – should not be gratuitous, which should generate 
revenues of €140 billion per annum. 

This convergence between the two countries is set to continue, 
because as of 1 January 2013, auctioning of allowances will be given 
greater pride of place168, which should contribute to growing auction 
products in both countries. The revenues generated will, however, be 
volatile, since they depend on fluctuations in the price of CO2 per tonne 
on the secondary market. Already the price has undergone sizeable 
oscillations since the launch of the European Emissions Trading Scheme: 
from €20 in 2005 to €15 today, with peaks of €35 in 2006 and in 2008. 

                                                 
166 Directive 2003/96/CE of 13 October 2003, establishing a Community greenhouse 
gas emissions trading system and which modifies Council Directive 96/61/CE. 
167 Article 19 of the law regarding the 2008 – 2012 national quota allocation plan - 
Gesetz über den nationaln Zuteilungsplan für Treibhausgas-Emissionsberechtigungen 
in der Zuteilungsperiode 2008 bis 2012 (Zuteilungsgesetz 2012 - ZuG 2012). 
168 Article 10 of Directive 2003/87/CE, amended by Directive 2009/29/CE. 
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2 -  The failed attempts to introduce a carbon tax in France 

Twice France has attempted to introduce a carbon tax with the aim 
of helping attain greenhouse gas emissions reduction targets: the TGAP 
on energy products in 2000; and the ‘carbon contribution’ in 2010. The 
Grenelle I Act169 provided for the creation of a carbon contribution so as 
to incorporate the effects of greenhouse gas emissions into pricing 
systems via taxation of fossil fuel consumption. The conference of experts 
on Climate and Energy contribution (Climat et Energie)170 concluded that 
this kind of instrument was necessary to alter the pattern of widespread 
emissions and deliver on the commitments undertaken through the 
Grenelle Environnement Round Table. The conference also insisted on 
the need to introduce this reform, with constant mandatory deduction 
rates, and to favour using the resultant revenues to lower the levies that 
are the most burdensome for economic growth. 

Both drafts of the taxes approved by Parliament were struck down 
by the Consitutional Court (Conseil Constitutionnel), on the basis that 
they ran counter to the principle of equality before the taxation system. In 
2000171, the Conseil had prevented the creation of the TGAP on energy 
products, firstly because it could lead “to one firm being taxed more 
heavily than another analogous firm, despite having potentially been 
responsible for the release of less carbon dioxide into the atmosphere” 
and secondly because electricity was subject to this tax, despite the fact 
that “given the nature of electricity production sources in France, the 
consumption of electricity contributes only very slightly to the release of 
carbon dioxide”. In 2010172, the Conseil held that the total volume of the 
exemptions envisaged, and in particular the dispensation enjoyed by 
polluting industries subject to allowances (even though these quotas were 
to be allocated free of charge until 2012 – see above), would mean that 
only about 48 % of France’s total greenhouse gas emissions would be 
subject to the proposed tax, which was not only in contradiction with the 
aims of the climate change strategy, but also signalled a glaring departure 
from the principle of equality of citizens before taxes. 

                                                 
169 Article 2 of Programme Law No. 2009-967 dated 3 August 2009 on the 
implementation of the Grenelle Environnement Round Table. 
170 Report from the Conference of Experts and Round Table on the Climate and 
Energy Contribution, 28 July 2009. 
171 Decision No. 2000-441 DC, dated 28 December 2000. 
172 Decision No. 2009-599 DC, dated 29 December 2009. 
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B - Modification of Existing Taxes: Environmentally-
focussed Taxation Reform Gradually Implemented in 

Germany since 1999 

The first government under Mr Schröder (1999 – 2002) led to an 
environmental reform of the taxation system (Ökosteuerreform) which 
was to enable, by increasing taxation on energy products and electricity, 
lower taxation on labour and reduced energy consumption. The second 
Schröder government (2002 – 2005) continued in this endeavour, with the 
creation of a toll for heavy goods vehicles (LKW-Maut). The grand 
coalition (2005 – 2009) rounded off these reforms, as part of the “energy 
– climate” package: creation of the energy tax and overhaul of the tax rate 
for motor vehicles, adjusted as of 2009 in accordance with the quantity of 
CO2 emitted per kilometre. Finally, as part of the austerity measures 
voted in late 2010, the current government has reduced environmentally-
harmful tax expenditures and created a tax on air transport. 

1 -  Very high levels of taxation on energy products and electricity 
in Germany, offset by significant dispensations  

a) Both France and Germany impose heavy taxes on motor fuels but 
tax heating fuels less heavily 

Revenues from Germany’s energy tax (Energiesteuer) are higher 
(€39.4 billion) than those from the domestic consumption tax on energy 
products (TICPE173) in France (€23.8 billion). While final consumption of 
energy from French oil products represents 80 % of German 
consumption, French revenues only constitute 60 % of German revenues. 
This can be explained chiefly by the higher rates in Germany. 

Despite this difference in level, the structure of the rates is 
comparable in France and in Germany with regard to the average among 
EU countries, with markedly higher rates applied to motor fuels and 
distinctly lower rates for heating fuels (particularly for heating oil and 
heavy oil). 

                                                 
173 Article 265 to 266-d B, French Customs Code. 
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Table n° 45 : Rates for Taxation on Energy Products as of 1 July 
2010 

  Germany France EU 
Motor Fuels 
Petrol (€/l,000 l.) 721 639.6 564.14 
Unleaded Petrol (€/1,000 l.)   
Sulphur > 10 mg/kg 669.8 
Sulphur < 10 mg/kg 654.5 

606.9174 509.63 

Diesel (€/1,000 l.)   
Sulphur > 10 mg/kg 485.7 
Sulphur < 10 mg/kg 470.4 

428.4 388.1 

LPG (€/1,000 kg) 180.32 107.6 171.68 
Heating Fuels 
Heating Oil (€/1000 l)       

Sulphur > 50 mg/kg 59.99 Professional 
Consumption Sulphur < 50 mg/kg 44.99 56.6 

150,32 

Sulphur > 50 mg/kg 76.35 Non-Professional 
Consumption Sulphur < 50 mg/kg 61.35 

 
153,17 

Heavy Fuel (€/1000kg) 25 18.5 73 
LPG (€/1000 kg)       
Professional Consumption 36.36 37.3 
Non-Professional Consumption 60.6 

0 
47.93 

Natural Gas (€/GJ)       
Professional Consumption 0.92 0.33 1.08 
Non-Professional Consumption 1.53 0 1.39 
Coal (€/GJ)       
Professional Consumption 0.33 0.99 
Non-Professional Consumption 

0.3 
0 1.22 

Source: Cour des Comptes, on basis of European Commission. 

                                                 
174 The rates indicated are the maximal rates as at 1 July 2010. They were lower in 
Poitou-Charentes and in Corsica, as the domestic consumption duty underwent 
modulation by each Conseil Régional. These rates changed as of 1 January 2011, with 
a Conseil Régional being granted the authority, under Article 265 A bis, to add a 
surcharge. The rates for unleaded petrol thus vary from €579.20 to €614.10 and the 
rates for diesel de €416.90 to 4€41.90. 
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The high rates observed in Germany, especially as applied to 
motor fuels, are the result of the tax reform spearheaded by the Schröder 
government of 1999 to 2003. This reform led to a gradual increase in the 
hydrocarbon tax rate (known at the time as Mineralölsteuer): the tax on 
petrol and diesel underwent five such annual increases of 3.07 cents per 
litre. Increases for other energy sources were more moderate. Above all, 
coal was tax-exempt and continued to be subsidised. A new reform was 
thus instigated in 2006 under which the energy tax replaced the 
hydrocarbon tax. Since then, coal has been subject to the energy tax (at a 
rate of €0.30/GJ, or the minimum requirement under Directive 
2003/96175). The production of coal remains nevertheless heavily 
subsidised (€1.4 billion expected in 2010176), although these subsidies are 
due to disappear in 2018. 

The tax benefits from this reform are indisputable; energy tax 
revenues have risen by 26.6 %, going from €34.09 billion in 1998 to 
€43.18 billion in 2003. By way of comparison, the product from the 
TICPE has remained stable since 1998 at around €24 billion. Ninety per 
cent of this additional revenue from the energy-related taxes (the energy 
tax, but also the tax on electricity – see below) was earmarked, by law177, 
for easing taxation on labour. The extra proceeds were used to fund a cut 
in old-age pension levies: the rate decreased from 20 % prior to the 
reform to 19 % in 2003. As of 2007 the rate has been set at 19.9 %. While 
the decrease in the contribution rate may appear small and short-lived, the 
German Ministry of Finance maintains that, were it not for this additional 
federal contribution to the overall retirement provision system, the levies 
would now be 1.7 points higher.  

The environmental benefits of this reform, however, have been 
more debated, mostly because of the continuation of numerous 
dispensatory regimes (see discussion below). While it is true that the 
stated objective of reducing energy consumption appears to have been 
achieved, since final energy consumption stemming from oil products fell 
by 10.7 % over the 1998 – 2003 period, this decrease was a more modest 
8.09 % drop over the 2003 – 2008 period. But the level of taxation of the 
energy products is very variable, and it is not always in line with the 
emissions engendered by these products. A study released by ADEME178 

                                                 
175 Council Directive 2003/96/CE, dated 27 October 2003, restructuring the 
Community framework for the taxation of energy products and electricity. 
176 Subsidy on the sale of German coal to be used for electricity production and for the 
steel industry, as well as to offset charges associated with capacity adjustment. 
177 § 213, Abs. 4 Sozialgesetzbuch (SGB) Sechstes Buch (VI) - Gesetzliche 
Rentenversicherung. 
178 Ademe et vous, Stratégie et études, Fiscalité comparée de l’énergie et du CO2 en 
Europe et en France. 
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illustrates this disparity with, notably, the example of coal remaining 
grossly under-taxed. 

Table n° 46 :  Tax Rates on Petrol Products (in € per tonne of CO2) 

 Petrol Diesel Home Heating Oil 
Professional 
Heating Oil Coal 

Germany 277 179 23 94 3 
France 265 158 21 21 3,5 
EU 27 244 160 39 74 1 

Source: ADEME, 2008 

b) Very high taxation on electricity in Germany, justified by 
substantial greenhouse gas emissions 

A tax on electricity set at a very high level in Germany; very low 
taxes in France 

As part of the reform undertaken in 1998, Germany established a 
tax on electricity (Stromsteuer). The rate was set at €20.50/MWh, even 
though Directive 2003/96 had stipulated a minimal level of €0.50/MWh 
for professional consumption and €1/MWh for non-professional 
consumption. This tax generated €6.3 billion in 2008.  

In France, taxation of electricity is four times lower: revenues from 
taxes on final electricity consumption stood at a mere €1.5 billion in 
2008. These taxes have just been reformed under the law reorganising the 
French electricity market (Loi portant Nouvelle Organisation du Marché 
de l’Electricité)179.  

The new taxes on final electricity consumption180 have a 
significantly lower rate than that of the German tax on electricity:  

− €0.75/MWh for private individuals and for professional 
consumption of up to 36 kVA 

− €0.25/MWh for professional consumption between 36 kVA and 
250 kVA 

− €0.50/MWh for professional consumption of over 250 kVA. 

                                                 
179 Article 23 of Law No. 2010-1488, dated 7 December 2010. 
180 Municipal tax on final electricity consumption, tax on final consumption of 
electricity levied by the départements, domestic duty on final electricity consumption. 
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However, municipalities and départements apply local coefficients 
to the first two rates, of between 0 and 8 for the municipal tax181 and 
between 2 and 4 for the département level tax. This brings the minimal 
tax rate to €1.5/MWh for private users and to €0.5/MWh professional 
consumption. The maximal rate is set at €9 /MWh for private users and 
€3/MWh for professionals. 

The impact of this reform has not been quantified as concerns local 
authorities. According to information submitted to the Senate in 
preparation for the rapporteur to issue an opinion on the electricity market 
reorganisation bill182, the new domestic duty on final electricity 
consumption – levied on professional consumption greater than 250 kVA 
– is expected to generate revenues of €75 million. 

Public service charges five times greater in Germany 

France’s second electricity-related environmental tax, under the 
Eurostat definition of the environmental taxes, is the contribution to the 
public electricity service charges (known as the CSPE). As the name 
suggests, this tax aims to cover some of the public service charges (in 
particular, support for renewable energies and cogeneration, offsetting 
prices in the overseas départements and in Corsica, and concessionary 
electricity prices)183. Revenues from the CSPE amounted to €1.7 billion in 
2008. 

As these revenues are insufficient to cover the public service costs 
borne by electricity operators184, the 2011 Finance Act modified the 
procedures for setting the CSPE rate185. This led to an increase in the 
amount of the contribution, which rose from €4.5/MWh to €7.5/MWh. 
According to the estimates made by the energy regulation commission 
(Commission de Régulation de l’Energie), however, the contribution 
would have to rise to €12.90/MWh to cover past and future costs. 

An equivalent measure exists in Germany, although not mentioned 
on the Eurostat list of environmental taxes: the renewable energies 
support contribution (EEG-Umlage186) and the cogeneration contribution 
                                                 
181 Municipalities thus have the option of not charging this tax, as they can choose to 
apply a coefficient of 0.  
182 Opinion No. 617 (2009-2010) by M. Philippe MARINI, on behalf of the Finance 
Commission, tabled on 6 July 2010. 
183 Article 5 of Law No. 2000-108, dated 10 February 2000 on the modernisation and 
development of the public electricity service. 
184 Cf. Cour des Comptes. Rapport public annuel 2011 (2011 Annual Public Report), 
La compensation des charges du service public d’électricité. 
185 Article 37 of Law No. 2010-1657, 29 December 2010, 2011 Finance Act. 
186 § 3 Verordnung zur Weiterentwicklung des bundesweiten Ausgleichsmechanismus 
(AusglMechV). 

 

 

                                                        Cour des comptes 
              Taxes and social contributions in France and in Germany – march 2011 
   13, rue Cambon 75100 PARIS CEDEX 01 – tel : 01 42 98 95 00 – www.ccomptes.fr



208 COUR DES COMPTES 

(KWK-G-Aufschläge)187. The rates of these two contributions are 
markedly higher than that of the CSPE in France: €35.3/MWh in 2011188 
for the renewable energies support contribution and €0.3/MWh for the 
cogeneration contribution. Revenues from the renewable energies support 
contribution totalled €7.5 billion in 2009. 

Taxation differences consistent with greenhouse gas emission 
profiles  

In total, maximal taxation on electricity is therefore three times 
greater in Germany (€55.6/MWh) than in France (€16.5/MWh189). The 
observable discrepancies in greenhouse gas emissions may nevertheless 
justify the magnitude of German taxation, given that the German 
electricity and heat production sector emitted seven times more 
greenhouse gases in 2008 (322 million tonnes of CO2) than its French 
counterpart (45 million tonnes of CO2)190. 

c) In Germany, significant exemptions, especially for electricity, offset 
these high levels of taxation 

The notion of “tax expenditure” differs between the two 
countries. The Cour des Comptes has therefore excluded from its analysis 
any “tax expenditure” identified or quantified by only one of the two 
countries, and, in particular, activities to which Directive 2003/96 does 
not apply. A detailed analysis of these items can be found in the 
Appendix to this report. 

Tax exemptions on energy products for environmental reasons in 
Germany; for agriculture in France 

The weight of tax expenditure pertaining to taxation on final 
electricity consumption is slightly greater in France (10.2 % of revenues) 
than in Germany (9.4 %). What is more, the structure of each is also very 
different. Indeed, the German Parliament and government favours tax 
expenditure which pursues an environmental aim, and these represent 
80 % of all energy tax exemptions. The proportion of tax expenditure that 
negatively affects the environment should further decrease in Germany, 
following the measures voted by the German Parliament under the 2011 
budget support legislation. These measures reduce the scope of the two 

                                                 
187 § 9 Abs. 7 S. 1 Gesetz für die Erhaltung, die Modernisierung und den Ausbau der 
Kraft-Wärme-Kopplung (Kraft-Wärme-Kopplungsgesetz). 
188It stood at €20.47/MWh in 2010. 
189 Given a scenario in which a municipality or département uses maximal 
modulation. 
190 Source: European Environment Agency. 
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main forms of tax expenditure that do not pursue environmental 
objectives.  

Table n° 47 :  Main Tax Expenditures regarding Taxes on Energy 
Products and meeting Environmental Objectives in France and 

Germany 191 

2008 in € millions France Germany 

Exemption for Public Transport (including taxis in 
France) 43 67 

Biofuels 790 580 

Exemption for Co-Generation Measures  2,200 

Mineral Oils and Natural Gas Used for Co-
Generation  10  

Natural Gas for Homes and Heating Networks 200 120 
Total (€ millions) 1,043 2,967 

Total ( % of Tax Revenue) 4.1 % 7.5 % 
Source: Cour des Comptes, based on 2009 draft budget and 22nd subsidy report 

 

In France, tax expenditure pertaining to taxation on final electricity 
consumption is predominantly harmful to the environment.  

One case is the reduced rate for domestic heating oil which is used 
as a diesel fuel; the reduced rate is in fact encouraging farmers to use a 
product with high sulphur content (1000 mg/kg), whereas diesel contains 
much less sulphur (10 mg/kg)192. Similarly, the refund of a portion of the 
consumption tax on diesel used by some road vehicles helps lower the 
overall cost of this mode of transport as compared with other, more 
environmental-friendly forms of transport such as rail193.  

                                                 
191 For Germany, total tax expenditure has been taken into account (with the exception 
of three expenditures corresponding to exclusions that are provided for in the 
Directive – cf. Appendix). For France, however, only the ten main tax expenditures 
out of the 24 listed in the second volume of the “Assessment of Ways and Means” 
booklet.  
192 It should nonetheless be noted that the non-automotive diesel, marketed since 1 
January 2011, has a similar sulphur content to diesel. 
193 The CGDD, France’s sustainable development commission, has estimated the 
environmental cost of this measure at €3 million for 2009 and 2010. 
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Table n° 48 :  Main Tax Expenditures concerning Taxes on Energy 
Products and Harmful to the Environment in France and 

Germany 194 

2008 in € Millions France Germany 
Transport 295 0 
Partial Refund of TICPE (domestic duties on energy 
products) on Diesel Fuel Used by Certain Road 
Vehicles 295  
Agriculture 1,265 450 
Reduced Rate for Agricultural Fuel  135 
Reduced Rate for Home Heating Oil Used as Diesel 
Fuel (in agriculture, construction and public works) 1,100  
Reduced Rate for Manufacturing Industries and 
Farming and Forestry Enterprises [reduced effect in 
2011 budget]  315 

Partial Refund of TICPE (domestic duties on energy 
products) for Farmers 165  

Industry 0 162 
Partial Refund for Energy-Intensive Industries 
(Spitzenausgleich) [reduced effect in 2011 budget]  162 

Households 200 0 
Natural Gas for Homes and Heating Networks 200  

Total (€ millions) 1,560 612 
Total ( % of Tax Revenue) 6.4 % 1.5 % 

Source: Cour des Comptes, based on 2009 draft budget and 22nd subsidy report.  
 

                                                 
194 Excluded from this analysis, regarding France: measure 8002008 (reduced rate for 
LPG), since an analogous reduced rate also exists in Germany but is not quantified; 
measure 800401 (exemption of overseas départements from the domestic 
consumption duty applicable to automotive fuels), which is not in fact a form of tax 
expenditure – in the words of the CPO – in that there is a specific tax that applies to 
overseas areas. 
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Significant exemptions for the tax on electricity in both countries 

Given the high level of taxation on electricity, Germany’s system 
provides for some major exemptions. Electricity stemming from 
renewable energies is completely exempt (the 22nd report on subsidies 
does not quantify this measure) and a reduced rate applies to electricity 
used by rail transport firms and tramway companies (€125 million). 
Moreover, support measures have been introduced to reduce the tax 
burden on energy-intensive firms, the aim of which is to ensure that 
German industrial competitiveness is not penalised. In 2008, the cost of 
these exemptions was considerable: 

− reduced rate for manufacturing industries and farming and 
forestry sector firms: €2.1 billion  

− partial refund for energy-intensive businesses 
(Spitzenausgleich): €1.8 billion. 

These two exemptions together represent 61.9 % of electricity tax 
revenues (€6.3 billion in 2008). The scope of their application has, 
however, been reduced with the 2011 budget support legislation.  

As in Germany, considerable exemptions are also provided for in 
France, notably for small electricity producers and “those who maintain 
high energy consumption and are subject to greenhouse gas emission 
permits”. No exact figures, however, have as yet been provided for such 
measures. 

2 -  Reforms of road transport taxation since 1999 

As part of the reforms being carried out since 1999, the German 
government and Parliament also reformed taxation on road transport. On 
the one hand, they set tax rates for motor vehicles in accordance with 
their CO2 emissions and, on the other hand, they introduced a road toll for 
heavy goods vehicles. 

France’s policies have been less consistent. While the Germans 
were undertaking an environmentally-focussed reform of taxation, France 
did away with the “vignette” system for privately-owned vehicles. More 
recently, new taxes have been created, notably the automobile bonus-
penalty (bonus-malus) system and the tax for heavy goods vehicles (an 
equivalent of the German toll charge). 
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a) While in Germany an annual tax applies to all vehicles, this 
tool has been limited in France to heavily-polluting cars and to 

corporate passenger vehicles since 2001. 

The German tax on motor vehicles  

In Germany, the only tax currently levied on transport is the tax on 
motor vehicles (Kraftfahrzeugsteuer). In 2008, revenues from this tax 
amounted to €6.8 billion for privately-owned vehicles and €2 billion for 
corporate fleets. 

Taxation is scaled, for vehicles first registered after 1 July 2009, in 
accordance with engine capacity and CO2 emissions: 

− commensurate with engine capacity and type, a fixed charge of 
€2 per 100 cm3 bracket for petrol-powered vehicles and €9.50 
for diesel-fuelled vehicles; 

− taxation in accordance with CO2 emissions, over and above a 
benchline emission level which is tax-exempt – set at 
decreasing levels from 2011 to 2014 (120 g/km until 31 
December 2011, 110 g/km in 2012 and 2013, 95 g/km as of 
1 January 2014), – at a rate of €2 per g/km. 

The tax on motor vehicles law provides for several tax breaks: for 
vehicle trailers (€155 million), commercial vehicles (€45 million), farm 
vehicles (€55 million) and collective transport vehicles (€30 million). 

France abolished the annual tax on privately-owned motor vehicles 
in 2001 and replaced it with a complex stack of five different taxes. 

France is one of the few European countries that no longer apply 
an annual tax on privately-owned motor vehicles, since it did away with 
the differential tax on privately-owned motor vehicles (“vignette” system) 
in 2001195. However, subsequent reforms have led to a layering of various 
taxes on vehicle registration and ownership, the rates of which are 
partially calculated in accordance with CO2 emissions. 

                                                 
195 Article 6 of the 2001 Finance Act (budget) Law No. 2000-1352 of 30 December 
2000. 
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Upon registration of a vehicle there are two types of tax to be paid: 

− the tax on the vehicle’s registration certificates196 (€1.5 billion 
paid by private owners, €394 million by firms). This comprises 
a set charge per unit (between €27 and €46.15 depending on the 
region) and the vehicle’s power rating as determined for 
administrative purposes, which takes into consideration – as 
does the German tax on automobiles – the engine capacity and 
the CO2 emissions197. 

− two additional taxes: 

− the penalty charged on the first registration certificate198, the 
rate of which is set in accordance with CO2 emissions, 
starting from a threshold which has been gradually lowered 
since 2008 (151 g/km in 2011, 141 g/km in 2012). The 
amount of this tax ranges between €200 and €2,600, 
depending on the year of acquisition and emissions. To 
offset this penalty, private owners can benefit from a 
“bonus”199; it comes in the form of an incentive to purchase 
environmentally-sound vehicles, and the amount ranges 
from 0 to €5,000 for vehicles with emissions lower than 140 
g/km. At the time of implementation, this measure was to be 
balanced. Since its creation, however, expenditure has 
proven significantly higher than initially envisaged, while 
revenues have been considerably lower than anticipated. 
The fund for the ‘clean’ vehicle acquisition incentive200 is 
now facing a growing deficit: €214 million in 2008 and 
€522 million in 2009. This led the Cour de Comptes to 
recommend toughening criteria for bonus eligibility and for 
the vehicle scrapping premium and increasing the penalities 
envisaged so as to simultaneously reduce budgetary costs 

                                                 
196 Articles 1599n to 1599r A of the French General Tax Code. 
197 The administrative power rating for privately-owned cars is calculated using the 
following formula: CO2/45 + (P/40)1.6, where CO2 = carbon dioxide emissions 
expressed in grams per kilometre and P = the actual engine power in kilowatts. Article 
62 of Law No. 98-546, 2 July 1998, includes various provisions of an economic and 
financial nature. 
198 Article 1011 bis of the General Tax Code. 
199 Decree No. 2007-1873, 26 December 2007, amended by Decree No. ° 2010-1618, 
dated 23 December 2010. 
200 This fund is fuelled by the additional taxes (penalties) and is used to finance the 
acquisition incentive (bonus). 
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and enhance the environmental effect201. On 12 January of 
this year, the Ministers concerned announced stricter 
environmental criteria for this mechanism in 2011 and 2012. 

− an “additional tax” charged for the registration of used 
vehicles based on the number of grams of carbon dioxide 
emitted per kilometre. Vehicles emitting less than 200 
grams of CO2 are exempt. For other vehicles, the charge is 
€2 per gram of CO2 for emissions of between 200 and 250 
grams of CO2 per km and 4 € for emissions in excess of that 
limit. 

Since 2001, taxation on automobile ownership has been limited to 
company vehicles (€1 billion in 2008). The tax rate on corporate fleets202 
depends on CO2 emissions since 1 January 2006. It ranges from €2 to 
€19 per gram of CO2, commensurate with the number of grams de CO2 

emitted per kilometre. Unlike the German system, the French system is 
progressive and not linear. The more heavily-polluting vehicles are thus 
subject to greater taxation. Furthermore, the CGI (General Tax Code – 
Code Général des Impôts) does not provide for exemptions; all emissions 
are taxed, as of the very first gram per kilometre of CO2 emitted. The tax 
is levied, however, only on passenger vehicles used by firms. What is 
more, electric vehicles are exempt, as are vehicles powered by natural 
gas, LPG and E85 super-ethanol. The tax base for this tax in France is 
thus smaller than that of the German tax on automobiles. 

Heavy goods vehicles of a maximum permissible gross laden 
weight of over 12 tonnes are nonetheless subject to an axle tax (taxe à 
l’essieu)203 (€226 million), the scale of which is based on the number of 
axles and the total permissible gross laden weight. This tax aims to 
compensate for the wear and tear of the roads caused by lorry traffic and 
is not focussed on atmospheric pollution, which is not taxed, currently, 
for this category of vehicle. 

Privately-owned vehicles with emission rates of over 245 grams 
(240 grams as of 2010) are once again subject to an annual tax, which 
came into effect with the introduction of an annual penalty system in 
2008. The amount for this tax is set at €160204. 

                                                 
201 See the Cour des Compte’s Note on Budget Execution, “Compte de concours 
financiers d’avances au fonds d’aide à l’acquisition de véhicules propres” (for the 
2009 tax year). 
202 Articles 1010 to 1010 B of the General Tax Code. 
203 A special tax on certain road vehicles. (Articles 284 bis to 284e bis of the French 
Customs Code). 
204 Article 1011b of the General Tax Code.  
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Germany thus achieved to reform its tax on motor vehicles in order 
to create an environmental taxation of greenhouse gas emissions. In 
France, environmental taxation reformes have led to a multiplication of 
taxes, making the overall tax machinery more opaque. 

German policy (and in particular the increased taxation on motor 
fuels) appears to have been more effective, since road transport-related 
greenhouse gas emissions have gone down by 17 % since 1999, while 
they have remained stable in France over that same period205. 

Graph n° 33 :  Trends in Greenhouse Gas Emissions from Road 
Transport since 1993 
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Source: European Agency for Environment, greenhouse gas data viewer 

                                                 
205 The shortage of demonstrable outcomes observed in 2008 in France is difficult to 
analyse. The implementation of the bonus-penalty system does not explain the 
development with regards Germany, while the CO2 emissions of new vehicles have 
decreased in comparable proportions in the two countries in 2008 – 2009. 
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b) The “taxes” and tolls on motorway transport 

France does apply a tax on motorway transport, although its 
categorisation as an environmental tax is moot 

In France there is a tax on motorway operation licence-holders 
(€522 million)206. The rate of the tax is set at €7.32 per 1000 km travelled 
by users. Eurostat includes this tax in the category of environmental 
taxes, since it drives up the cost of motorway transport. Its impact on 
prices, however, must be put into perspective, since toll prices are 
decided by ministerial decisions, not by the motorway operation 
companies. It is thus principally the ministerial decisions that impact the 
cost of road transport. 

Road and motorway tolls for heavy goods vehicles 

Road and motorway tolls are not included in the Eurostat data on 
environmental taxation, since they finance a service provided to users. 
Their inclusion in the analysis was nevertheless deemed relevant, given 
the magnitude of German public debate, and later also in France, on the 
creation of a German toll for heavy goods vehicles in 2005. 

This toll on heavy goods vehicles (LKW-Maut)207 concerns lorries 
weighing over 12 tonnes which use motorways – motorways which 
remain free for private vehicle users. The tax rates are set in accordance 
with tonnage, degree of air pollution and the number of axles, within a 
range of €0.141/km to €0.288/km208. They have regularly increased since 
2005, notably in 2009 as part of the second chapter of the “energy 
climate” package. To make the measure more palatable, the German 
government agreed to grant tax advantages totalling €600 million for the 
road transport sector. These tax advantages come in the guise of reliefs 
for road user taxes and various support programmes with an 
environmental and social focus. 

The government collected €4.3 billion from this toll in 2009. These 
revenues were allocated to the Verkehrsinfrastrukturgesellschaft (VIFG) 
– the equivalent to France’s transport infrastructure funding agency 
(AFITF) – which finances transport infrastructure. The government 
announced last December that this toll would be extended to federal two-

                                                 
206 Article 302a ZB of the General Tax Code. 
207 Gesetz über die Erhebung von streckenbezogenen Gebühren für die Benutzung von 
Bundesautobahnen mit schweren Nutzfahrzeugen (Autobahnmautgesetz für schwere 
Nutzfahrzeuge - ABMG). 
208 Verordnung zur Festsetzung der Höhe der Autobahnmaut für schwere 
Nutzfahrzeuge (Mauthöheverordnung - MautHV). 
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lane dual carriageway roads. There are no plans, however, for the creation 
of a toll for privately-owned vehicles. 

Traffic on French motorways was already subject to a toll, which 
covers not only heavy goods vehicles, but also privately-owned vehicles. 
France, however, was confronted with a shifting pattern of heavy goods 
vehicle traffic in border areas following the implementation of the 
German toll. The so-called “eco-tax”, charged per kilometre, was set up 
in 2008209 for heavy goods vehicles using the non-licenced national road 
network210. Like the German toll, the French eco-tax is fixed in 
accordance with vehicle categories211 and the EURO emission class. The 
tax rates range from €0.025 to €0.20 per kilometre, and are determined by 
ministerial decision. 

This tax should be first tested in the Alsace region on 190 
kilometres of road, before being extended to 10,000 km of national road 
and 5,000 km of routes under the authority of départements. The 
experimental phase was to begin on 1 January 2011, but it has been put 
back. Expected revenues from this new tax amount to €1.2 billion. To 
favour acceptance of the measure, the axle tax rates (see above) have 
been decreased, which implies a cost of €50 million per year. 

The comparison of French and German systems reveals 
comparable taxation, with an average rate of approximately €0.165/km 
both on German motorways and on French ones. On French motorways, 
however, all heavy goods vehicles are taxed (while only those weighing 
12 tonnes or more are covered by the LKW-Maut) and tolls are not 
adjusted in accordance with emissions. The creation of the eco-tax for 
heavy goods vehicles should not lead to any distortion of competition 
given that it involves a lower level of taxation than that currently applied 
to the motorway network of 15,000 km. The German government’s 
proposal to extend the heavy goods vehicle toll to federal two-lane dual 
carriageway roads follows the same rationale. 

 

                                                 
209 Article 285f of the French Customs Code. 
210 Motorways, national roads or roads under the authority of local bodies which can 
be used as alternative routes to toll motorways. 
211 Vehicle categories are determined, by order from the Conseil d’Etat, in accordance 
with one or more of the following criteria applied to the vehicle subject to the tax: 
number of axles; total permissible laden weight, maximum gross combination weight. 
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Table n° 49 :  Main Features of French and German Systems 

 Lkw Maut  
(Germany) 

Motorways 
(France) 

Ecotax Heavy 
Goods Vehicles 

(France) 
Heavy Goods Vehicles 
Liable 

Over 12 tonnes All Over 3.5 tonnes 

Taxable Network (km) 12,000 8,000  15,000  
Volumetry (millions of 
lorries/ km) 

25,000 15,000 10,000 

Average Charge (€/km) 0.164 0.17 0.12 
Annual Revenue (in 
€ billions) 

4 2.5 1.2 

Source: DGITM 

3 -  Developments in air transport taxation 

a) Germany has recently created a tax on air transport, similar to the 
French civil aviation tax, so as to compensate for the absence of a tax 

on kerosene. 

The aviation sector is subject to a tax in France (civil aviation 
tax212), dating back to the Conseil d’Etat decision of 1998213 abolishing 
charges for funding missions of public interest. This tax is based on the 
number of passengers and the volumes of freight and mail loaded in 
France214 (€342.4 million in 2009). As at 1 January 2011, the rate is: 

− €4.11 per passenger embarking for a destination within France, 
in another member State of the European Community, in 
another State party to the European Economic Area agreement, 
or in the Swiss Confederation; 

− €7.38 per passenger embarking for other destinations; 

− €1.23 per tonne of mail or cargo loaded. 

As of 2006 a solidarity surcharge for passengers was instituted, 
with the proceeds going to the Solidarity Fund for Development. The rate 
varies between €1 and €4 for Economy Class passengers and between 
€10 and €40 for Business and First Class travellers. Revenues from this 

                                                 
212 Article 302a K of the General Tax Code. 
213 8th and 9th sub-sections taken together, 20 May 1998, Syndicat des compagnies 
aériennes autonomes, No. 179784. 
214 There are exceptions for staff and children under two years of age. 
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tax totalled €162 million in 2009; 10 % of these were allocated to the 
Swiss foundation GAVI and 90 % to UNITAID215. Seven countries have 
introduced a similar tax: Chile, Guinea, Madagascar, Mali, Mauritius, 
Niger and South Korea. EU member countries did not take any action in 
response to the Commission’s 2005 report on this subject. 

The German government has not, therefore, set up a comparable 
solidarity tax. It has, on the other hand, just created a tax on air transport 
(Luftverkehrsteuer) which has been applied since 1 January 2011. The 
rate per passenger216 is noticeably higher than that of France’s civil 
aviation tax: 

− €8 for domestic flights, intra-Community flights or flights to 
Morocco, Turkey, Tunisia, Cyprus or Russia. 

− €25 for flights to destinations in the Near or Middle East and 
for part of Africa. 

− €45 for other long-haul flights (United States, Canada, 
Australia, New Zealand, China, southern Africa, Latin 
America). 

The high rates of this tax are to offset the energy tax dispensation 
of kerosene, used for both international and domestic flights. However, 
freight is not subject to this new tax, which fails to concur with the 
environmental rationale. The government anticipates revenues of 
€1 billion from this tax. 

b) The inclusion of air transport in the greenhouse gas emission 
trading system 

Directive 2008/101/CE included aviation activities in the 
Community greenhouse gas emission trading system, as of 1 January 
2012. This inclusion was validated in November 2010 by the ICAO 
Assembly217. 

This inclusion concerns all flights arriving at or departing from an 
airfield located on the territory of a Member State, regardless of the 
aircraft operator’s nationality. 97 % of the total quantity of allotted 
allowances for the year 2012 will correspond to past emissions patterns 
for the aviation sector and 15 % of the quotas will be auctioned. The rules 

                                                 
215 Cf. the Court des Compte’s report to the National Assembly’s Finance 
Commission on the air ticket solidarity tax and use of revenues collected – December 
2010). 
216 There are exemptions similar to those that exist under France’s civil aviation tax: 
children under the age of two, personnel, islanders, etc. 
217 Resolution A37-19. 
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for 2013 are to be set forth by the Commission once an initial assessment 
is made. 

In Germany, Article 11 of the law on the air transport tax stipulates 
the manner in which the new tax and this inclusion of air transport in the 
emission trading system will interact. The government has the power to 
adjust the tax rate, so that the cumulative revenues from the tax and the 
auction of emission allowances remain stable at €1 billion. These 
provisions illustrate that the aim of this new tax is more budgetary-
oriented than environmentally-oriented.  

________________________________ CONCLUSION __________________________________ 

Environmental taxation has developed differently in Germany and in 
France over the last ten years. While France’s efforts to create a tax 
specifically on carbon emissions came to nothing, Germany has gradually 
increased the cluster of taxes levied both on energy products and on 
transport, which led to improved taxation of greenhouse gas emissions. 
Because of this, the level of environmental taxation is currently higher in 
Germany than in France in several areas: taxes on energy products, on 
electricity, on vehicle ownership and on air transport. 

However, Germany did not take this rationale to its logical end-point, 
with industrial considerations still trumping environmental concerns when it 
comes to setting the scale and basis of assessment for the main taxes. As a 
result, the levels of taxation are very heterogeneous in the two countries, 
when considered in relation to emissions engendered by different sectors.  

In Germany, the industrial sector remains only lightly affected by 
environmental taxes, despite the German government’s recent efforts: the 
rates of the tax on energy are very low on coal, there are broad-sweeping 
exemptions from the tax on electricity. In France, tax exemptions that are 
proving harmful to the environment chiefly concern agriculture. On the other 
hand, there are various levies on road transport in both countries, for which 
the rates are calculated, directly or indirectly, on levels of greenhouse gas 
emissions: taxes on automotive fuels, vehicle ownership and tolls. 

Greenhouse gas emissions are not, however, the sole pollutants 
harming the environment. There are activities, and especially road transport, 
that are responsible for numerous other external costs: congestion, noise, 
local air pollution and safety-related costs that are not covered by insurance 
contracts. A study by France’s environment and sustainable development 
directorate (CGEDD) has highlighted the fact that the taxes presently 
applied in France are insufficient to internalise all of these external costs, 
especially when it comes to urban transport. The Cour des Comptes is not 
aware of any analogous study for Germany. 
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Chapter III  

Main Find ings from the Comparison 

The comparative analysis, broken down into major classes of 
contributions and taxes, provides a wealth of information and very 
worthwhile food for thought. It fails to offer, however, an overall view of 
the subject in relation to the economic and financial backdrop that was 
painted at the outset of the report; neither does it address the issues of tax 
convergence and the enhancement of the French economy’s 
competitiveness – concerns which underlie the work requested of the 
Cour des Comptes. 

This chapter aims to furnish just such an overarching approach. It 
is, first and foremost, important to bear in mind that the challenges that 
our economy is facing in terms of competitiveness are not in the least 
restricted to taxation. The only ways that matters of taxation can be seen 
as having a direct and significant impact on competitiveness are limited to 
a certain broad framework of decisions that are made in terms of level 
and structure of taxes and contributions.  

Similarly, it is worth noting that the notion of convergence on 
taxation, strictly speaking, implies having several States undertake 
consistent modifications simultaneously so as to achieve greater 
harmonisation among their rules and not merely one of them adopting 
rules that are applicable elsewhere. It is not the remit of the Cour des 
Comptes to offer any assessment of the German tax system, let alone 
express any opinion on possible or desirable developments of German 
taxation.  
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Any findings from the comparison are likewise to be understood as 
a comparative benchmark, with deliberations submitted for public 
discussion on the subject of French taxation and possible future 
developments thereof in the light of Germany’s policies and practices. 

After first characterising the tax equations of the two countries, 
which are both similar and different (I), this section examines possible 
areas for greater harmonisation as well as the choices to be made (II). 
Finally, should there be a clear expression of political will to advance 
toward convergence on taxation, the need for a framework is underscored 
(III) to optimise impetus and consistency and thus ensure the long term 
success of these endeavours.  

I  -  Similar yet Different Tax Equations 

While the taxation and contribution systems are similar overall, 
there are nonetheless some significant discrepancies (A). Differences can 
also be discerned in terms of tax policy design, with German tax policy 
appearing more explicit and aiming for neutrality (B). Finally, France’s 
tax equation is characterised by specific factors (C), linked, in particular, 
to its fiscal policy, which must be taken into account before examining 
ways of ensuring a convergence between the two countries. 

A - Taxation Systems which are Similar Overall but 
which Show Significant Differences 

1 -  Taxation systems that are similar on the whole 

A comparison of French and German taxation systems inevitably 
shows up discrepancies between the two legislations. While nonetheless 
real, the magnitude of these differences should not be overestimated. 
There is no significant form of tax competition between the two 
countries, and, what is more, France and Germany’s taxation systems 
show indeed a great deal of resemblance when resituated in the context of 
the European Union.  

First of all, the two countries share a high degree of social 
protection funded largely on contributions levied on wages. This common 
characteristic has led, in both countries, to concerns regarding the high 
cost of labour. As a result, various policies have been implemented, albeit 
on very diverse scales and with diverse modalities, with the aim of 
reducing the level of contributions weighing on the lowest compensations 
This has led both countries to increase the proportion of tax resources 
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used to fund social protection, in the guise of allocated tax revenues in 
France, and in the guise of subsidies stemming from the central State 
budget in Germany. 

With regard to other European countries, France and Germany 
have based their taxation systems on taxes with often analogous features. 
The normal VAT rates, for instance, are currently almost identical in the 
two countries, with France’s normal rate set at 19.6 % as opposed to 19 % 
in Germany. Similarly, income taxation methods vary relatively little. For 
instance, the highest marginal tax rate in Germany is 45 %, while it stands 
at 41 % in France. Tax rates on corporate profits are actually less 
disparate than a simple comparison of corporate tax rates might suggest 
(15 % in Germany; 33.3 % in France). In fact, once the German local tax 
on profits is taken into account, the tax rate on corporate profits in the two 
countries is seen to be between 30 % and 35 % (excluding the solidarity 
surcharge in Germany). So there is no doubt that genuine elements of 
convergence do exist between the two countries. 

This closeness is also apparent when looking at France and 
Germany’s overall positioning with regard to the level of taxes and social 
contributions: while they are considerably higher in France because, 
notably, of the scope of the mandatory social protection systems, the two 
countries are situated above the average for both the euro area and for the 
OECD, and are listed among those countries with high levels of tax and 
social contributions. Indeed, their economic allure depends on draw-cards 
which are not essentially tax-related, but rather which combine other 
factors, such as the quality of their infrastructures, of their public 
services, or the level of qualification of their labour supply.  

2 -  Differences and divergences that are nevertheless significant  

The comparative portrait has revealed the existence of differences, 
often long-standing, as well as recent divergence on tax policy which 
must be noticed.  
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a) The differences  

When it comes to the differences that characterise the system of 
tax and social contributions, four main points are worth highlighting. 

Different linkages between State-collected revenues, local taxation 
and social security contributions 

While Germany is a federal State in which its Länder enjoy a 
broad degree of autonomy, the principle of financial autonomy as laid out 
in Germany’s Basic Law (Article 28) is not based on the notion of tax 
resources proper to the Länder218. Indeed, the Länder and local authorities 
obtain most of their tax resources from taxation shared with the federal 
level, while their own local taxes (property taxes and trade tax) reprensent 
only 30 % of their own resources. A similar observation can be made 
when it comes to social security funds, since Germany does not have 
taxation specifically earmarked for it, but ensures, as is required, a 
balance of the various schemes by using budgetary subsidies funded by 
general taxes. The linkages between Germany’s major classes of taxation 
lead to a more integrated manner of managing the levying policies. 

A sizeable gap when it comes to taxing assets 

France is at a level two times higher than the average among 
European Union countries or those of the OECD, whereas Germany is at 
a level two times lower than this average. The main explanation for this 
discrepancy is in the different weight of property tax between the two 
countries; this one category of tax alone accounts for two-thirds of the 
gap (1.8 GDP point out of a total of 2.6 GDP points). This gap (which 
harks back to specific institutional and historic contexts) does not pose a 
problem, however, in terms of competitiveness as long as the tax base 
does not shift. 

                                                 
218 Article 72-2 of France’s Constitution makes no mention of the principle of 
financial autonomy, but rather merely stipulates that tax revenue and other revenue 
proper to territorial communities shall, for each category of territorial community, 
represent a decisive share of their revenue. Article 3 of Organic Law No. 2004-758 
dated 29 July 2004 on its application and concerning local bodies’ financial autonomy 
states that, within the meaning of Article 72-2, “the resources proper to local bodies 
comprise revenues from all kinds of taxation for which the local bodies have legal 
authority to set the tax base, rate or charges or for which the local bodies determine, 
individually, the rate or local portion of the tax base, user charges for services 
provided, estate revenues, contributions to urbanism, financial products and donations 
and bequests”. Cf. Conseil Constitutionnel Decision No. 2004-500-DC, dated 29 July 
2004. 
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A considerable number of taxes and charges in France that weigh 
on the costs of production  

These taxes, which have no equivalent in Germany, represent 
between €25 billion and €58 billion depending on whether the calculation 
covers only the amount levied on the payroll or whether it is all-
encompassing. On the tax front, the most problematic gaps in terms of 
competitiveness for the French economy are thus related to charges that 
weigh on production and not to the issue of taxes on profits, which is to 
say corporate taxes. 

Appreciably different respective weight of social security charges  

This discrepancy largely reflects France historical choice to levy a 
significant proportion (around €33 billion) on wages for the funding of 
family benefits, whereas in Germany the funding comes via the central 
State budget and the allocation is linked to personal income tax. 

b) Divergence 

When it comes to policy divergence over the last decade, there are 
three main points worthy of mention.  

Lower priority given by France to controlling public deficit  

Indeed, France is resigned to the fact that it must accept sizeable 
and long-lasting deficits in its social support funds. The divide separating 
the two countries in terms of public deficits is far greater and, above all, 
given today’s situation, far more worrying than the divide separating 
them in terms of compulsory deductions.  

Greater room for tax exemptions in France  

While it is true that France has traditionally been more generous 
when it comes to tax exemptions, the relative weight of tax and social 
security shelters has continued to grow since the year 2000, and has even 
become, as the Cour des Comptes has underscored in its annual public 
report for 2011, a major budgetary issue (more than €70 billion in tax 
expenditure alone)219. At the same time, Germany has shown a greater 
interest in safeguarding its budgetary revenues, thanks to a broader tax 
base. 

                                                 
219 Over and above these expenditures, the mechanisms withdrawn since 2005 from 
the list annexed to the finance bills have amounted to a higher sum (€75 billion). 
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Tax policy managed in a steady manner over the last ten years or 
so in Germany 

Germany has resolutely and unflinchingly given priority to 
restoring and then improving its economy’s competitiveness, by, in 
particular, lowering social security charges, increasing VAT and 
environmental taxation, compensated partially by lighter social security 
charges. During that same period, France’s taxation priorities have proved 
less clear-cut and more variable over time. 

B - German Tax Policy More Explicit and Focused on 
Neutrality 

While France and Germany’s tax and social contributions are 
based on mechanisms that are often similar, there are perceptible 
differences in the principles underlying their respective tax policies. The 
aim here is not to set out a kind of hierarchy between taxation systems, 
and such a ranking would in any case be virtually pointless. The goal is 
simply to identify and classify the differences which, from the Cour des 
Compte’s point of view, could be usefully examined and discussed in our 
country. These differences concern the specific objectives that are 
assigned to the different charges levied, the importance placed on 
economic neutrality, the methods for drafting tax laws and the way in 
which public debate on taxation is structured.  

1 -  German tax policy that better identifies a priority objective 
for each class of taxation 

An analysis of the German taxation debate reveals a clearer 
prioritisation of objectives per category of taxes and social contributions 
than in France.  

Tax reforms over the last ten years and their corresponding debates 
have underscored the objective assigned to each category of taxation. 
This was the case with the three-point increase in VAT on 1 January 
2007, which was essentially justified by the need to straighten out the 
public accounts; this brought to the fore the idea that a vital objective of 
this tax was that of yield.  

The overarching objective of corporate tax reforms in 2000 and in 
2008 was to improve the competitiveness and attractiveness of companies 
on German soil with regard to foreign direct investments. In this debate, 
the issue of the corporate tax yield remained a background matter, even 
though the concern for safeguarding public revenues was prevalent at the 
time of the 2008 reform, more so than for the one in 2000. 
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Income tax, more extensive than in France, has a redistributive role 
that was unequivocally reaffirmed in 2008 with the creation of a tax 
bracket for income higher than €250,000 per annum, to be taxed at a rate 
of 45 %. Focussing on the tax’s objective of redistribution was by no 
means straightforward in a country where a considerable proportion of 
firms are actually made up of partnerships, subject to income tax, which 
have been directly affected by this rate increase of the top marginal 
bracket. 

In contrast, French debate on taxation seems less clear-cut, with 
many taxes or tax adjustments being associated implicitly or explicitly 
with a multiplicity of objectives. A recent illustration of this is the switch 
to the reduced VAT rate for onsite consumables in the restaurant services.  

German practice – although there are naturally some exceptions – 
offers greater transparency of taxation goals: since they are more clearly 
stated, the objectives underlying tax reforms can be more aptly discussed 
and their results more easily assessed.  

2 -  A rationale that clearly favours economic neutrality for each 
type of tax 

Underlying the developments in German taxation over the last ten 
years or so, there has been an all-encompassing focus on competitiveness. 
This strategic orientation attests to the clear desire to use taxation as a 
tool to achieve macroeconomic ends. However, upon examination of the 
features of each individual tax, it becomes clear that the choices made in 
fact address, to a significant extent, a concern for economic neutrality.  

Be it on the subject of corporate taxes, income tax or even VAT, 
Germany uses taxation less as an incentive than France does. In France, 
taxation is traditionally, in effect, utilised as a support for public policies 
aiming to orient the choices of economic stakeholders, and the 
mushrooming tax and social security system shelters are one of the 
consequences of this220. 

This difference in philosophy concerning how taxation is used 
echoes the different economic conceptualisations of the respective roles 
of the State and the market. But the explanation for 
the “tax interventionism” which features so strongly in our country and 

                                                 
220 If official estimates are anything to go by, German tax expenditure amounts to €55 
billion, as opposed to €73 billion in France. Given the questions surrounding the 
limits of the breaks and the delicate issue of defining them, in both France and 
Germany, the Cour des Comptes did not utilise these figures for the purposes of this 
report.  
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which can target all manner of economic sectors and fields can be found 
in the legal framework in which taxation regulations are drafted. There is 
no constitutional provision to ensure that the monopoly on legislative 
mechanisms relating to revenues (and to the funding of social security) 
remains with the annual Finance Act (budget); the principle was only 
recently raised, and was based, at that, on a circular from the Prime 
Minister. In Germany, tax provisions are de facto the exclusive preserve 
of the Finance Act. 

3 -  The more predictable nature of tax regulation developments 
in Germany 

Although they are not all easily quantifiable, several significant 
differences stand out; differences linked largely to the characteristics of 
German political institutions. The country’s federal structure, the fact that 
tax revenues are shared to a significant extent between the State and the 
Länder as well as the political tradition of coalition programmes that are 
first negotiated at length and then implemented throughout the term of 
office have in all likelihood made Germany less inclined toward scenarios 
of tax profusion and more reliably the scene of predictable tax regulation 
developments. 

Going by the full list of taxes and social contributions provided 
annually to Eurostat by each State – the list utilised for our comparative 
analyses – we observe a ratio of two to one: just over 100 for France; 55 
for Germany.  

The abundance of French legislation on taxes and charges is not 
unrelated to the overall higher collection levels; nor is it unrelated to the 
instability of tax regulation itself. It was not possible to complete a global 
comparison backed up by figures in this domain at the time of writing. 
There are, however, indications concerning the French corporate tax. 
Over the period 2003-2008, 20 tax laws containing provisions relating to 
this tax were adopted in Germany. Over a similar period (2004-2009), 
more than 40 laws or regulations – in other words, double the number – 
were introduced in France to amend the provisions specific to corporate 
tax. The issue of tax regulation stability does not appear to cause 
particular concern in Germany (where the Court ruled that the principle of 
a citizen’s ability to place ‘legitimate trust’ with the State has 
constitutional value). The same cannot be said of our country, where the 
instability of tax regulation – often denounced but nonetheless constant – 
is viewed as a major factor of complexity and uncertainty.  
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According to estimates mentioned in a report221 submitted on the 
subject in June 2008 to the Minister for the Budget, some 20 % of all 
articles in the General Tax Code undergo modifications each year, 
although some of these modifications constitute, it should be noted, mere 
adjustments of certain numerical thresholds. For business and households 
this instability creates, over and above the risk of retroactive legal 
application – albeit limited by Conseil Constitutionnel case law – a risk of 
“economic retroactive-ness” in that the modification of a tax provision 
may significantly alter the forward estimate that is currently being drafted 
for an investment.  

Ultimately, once this becomes a known fact and is therefore borne 
in mind by economic stakeholders, especially companies with an 
international presence, as is confirmed by the explanations heard before 
the Cour des Comptes, this instability only serves to considerably 
undermine the effectiveness of the provisions designed to improve the 
country’s economic attractiveness. 

4 -  Quantifiable objectives for taxation rates, making the terms of 
any tax debate more explicit 

More so than in France, German public debate on taxation has 
tended in recent times to be structured by objectives that have been 
spelled out in figures. These usually take the form of upper limits for 
rates of taxes or contributions which have been under particular scrutiny.  

When it comes to social security contributions, successive 
Governments have announced an objective of basing contributions on 
wages with a 40 % maximum rate. This objective is applied to the various 
types of contributions levied (retirement, health). While this approach is 
not one hundred per cent effective, since top-up funding is still required 
from the State budget to cover dynamics in expenditure, the consensual 
nature of these quantified objectives and their stability over time serve to 
highlight financial constraints, in a context where the balance of the 
social security accounts, moreover, continues to be ensured. 

A similar objective structured the reform of corporate tax in 2008, 
which was aiming at a 30 % tax rate on companies’ profits (ultimately, 
the post-reform rate was set at 31 %, and thus very close to the stated 
governmental objective).  

This manner of structuring the debate around quantified objectives 
is quite characteristic of Germany and contributes, as does a clearly stated 

                                                 
221 Report from the commission chaired by Olivier Fouquet. 
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priority objective for each tax, toward greater taxation policy 
transparency and clear identification of any policy shift.  

C - Factors Specific to France’s Situation 

There are three characteristics of our country’s situation which 
become apparent upon comparison with Germany, and which limit the 
scope of potential convergence, and which need to be taken into account.  

The absolute imperative to better control our fiscal policy is the 
first factor that needs to be taken into consideration. The gap in terms of 
Government deficit as compared with Germany is, in effect, considerable 
and hardly looks likely to become any narrower spontaneously in the near 
future. Indeed, the persistence of this gap could ultimately weaken our 
country, not only in the short term, considering the extreme attention that 
financial markets place on such indicators, but also in the longer term 
through continued snowballing indebtedness, jeopardising any room to 
manoeuvre and negating the possibility of permitting the investment 
efforts required for our economy’s long-term growth. While strict and 
sustainable management of public spending is the primary requisite for 
righting our fiscal policy, the magnitude of the deficits to be brought 
down, as well as the slowness and unforeseeable complications that 
hinder public expenditure control policies, imply that it is insufficient to 
opt for a solution based on expenditure alone; revenues must also come 
into the equation. This requirement in turn leads to setting a minimal 
obligation for any changes to our taxation system: that of working on the 
basis of immediate constant yields and on the basis of prudent technical 
hypotheses. It means that an increase in taxes and social contributions 
cannot be ruled out and priority must be given to reducing or eliminating 
the least justifiable tax or social security shelters. 

This situation means that an alignment of our levels of taxation and 
social contributions with Germany’s current level, at least in the short 
term, cannot be envisaged, given that they are already three GDP points 
higher, notably thanks to differences in the scope of the social protection 
system. Any increase aiming to reduce the gap between our two countries 
in terms of public deficits would further remove France from the total 
level of taxation and social contributions observed in Germany. 

The second fundamental factor to bear in mind concerns the 
importance that ought to be placed in our deliberations on the objective of 
the economy’s competitiveness. The developments explored in the first 
part of this Report indeed underline the risk of a growth gap between the 
two economies. Our economy’s relative advantage in terms of price-
competitiveness in the early 2000s, which partially offset the stronger 
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structural competitiveness of the German economy, has now vanished. 
Although this development is principally linked to direct wage costs and 
is only very partially attributable to the differentiated shifts in labour-
related taxation and social contributions (a slight decrease in Germany 
versus a slight increase in France), it nevertheless constitutes a key point 
to take into account in deliberations on taxation, highlighting which 
issues are at stake when taxation on labour is eased. 

The third factor relates to the importance traditionally placed on 
the objective of redistribution in our taxation system. The discussion on 
social cohesion in the first part of this Report moreover underscores, 
albeit within the limits of the general and necessarily reductive nature of 
the indicators used, that the French situation with regard to this issue 
comes out looking rather healthy upon comparison.  

The importance of the goal of redistribution must therefore be 
borne in mind during any deliberations on the future of our tax system. 
This shows the difficulties inherent in any orientation aiming – with no 
further changes to taxation – to align our level of taxation on wealth and 
assets with that applied in Germany. 

This factor should not blind us to the fact that vertical 
redistribution (from the highest incomes to the lowest) can occur in two 
ways: through taxes and contributions (and more precisely their 
progressive, proportional or regressive structure); and through benefits 
and transfers which offset taxes and social contributions and which can be 
individualised. On this aspect it is important to recall that, in general, the 
use of benefits tends to be, out of the two possibilities, the finer tool and 
the one better suited to the objectives of targeted vertical redistribution 
toward the least privileged households.  

II  -  Possible Avenues for Change which Imply 
Clear Choices 

A - Possible Ways Forward by Block of Taxes  

1 -  Income tax, CSG and social security contributions 

There are significant differences in the architecture of taxes and 
contributions based on income which reflect, above all, differing 
historical choices, institutional social protection organisations and ways 
of dividing up direct and indirect earnings. 
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Two important subjects of a structural nature are worthy of 
discussion.  

Firstly, the contrasting changes in our country over a long period 
of time in progressive taxation of income (the relative weight of income 
tax having dropped by half over 20 years, representing a mere 2.59 % of 
GDP in 2008) and proportional taxation (sharply increasing with the CSG 
and CRDS) will eventually force us, should the trends continue, to 
examine the possibility of overhauling all of these taxes and the overall 
degree of progressiveness desired. Germany has maintained a slightly 
more progressive and appreciably heavier taxation. But this choice has 
meant that wealth tax has remained low and that the funding of social 
security is based less on solidarity (more regressive taxes on income due 
to limits on social security contributions and liability to taxation, no 
social contributions levied on capital gains). It is also important to bear in 
mind that the build-up of the CSG in France occurred in the guise of the 
switch from social charges, which are based solely on earnings and are 
income-deductible, to a broad-based tax, only partially deductible from 
taxable income. This has added an element of redistribution into the 
funding of social security. 

Secondly, clearly divergent developments affecting unit labour 
costs over the last ten years give us little choice but to accord some 
priority to considering the question of lowering taxation on labour 
income, especially for economic stakeholders exposed to international 
competition.  

On top of these two matters, it is important to note that the 
juxtaposition of high employer social contribution rates and a sizeable 
mechanism for lowering social contributions levied on the lowest wage 
brackets makes the entire system less transparent. It helps fuel the notion 
– both abroad and among national businesses – that the level of charges 
weighing on companies is higher than it actually is. This consideration 
could, however, justify deliberations of a “scaling” of social security 
contributions reductions, which would integrate them into the social 
contributions scale and rate. As the Cour des Comptes has already 
underscored, such a development naturally presupposes that the exact 
contours of the mechanism for reducing social charges should be 
thoroughly re-examined beforehand and that the various technical and 
legal difficulties inherent in such a reform be fully taken into 
consideration222. 

                                                 
222 Cour des Comptes report (Article LO.132-3-1 of the CJF) to the Commission for 
Cultural, Family and Social Affairs of the National Assembly, dated 19 May 2008: 
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2 -  Value added tax 

While Germany has significantly increased the share of VAT in the 
taxes and social contributions levied (as compared with the proportion ten 
years ago) as part of a general policy designed to improve its economy’s 
competitiveness, France’s policy has been the opposite. VAT revenues in 
France indeed shrank by 0.4 points of GDP between 1995 and 2008. This 
drop is now unique across the European Union since the United 
Kingdom, which had hitherto been the only country to have shared 
France’s experience, has just decided on a huge hike in its normal VAT 
rate (+2.5 points on 1 January 2011). France is thus far behind the 
countries of northern Europe, where VAT represents between 8.4 % and 
10.1 % of GDP (whereas it is 7 % for France).  

By way of illustration, if France were to align its VAT 
efficiency coefficient with that of its neighbour across the Rhine – by 
applying the reduced rate less widely and by raising it to match the 
German reduced rate – this would result in approximately €15 billion in 
additional revenues223. 

In terms of budget, two entries alone – repairs, upgrades or 
maintenance work undertaken in private homes and restaurant and 
catering services – represent two-thirds of the total required for 
harmonising the scope of the French reduced rate with that applied in 
Germany. With regard to the nature of the expenses covered by these 
entries, these exceptions to the normal rate are unjustified, unlike the 
exception for food products for example, where the exception is made to 
ensure that poor households are not overburdened. Germany, for its part, 
has just commenced deliberations on ways of strictly limiting the goods 
and services eligible for the reduced rate.   

3 -  Corporate tax 

While the overall level of taxation on companies between the two 
countries differs little and is deemed relatively high for the European 
Union, each of the two taxation systems follows a rather different 
rationale on the whole, with Germany having clearly developed its 
regulations over the decade since 2000 along the lines of a broader tax 
base, coupled with a reduction in tax rates. 

                                                                                                         
L’intégration dans un barème des taux de cotisations patronales et des exonérations 
bas salaires et sur les heures supplémentaires. 
223 Or a yield equivalent to the normal rate implemented in the United Kingdom as of 
1 January 2011. 
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The Cour des Comptes and the German Federal Ministry of 
Finance have undertaken a thorough technical examination on this topic, 
aiming to analyse and compare each of the rules governing the basis of 
assessment for corporate tax. About fifteen dissimilarities were jointly 
identified. These differences are mainly in relation to the territoriality of 
the tax, carry-over of deficits, depreciation schedules, provisions, 
deductibility of provisions, loan-related taxes and financial charges, the 
treatment of research expenditure and regimes covering integration or 
groups. 

Using these initial joint observations as a starting point, further 
technical exploration is underway for each of the identified differences so 
as to gauge their exact impact and scale and to find, by mid-year, 
common lines of analysis. These common lines should enable the two 
countries to offer valuable input to the discussions that have just been 
relaunched by the Common Consolidated Corporate Tax Base working 
group, a project aiming to streamline regulation on the tax competition 
that currently exists in the European Union. 

4 -  Taxation on wealth and assets 

Germany occupies an atypical position on overall taxation of 
wealth and assets (with a level lower than half of the OECD average, 
while France’s level is twice that average), and cannot be considered an 
ideal benchmark when it comes to potential developments in our wealth 
tax system. Yet certain characteristics and certain aspects of recent 
developments affecting German taxation do offer useful guidance for any 
such reflection. 

 Firstly, Germany has clearly opted to favour taxation of asset-
generated earnings and to lower or retain a low rate of taxation on 
holdings and transmission. This orientation has come hand in hand with a 
policy aiming to maintain hefty income tax, the top marginal rate of 
which is higher than ours and offers fewer possibilities for deduction 
from taxable income. France, at least implicitly, has opted to tax both 
holdings and transmission of assets more heavily, while steadily reducing 
the weight of the tax on income. 

Secondly, one of the main reasons leading Germany to do away 
with its overarching wealth tax was related – and the phenomenon has 
also been observed in other countries – to technical and political 
difficulties in basing the valuation of real estate on satisfactory bases, 
guaranteeing equal treatment of movable and immovable components of 
the assets. The fact that France’s ISF wealth tax relies on market value 
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assessments for property, while far from providing a perfect solution to 
the question, at least does make it comparatively robust.  

The way that this tax is calculated, based on net asset holdings, is 
moreover more pertinent than the traditional taxation systems for 
property, which failed to take into consideration the amount of loans 
taken out to acquire the asset. France’s ISF wealth tax does, however, 
unlike the German tax which was applied until 1996, have two intrinsic 
weaknesses: a particularly narrow tax base, rates that are progressive and 
high, as they exceed 1 % for the top three brackets (1.8 % for the topmost 
bracket). When the tax was created in 1981 the top bracket rate 
represented a mere tenth of the yield from a portfolio of Government debt 
bonds; in 2010 it would correspond to more than half of that portfolio. 
Finally, deliberations on the future of the ISF wealth tax ought not to 
ignore the fact that since 2007, it has become, for nearly a quarter of its 
total yield, a way of financing French SMEs. 

Thirdly, as concerns methods of taxing income from assets, 
Germany recently opted to favour a flat and final withholding tax based 
on a broad tax base and a low-threshold basic exemption. French taxation 
in this domain can be characterised by the juxtaposition of rules inspired 
by varying principles, such as: proportional social taxation and State 
taxation based on scaled taxes but with possibilities for levy in discharge. 
All of this is covered by complex and diverse rules for calculating the 
bases of assessment between “social” taxation and that of the State. This 
situation calls, at the very least, for a re-examination of the whole, so as 
to come up with a system of taxation – especially for income from 
savings – that is simpler and more intelligible and to find, at the same 
time, ways of favouring a volume and a structure for savings which 
corresponds to the country’s current priorities and its economic growth. 

Finally, as regards taxation of the transmission of business assets, 
free of charge or otherwise – a subject that is directly related to the 
renewal and vitality of businesses – two characteristics of German 
legislation deserve particular attention: absence of any imposition on 
divestiture of intangibles and shares; the requirement imposed that 
activity and jobs be maintained in order to benefit from recent rules 
which are very favourable in terms of business transfers. 

5 -  Environmental taxation 

The comparative analysis of tax legislation in the two countries on 
this subject revealed three areas where a rapprochement with the policies 
pursued in Germany could potentially provide some budgetary elbow 
room: 

 

 

                                                        Cour des comptes 
              Taxes and social contributions in France and in Germany – march 2011 
   13, rue Cambon 75100 PARIS CEDEX 01 – tel : 01 42 98 95 00 – www.ccomptes.fr



236 COUR DES COMPTES 

− while French Governments have failed twice in their attempts 
to introduce a “carbon tax”, Germany has given its taxation a 
more environmental twist. The result is that the rates for energy 
consumption taxes are higher in Germany than in France. 
Similarly, the domestic duty on energy consumption 
encompassing automotive fuels is appreciably lower than the 
level observed in Germany while, for other fuels, France and 
Germany are both situated markedly below the average level 
observed within the EU and which amounts to their taxation per 
tonne of CO2 being lower than the generally accepted shadow 
value; 

− taxation of privately-owned vehicles is considerably lower in 
France than on the far side of the Rhine (€2.5 billion as 
opposed to €8 billion224);  

− the weight of tax shelters burdening taxes on energy products 
and deemed negative for the environment is significantly higher 
(by one billion euros) in France. 

B - The Main Choices Ahead 

While not wishing to play down the political sensitivity or 
importance of the debate under way in our country on wealth tax reform – 
a debate on which comparison with Germany would shed very limited 
light – the Cour des Comptes intends to underscore the fact that this 
debate, which could potentially spread to include imposition of income 
more generally, is failing to exhaust all of the questions raised. The 
comparison with Germany shows, in effect, that France must, in the near 
future, remedy the divergences recently observed with Germany, not only 
in terms of public finances but also in terms of competitiveness. This will 
not be possible without resorting to, among other instruments, the tool of 
taxation, in the broader sense of the term. 

Far be it from the Cour des Comptes to formulate detailed 
recommendations on this matter. What does come under its remit, 
however, is to provide input to the debate in the hope that the answers to 
these difficult questions stem from a holistic vision – and not from 
successive sporadic adjustments – that will have been debated and shared 
as widely as possible by all of the parties concerned.  

Reducing Government deficits and the gap of more than three GDP 
points in terms of structural deficits currently separating France and 

                                                 
224 This gap is similar to the transport charges paid in France by certain companies, 
based on wages. 
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Germany is an absolute necessity. Priority should be given to social 
security deficits and in particular – given the 2010 pension reform – to the 
deficit in the system of national healthcare. Germany, quite justifiably, 
does not tolerate long-standing deficits in this domain. Controlling 
expenditure, which is indispensable and which needs to be rendered even 
more efficacient, may be enough to stabilise the current deficit or even 
slightly reduce it in the medium term, but will be far from sufficient for 
swiftly reducing the massive imbalance as it stands today. This situation 
will inevitably call for decisions aiming at enhancing efforts to control 
spending, and does not rule out a possible increase in the taxes – and the 
CSG chief among them – that finance the system of national healthcare.  

Over and above this matter, and regardless of any developments 
that may affect deductions levied on household income, and of the 
necessary challenge to social and tax shelters of which the economic and 
social effectiveness has yet to be established, the debate should 
encompass the two areas where there is some leeway, identified during 
the comparison, and used by Germany in recent years. There are two 
uses, alternative or complementary, that could be made of these two 
areas:  

− the areas offering leeway are, on the one hand, taxation on 
consumption225, especially as concerns the scope of reduced 
VAT rate application and the level thereof, and, on the other 
hand, environmental taxation (taxing energy products and 
privately-owned vehicles); 

− the two possible utilisations that could be made of these areas 
offering room to manoeuvre are reducing Government deficits 
or, with a view to improving our economy’s competitiveness 
and growth, easing taxation on labour and the costs of 
production of the firms concerned. 

While it is true that France’s competitiveness is not be measured 
solely against that of Germany and that competitiveness stems also from 
factors other than the overall cost of labour, the significant divergence in 
wage cost trends observed between the two countries over the last ten 
years calls for rapid responses, including, among other measures, a 
reorganisation of taxes. The comparison with Germany has also revealed 
two areas in which, with a view to convergence, cost reduction could be 
envisaged: 
                                                 
225 There is also a certain amount of leeway, albeit more limited, when it comes to 
excise duties on drinks and tobacco. Revenues from excise duties on drinks totalled 
€4.3 billion in Germany in 2008 and approximately €3 billion in France. As for 
tobacco, revenues from excise duties amounted in 2008 to €13.6 billion in Germany 
and €9.8 billion in France. 
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− social security contributions: the French situation in this regard 
is atypical, given the high level of employer contributions; 

− the taxes weighing on the costs of production: these taxes, 
which have no equivalents in Germany, represent around €25 
billion for the portion based on wages alone.  

If universal funding were to gradually replace corporate funding 
for public policies bearing no direct link with companies (family policy, 
transport policy or housing policy for example), taxation of labour via 
companies could be reduced. 

The Cour des Comptes is of the opinion that thorough 
consideration should be given to the possible two-pronged utilisation of 
the leeway identified above. This reflection should be accompanied by 
studies that enable measurement of the macroeconomic consequences of 
different scenarios, their sectoral economic impact, their redistributive 
consequences as well as, where appropriate, the examination of any 
support mechanisms that may need to be planned, particularly through 
adjustments to existing social services. These deliberations should result 
in the drafting of a five-year taxation strategy identifying the objectives to 
be pursued and the instruments selected.  

III  -  European Policies and Franco-German 
Framework for Impetus and Consistency 

While there are limits to the pro-convergence policies introduced 
at the level of the European Union (A), space and opportunities exist for 
nudging the two countries’ tax policies along a path of increasing 
convergence, which requires a framework for momentum and consistency 
(B).  

A - The Limits of Policies Introduced at the Level of the 
European Union 

Within the European Union, the Treaty provisions regarding 
taxation are guided by one central objective – favouring the smooth 
operation of the interior market – and constrained by one rule – that of 
unanimity – which originates in the idea that taxation is by its very nature 
a domain that comes firmly under the aegis of States’ sovereignty and 
must so remain. 
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It is on the subject of indirect taxation (VAT, taxes on 
consumption, and excise duties on energy products, alcohol and tobacco) 
that the ambition expressed is the highest, since the stated objective is one 
of harmonisation “to the extent that such harmonisation is necessary to 
ensure the establishment and the functioning of the internal market”. 
Over time, this harmonisation of indirect taxation systems – not to be 
confused with unification – led to the definition of common tax bases and 
rate structures along with minimum rates. The process is, however, far 
from having achieved a homogeneous level of taxation on consumption 
and has certainly not stopped countries like France and Germany from 
recently introducing quite contrasted policies. 

As regards direct taxation, the ambition is even more lukewarm; 
the Treaty merely stipulates that States may, on the basis of directives, 
bring more closely into alignment any taxation provisions of a legislative 
nature that directly affect the functioning of the internal market. It was 
along these lines that provisions were introduced regarding taxation of 
income from savings as well as corporate taxes; so as to avoid, in 
particular, phenomena such as double taxation or treatment of cross-
border restructuring operations. Technical work on the subject of 
corporate taxes, aiming at establishing a common basis for assessment 
(CCCTB project on the common consolidated corporate tax base), got 
under way many years ago and has just been relaunched by the 
Commission. 

Furthermore, in connection with efforts under way within the 
OECD, some initiatives have been taken at the level of the European 
Union to enhance tax cooperation among States and attempt to eliminate 
“harmful tax practices”; this type of flexible regulation on tax 
competition excesses has enabled the eradication, over time, of one 
hundred or so harmful tax practices. 

Overall, although tax competition within the EU tends to intensify 
under the effects of increasing heterogeneousness of member States, 
linked to enlargement, the conventional instruments of harmonisation 
tend to run out of steam. The upshot of this situation is that numerous 
subjects wind up being transferred to the Court of Justice of the European 
Union. The latter bases its decisions on the liberties recognised by the 
Treaty (free circulation of capital, goods and services) and assesses on a 
case by case basis whether national provisions could constitute an 
obstacle to Treaty freedoms, and whether these are justified on the 
grounds of general interest, commensurate with the objectives pursued. 
There have been recent attempts at coordinating the positions defended 
by States before the CJEU – and France has taken part in these attempts – 
which have meant that the objectives pursued by national tax legislation 
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can be better taken into consideration, but these are no solution for a 
shortfall in legal instruments.  

The lack of an ongoing shift toward convergence within the EU as 
a whole is echoed, on a smaller scale, in the euro area, even though this is 
the very area where such convergence is all the more necessary. The 
reason can be found in the feebleness of the tools for coordinating 
economic policies and public finances, of which tax policies nonetheless 
constitute an important instrument. As the example of Ireland has recently 
shown, the current framework has no power to prevent certain States 
from pursuing “aggressive” policies in the field of corporate tax.  

B - The Possibilities of the Franco-German Framework 
Several levers for action could be used to firmly lock the two 

countries’ tax policies into a dynamic of increasing convergence (1). 
However, what is still required, on the basis of political determination 
from both States, is the creation of a framework for momentum and 
consistency (2).  

1 -  A range of levers that can be used 

Three main levers for action can be envisaged.  

a) The definition of common positions that could facilitate the 
emergence of a convergence process at the level of the European 

Union 

The Treaty offers the possibility of closer cooperation among a 
selection of Member States (nine) as a means of avoiding blockages 
caused by the unanimity requirement. This procedure has, to date, barely 
been used. With all the difficulties that this approach implies, it is 
possible that in certain areas, common Franco-German positions could 
constitute a core around which, via this procedure, a broader form of 
convergence could then emerge. The convergence of Franco-German 
viewpoints could serve in this way as a lever for accelerating a more 
widespread process of convergence within the European Union. 

b) Identification of good practice 

Each country is free to improve the performance of its own system 
by taking its inspiration from rules or provisions applied elsewhere and 
deemed relevant and compatible, after assessment, both with the history 
of the tax systems and with the country’s institutional characteristics. The 
notion of identifying good practice applies not only to the conditions for 

 

 

                                                        Cour des comptes 
              Taxes and social contributions in France and in Germany – march 2011 
   13, rue Cambon 75100 PARIS CEDEX 01 – tel : 01 42 98 95 00 – www.ccomptes.fr



MAIN FINDINGS FROM THE COMPARISON 241 

drafting the tax regulation itself, but also the content of the rules or even 
the modalities for implementing and enforcing the taxation. 

c) The implementation of a simplification programme aiming to offer 
both the businesses and households concerned a guarantee of 

“convergence on a daily basis” 

In both countries there are many rules or formalities that are 
perceived by working companies and households alike as being without 
any clear justification and as sources of needless complexity.  

This is the case with cross-border business transfers, made 
complex by the application of different rules for valuing the assets 
transferred in France and in Germany. This situation results in serious 
discrepancies in the base values listed for the self-same assets in the two 
countries. Furthermore, the respective timeframes for submitting a 
declaration and paying the corresponding charges are completely 
different: six months in France, while Germany has no set deadline, 
although in practice these operations may drag on for up to four years. 
Given these conditions, it is extremely difficult to ensure that the payment 
of taxes in each of the countries is duly taken into account so as to avoid 
double taxation.  

Moreover, the rules for justifying transfer pricing among 
associated firms differ between the two countries. In Germany, there must 
be prior documentation on the transfer pricing and it is to be submitted to 
the tax administration and heavily penalties apply in cases of non-
compliance. En France, such documentation is recommended but not 
required. It would be straightforward to harmonise the obligations and 
this would contribute to improving cross-border companies’ legal 
security.  

This list of divergences in taxation practices between Germany and 
France is far from exhaustive but serves to highlight how very worthwhile 
the continued joint efforts to analyse and resolve these issues are. They 
could help to ensure that the overarching stated objective of convergence 
on taxation is turned into a concrete reality. 

2 -  The framework for impetus and consistency 

For the convergence to be sustainable, there are three conditions 
that need to be met:  

− it must have the support of strong political will on the part of 
each of the States; 
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− it must correspond to a long-term vision and have medium-term 
objectives; 

− stakeholders from economic and social spheres, as well as from 
universities, must relay them at their level and in the 
appropriate register. 

These prerequisites imply minimal structuring efforts of this 
collective approach, which could be spearheaded by the Franco-German 
Council of Ministers, and where the Franco-German Economic Council 
could play a vital role. 

There are several ways in which this could be achieved: 

− regular exchanges (during the first half of each year, in 
connection with the “European semester” initiative run by the 
Commission on budget policy) of a comprehensive nature on 
short- and medium-term tax policy orientations so as to arrive 
at more convergent tax policies; 

− define an annual working programme aiming to resolve 
technical or practical issues that are causing difficulties for 
economic stakeholders and individuals (simplifications); 

− mobilise robust expertise (studies, research) on topics relating 
to taxes and contributions as well as their impact, both 
economic and social, and make use of thorough comparative 
analyses. 

When it comes to the assessment of various aspects of public 
policies on taxes and social contributions, the Cour des Comptes, for its 
part, could incorporate such work into its annual programme, and ensure 
liaison with its German counterparts. 

 

____________________________ CONCLUSION ___________________________ 
The tax equations of the two countries are similar and yet 

different: they include taxation systems that appear similar overall, but 
which have significant gaps and which are the expression of differing 
conceptualisations of tax policy as a tool. The French tax equation, 
characterised first and foremost by its considerably larger structural 
deficit, offers even less room for manoeuvre regarding possible 
convergence. 

The area that appears to be most accessible in this approach is 
that of harmonising the corporate tax base.  

For the remainder, the comparison enables the identification – 
following a benchmarking rationale – for each class of taxation, possible 
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future developments for our taxation with regard to practices and policies 
under way in Germany. Over and above changes of a general nature that 
could affect taxes levied on household income, and the need to 
significantly reduce tax and social contribution shelters, this comparison 
has also been useful in revealing areas where there is leeway that could 
be exploited (reduced VAT rates, environmental taxation), ways in which 
this elbow room could be utilised (deficit reduction, easing taxation on 
labour and the costs of production in the aim of enhancing 
competitiveness), and the varied scope of possible application. Thorough 
discussion of these questions should enable fine-tuning of a medium-term 
tax strategy centred on the objectives of growth, competitiveness and 
Government deficit reduction.  

Finally, the vital reinforcement of economic convergence between 
the two countries implies that, over and above any possible 
rapprochements in legislation, tax policy is set to become a major 
component of economic coordination between the two countries in the 
future.  
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General Conclusion 

A comparative study by its very nature, especially on as dense and 
technical a subject as taxation, tends to underscore divergences and 
differences above all. This bias is difficult to avoid. It should not, 
however, cause us to lose sight of what the two countries have in common 
and what brings them together, which, if we examine France and 
Germany in a broader context, is much greater than what separates them.  
With regard to levels, structure and effective rates of tax and social 
contributions, the two countries are in many respects very close. France 
and Germany, which moreover are in no way engaged in tax competition, 
can join forces in order to further European initiatives in favour of 
greater tax harmonisation, for example in corporate taxation. The widely 
acknowledged need to achieve greater economic convergence in the euro 
area implies a special responsibility on the part of these two countries to 
reinforce their economic cooperation, which could include, more than 
has hitherto been the case, matters of taxation. Such joint efforts, in both 
a bilateral and a European context, provided they are backed by a clear 
and unswerving political determination, may help set a trend toward 
greater fiscal convergence.  

A comparative analysis has other virtues as well, especially since 
it affords an opportunity to re-examine the rationale behind certain 
choices or the relevance of certain policies. In this respect, the 
comparison with Germany, which requires placing taxes and tax policies 
in the broader context of economic, financial and social policies, 
provides many lessons, but also much cause for concern.    

The overall tax-and-social-contributions-to-GDP ratio in our 
country is more than three percentage points higher than in Germany; 
this gap, to a great extent, reflects France’s choice of a more extensive 
scope of social protection. The most worrying gap between the two 
countries, however, concerns fiscal policy: there is a similar-sized 
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difference (more than three points) in the estimated structural deficit. 
This situation considerably limits our scope for intervention. The current 
debate in France around the reform of wealth taxes (and the comparison 
with Germany on this issue provides no decisive arguments) illustrates an 
absolute constraint: the need to preserve, at the very least, existing 
revenues. This structural deficit, which the Cour des Comptes has 
unceasingly pointed out, both in its successive reports on the situation 
and outlook for public finances and in its last Annual Public Report, is 
above all due to the fact that France has proven less able than Germany 
to contain the rise in public expenditure. It is most likely also linked to the 
differences identified in the political principles underlying tax policy 
(greater priority given in Germany to preserving budgetary revenues, a 
rationale that focuses more on economic neutrality) or budgetary policy 
(de facto prohibition of a sustained social security deficit).  

The Cour des Compte’s analyses highlight, above and beyond this 
purely fiscal divergence, certain elements that bespeak a wider economic 
divergence and that arouse concern over the French situation.  

The main such observation is that Germany, despite the inevitable 
problems arising from reunification, resolutely set out, in the early 2000s, 
to give, once again, clear and constant priority to improving 
competitiveness, and that this strategy is bearing fruit. Be it 
competitiveness in terms of costs, employment, balance of trade or fiscal 
policy, there are significant divergences with France, to the detriment of 
the latter. Germany’s taxation and social security policies are by no 
means the only reason, or even the main reason, for this. Other factors 
such as wage moderation policies, labour market reform or outsourcing 
strategies, in particular to Eastern European countries where German 
companies enjoy certain historical advantages, go a long way toward 
explaining these results.  Nonetheless, it goes almost without saying that 
the emphasis laid on balancing public finances and on improving 
competitiveness – in particular, by easing taxation on salaried labour – 
have played their part in achieving these results.     

The fact that, in this respect, Germany, and not France, is the odd 
man out in the euro area, in no way diminishes the validity of this 
observation. France, Germany’s main trading partner and main export 
competitor, is the country most sensitive to changes in German domestic 
demand and competitiveness. We are obviously not suggesting that a 
hypothetical “German model” be imported, not to mention the 
uncertainties over the future of wage moderation policies, or the long-
term threats to German growth, competitiveness and public finances 
brought about by accelerated aging. Nonetheless, France cannot afford 
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to let these factors of divergence go uncorrected for long, which means 
that, with respect to tax and social security policy in the broad sense of 
the term, it must resolutely opt for a balance in public finances and an 
improvement of its competitiveness, and that it must provide all 
stakeholders with a stable and predictable framework. 

Based on the specificities of the French situation, and irrespective 
of events that may affect deductions from household income or of the 
need to rethink certain tax and social system shelters that are 
insufficiently effective economically and socially, the Cour des Comptes 
suggests that a debate be initiated around the following elements: the 
areas where there is leeway for action (the scope and rate of reduced-
rate VAT, of which the less affluent households are far from being the 
main beneficiaries, taxation of energy products and transport); the 
possible uses of these areas (to further reduce deficits or to ease taxes 
and charges on labour); and, as regards the latter, the various options 
(shifting from levies on the work-related system to a universal system for 
financing public policies with respect to families, transport or housing).  

The Cour des Comptes is well aware of the fact that such a change 
would run counter to many entrenched habits and choices, and would not 
yield tangible results overnight. Therefore, a reorienting of our tax and 
social security policies around clear growth, competitiveness and deficit-
reduction objectives must secure as broad a commitment as possible from 
political, economic and social decision-makers, and must lead to a 
medium-term taxation strategy whose sustainability and continuity will 
not be called into question. That is the pre-requisite for success.
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List of Main Observations 

1. General characteristics of the countries and their tax and social 
security systems:  

− for some years, the economic trends in France and Germany, 
with regard to growth, export competitiveness and the 
unemployment rate, have been divergent. The only aspect in 
which Germany has fared worse than France has been the rise 
in inequalities;   

− the rise in unit salary costs in French industry was ten points 
higher than in German industry over the period 2000-2008; this 
trend, which was not specific to France, bridged the gap that 
existed at the beginning of the decade;  

− the situation with regard to fiscal policy is different: the 
structural deficit in France is higher than in Germany by over 
three GDP points; 

− compared with other European countries, the burden 
represented by overall taxes is high in both France and 
Germany. It has, however, had a tendency to decrease more in 
Germany than in France. The difference between the tax-to-
GDP ratio amounts to 3.5 % of GDP, and two-thirds of this 
difference is due to differences in the scope of the social 
security;  

− the consumption tax burden is comparable in the two countries. 
Since 2000, however, the trend has been divergent: downward 
in France, due in particular to the introduction of several 
reduced VAT rates, as opposed to the recent rise in Germany, 
as well as in most European countries;  

− taxation based on salaries is at a comparable level in the two 
countries, although it has been decreasing in Germany in recent 
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years, which is not the case in France. Among the different 
salary-based taxes, French companies have several that are 
pegged to the wage bill (payroll tax, transport charges and 
apprenticeship tax in particular), the amount of which has 
increased since 2000, but which do not exist in Germany;  

− taxation of capital, which has changed little since 2000 in either 
country, accounts for much of the gap between levels of taxes. 
Some taxes represent a higher burden in France (property and 
transfer taxes), whereas others have no equivalent in Germany 
(Territorial Economic Contribution and C3S for companies, 
residence tax and, to a lesser extent, ISF wealth tax to which 
households are subject);  

− environmental taxation is decreasing in both France and 
Germany, and is at any rate low when compared with the rest of 
the European Union. The difference would be even more 
marked if the statistics did not take account of the transport tax;  

− tax policies applied since 2000 have differed in France and 
Germany. Any consideration of convergence on taxation should 
take into account that the room to manoeuvre, in terms of fiscal 
policy, is not the same in both countries.  

 

2. Taxes and social contributions on household income:  

− personal income tax, as a percentage of GDP, is three times 
higher in Germany than in France (9.6 % and 2.6 % 
respectively in 2008), due to a lower tax base in France, itself 
the result of high fixed-rate deductions and costly tax 
expenditures, and of a steeper drop in the top marginal income 
tax rate in recent years.  In France, the drop in income tax has 
been paralleled, for the last twenty years or so, by an increase 
in the CSG and the CRDS, which are strictly proportional to 
income and which amount to around 4.6 % of GDP (2008);   

− social security contributions, which in Germany are funded on 
an almost equal basis by employers and employees, are marked 
in France by a much higher employers’ share (11 % of GDP as 
opposed to 4 % for employees), despite substantial exemptions 
for low salaries. In contrast to France, social contributions are 
effectively regressive in Germany, due to ceilings on the base 
and on the amounts;  

− the overall impact of these taxes and social contributions, 
despite major structural differences, on the cost of labour is 
quite similar in France and Germany, with a slightly 
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progressive tax wedge, close to 50 % in both countries. 
Regarding allowances for children, the two systems achieve 
comparable results, although in France the situation is 
somewhat more favourable for families with three or more 
children, or for high-income families.  

 

3. Taxation of wealth and assets:  

− Germany’s policy choices have resulted in a very low wealth 
tax burden, which only represents 0.85 % of its GDP (2009), in 
other words, less than half the OECD average. France’s 
position in this respect is diametrically opposed, with wealth 
taxes representing 3.41 % of its GDP, or more than twice the 
OECD average; 

− the taxation of wealth and asset ownership shows a clear 
divergence between the two countries. Germany suspended 
(wealth tax) or did away with (professional tax on capital) taxes 
on capital stock in the late 1990s, and its property taxes have 
remained low and stable over time. France, for its part, has seen 
a steep rise in revenues from property taxes, and is the only 
European Union country that continues to have a national 
wealth tax (ISF);  

− the two countries have recently enacted very similar reforms in 
the field of gift taxes, with the two-fold goal of exempting, to a 
rather large extent, small and medium property-holders, and 
facilitating the transfer of companies. The two countries’ 
practices nonetheless remain very different, as both the base 
and the rates are lower in Germany than in France;  

− lastly, the taxation of income from assets, although the overall 
yield is comparable between the two countries, is based on very 
divergent mechanisms, with a flat-rate levy in discharge almost 
everywhere in Germany, and in France scaled income tax and 
proportional social contributions, with the latter increasing in 
importance. Recent tax policy choices have led, in both 
countries, to higher taxation of capital gains. 

 

4. Corporate taxation:  

− corporate taxation has developed in different directions in the 
two countries over the last decade: Germany has greatly 
reduced the weight of its corporate tax, the rate of which fell 
from 30/40 % in 1999 to 15 % in 2008, whereas the level of 
corporate tax rate remained stable overall in France. Revenues 
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from corporate tax amounted to 0.64 % of GDP in Germany 
(the lowest figure in the EU) as opposed to 2.53 % in France. 
This observation, however, should be tempered by the fact that 
a large share of German companies are classed as partnerships; 

− Germany has a local corporate tax known as the 
Gewerbesteuer, or commercial tax, the base of which is similar 
to that of the corporate tax per se; the rate at which profit is 
taxed in Germany is, in our study, the sum of the two taxes. 
The resultant rate is slightly lower in Germany (31 %) than in 
France (34.5 %); 

− corporate tax in Germany is characterised by the search for 
neutrality, favouring a low rate and a broad base. The French 
system, on the contrary, is incentive-driven, with a higher rate 
but a narrower base. The most important corporate tax break in 
France is the R&D tax credit, which has no equivalent in 
Germany;  

− the two corporate taxation systems are, on the whole, rather 
similar, and could eventually come to have the same base;  

− France, however, has many taxes on production, the most 
important of which are the payroll tax and the transport 
charges, which together represent around 1.2 % of GDP. There 
is no equivalent to these in Germany.  

 

5. VAT:  

− VAT rates, and the share of GDP they represent, are similar 
today in both countries. This is, however, the result of a 
divergent trend over the last 20 years: downward in France; 
upward in Germany;  

− the sectors where reduced VAT rate is applied are much 
broader in France than in Germany; in particular, the restaurant 
and catering trade and labour-intensive services (building repair 
work) benefit from a reduced rate, whereas in Germany this 
measure only applies to the hotel sector; 

− alongside the reduced VAT rate, France has several exceptional 
rates (five exceptions to the normal rate and the reduced rate) 
applicable to certain activities (press and medication covered 
by the social security system are subject to a super-reduced rate 
of 2.1 %) and certain regions (Corsica, overseas départements); 

− all in all, the efficiency of French VAT in terms of yield 
appears lower than in Germany. Were France to adopt the rate 
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and scope of reduced VAT practised in Germany, the additional 
budgetary revenues would amount to €15 billion.   

 

6. Environmental taxation:  

− although France has twice failed in its efforts to introduce a 
carbon tax, Germany has been implementing a gradual reform 
of its environmental taxation since 1999. In that year, a reform 
(Ökosteuerreform) was passed, which basically consisted of an 
increase in taxes on energy products (automotive fuels in 
particular) and electricity, in order to lighten the tax burden on 
labour. The scope of this reform has gradually expanded since 
2005, with, inter alia, the establishment of new environmental 
taxes: tolls on heavy goods vehicles, air transport tax. 
Environmental taxation is thus more highly developed in 
Germany than in France;  

− when it comes to energy products, both countries have heavy 
taxes on automotive fuels, while other fuels are more lightly 
taxed than in the rest of the European Union. Automotive fuel 
tax rates, however, are higher in Germany than in France. 
Likewise, electricity consumption is taxed more heavily in 
Germany than in France;  

− Germany, like most European countries, has a tax on motor 
vehicle ownership. In France, since the abolition of the annual 
tax on privately-owned vehicles in 2001, only corporate 
passenger vehicles and the most-polluting vehicles (since 2008) 
are taxed on an annual basis. However, there are three different 
taxes paid upon vehicle registration. In all, the French system 
seems more complex, and the resulting revenues are lower, than 
in Germany. 
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Summary of Main Recommendations 

The comparison of French and German tax and social security 
systems has served to shed light, throughout this report, on ways in which 
some types of deductions may be reformed.  

In addition, the Cour des Compte’s findings include four general 
recommendations regarding tax policy as a whole:   

− conduct a systematic re-examination of the merits of each tax 
and social contribution that, beyond mandatory social security 
contributions, brings about a rise in production costs for 
companies, with special attention to taxes based on labour;  

− step up the reduction of tax and social system breaks, 
pursuant to recommendations by the Cour des Comptes and 
the Conseil des Prélèvements Obligatoires, notably in their 
recent Public Reports;  

− draft a medium-term taxation strategy, in order to provide all 
stakeholders with a predictable and sufficiently stable 
framework;  

− as part of this medium-term strategy, which must necessarily 
aim at reducing deficits and improving competitiveness: 

• begin phasing out labour-based financing of public policy 
measures that are not directly relate to the enterprise in 
favour of universal financing by society as a whole;  

• to this end utilise, in particular, the leeway derived from 
reducing tax and social contribution breaks, as well as from 
identified opportunities relating to consumption and 
environmental taxation; 
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• analyse their impact on wealth redistribution and consider, 
if appropriate, the necessary support measures, such as 
changes to the social benefits offered or a progressive tax 
scale. 

 

The comparison also led us to make two recommendations 
regarding upcoming steps for the joint work between France and 
Germany: 

− pursue and deepen the technical re-examination, on the part of 
both administrations, of the corporate tax base, with a view to 
gradual harmonisation;  

− incorporate tax policy orientations into the coordination of 
French and German economic policy, recognising the pivotal 
role played by the Franco-German Economic Council. 

Lastly, the comparison has confirmed the merits of certain 
recommendations made previously by the Cour des Comptes aimed at 
ensuring more coherent financial management for central and local 
government and social security.  

 For this management to be successful, the overall strategy must be 
enshrined in a Public Finance Programming Act that: 

− takes precedence over existing Finance Acts and Social 
Security Finance Acts; 

− contains the principle that no deficit in social security accounts 
shall be allowed. 
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Comparative Table of the Main Compulsory Deductions 

 

Tax  % of GDP 
(2009) 

Similarities Differences 

Social Contributions and Taxes on Household Income 

Income Tax 2.6 % (Fr)  

9.6 % (Ger) 

Similar taxable persons and income 

Households income splitting system and 
children are taken into account  

Much lower burden in France 

Narrower tax base (flat-rate deductions and tax expenditures) in 
France 

More progressive in  Germany 

CSG, CRDS 4,6 % (Fr)  Does not exist in Germany 

Social 
Contributions 

Employee 
Contribution : 

4.0 % (Fr) 
6.1 % (Ger) 
Employer 
Contribution : 

11 % (Fr) 
6.5 % (Ger) 

Significant proportion of social 
contributions earmarked for financing 
social protection system  

Equal apportionment in Germany, relatively greater weight of 
employer contributions in France 

Significant employer contribution exemptions for low wages and 
salaries in France  

More regressive in Germany (lower threshold for liability) 
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Taxation on Wealth and Assets 

Property Tax 0.5 % (Ger) 
1.6 % (Fr) 

Out-dated taxable bases and complex tax  Very different weight in both countries 

Wealth Tax 0.2 % (Fr)  Suspended in Germany as of 1997 

Tax Shield 0.04 % (Fr)  Does not exist in Germany 

Taxes on  Income 
from Assets 

1 % (Ger. 
Excluding 
income from 
real estate) 

1.2 % (Fr)  

Comparable overall weight In Germany, there is a now a widespread levy in discharge.  
This remains marginal in France 

Fr: Social contributions represent a significant proportion of 
all taxation on unearned wealth 

Ger: Fewer exemption provisions on taxation of income from 
savings 

Property Transfer 
Duties 

0.2 % (Ger) 
0.5 % (Fr)  

 Only affects real estate in Germany.  
It also applies to transfers of stock and business intangibles in 
France 

Inheritance and 
Gift Tax 
 

0.2 % (Ger) 
0.4 % (Fr)  

Tax pressure is mainly for inheritances of 
high-value assets  
Main residence is exempt 
Overall treatment of direct line 
inheritances are comparable 

Heavier taxation in France than Germany for indirect family 
line inheritances and those between non-relatives  
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Taxation on Businesses 

Corporate Tax 0.64 % (Ger) 

2.53 % (Fr) 

Some base tax rules are similar or 
have the same effect, such as for 
group regimes and parent-subsidiary 
regimes 

Ger: Lower rates and yield; Some rules are more favourable 
(depreciation of goodwill authorised) 

Quest for neutrality (regarding the object of the investment 
and the firms’ legal form, be they partnerships or stock 
companies)  

Fr: More tax shelters (mainly the tax credit for research); 
Loan interest deduction and profit and loss carryover regimes 
more favourable than in Germany  

Local Taxation on 
Businesses (Fr: 
taxe 
professionnelle, 
then TEC;  

Ger: 
Gewerbesteuer or 
trade tax) 

1.65 % (Ger) 

1.01 % (Fr) 

Rates are determined by local 
authorities 

Base similar to that of corporate tax in Germany; base unique 
to the TEC in France 

Corporate Tax base not deductible in Germany; Deductible in 
France 

Significant increase in revenues in Germany over 2000s; 
Decrease in France since the TEC entered into force. 

Other Taxes on 
Production 

Less than  
0.1 % (Ger) 

1.2 % (Fr) 

 Numerous taxes on production in France (the two main ones 
are payroll tax and transport charges); No equivalent in 
Germany 
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VAT 

General 
Economics of the 
Mechanism  

7 % (Fr and 
Ger)  

Similar Rates (Normal rate: 19.6 % 
in Fr. 19 % in Ger; Reduced rate: 
5.5 % in Fr., 7 % in Ger)  

Decreasing proportion of French tax revenues over last 20 
years; the opposite is true in Germany 

Reduced Rate   Fr: Extension of reduced rate since late19 90s (labour-
intensive services; hotel, café and restaurant industry) 

Ger: Narrower scope of application for reduced rates 

Special Rates   Fr: special rates for newspapers and medication reimbursed 
by the social security (2.1 %) as well as for Corsica and 
overseas départements  

Ger: No special rates 

 

Residence Tax 

 

0.7 % (Fr)  Does not exist in Germany 
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Environmental Taxation 

Duties on Energy 
Products 

Energiesteuer 
(energy tax) 

1.2  % (Fr) 

 

 

1.4  % (Ger) 

Comparable structure: High rates for 
automotive fuels and low rates for 
other fuels 

Higher rates in Germany than in France 

Fr: Taxes on 
Electricity 
Consumption  

Ger : Stromsteuer 

0.1 % (Fr) 

 

 

0.3 % (Ger) 

Significant exemptions Much higher rates in Germany than in France 

Fr: Automobile 
Taxes226  

Ger: 
Kraftfahrzeugsteue
r 

0.2 % (Fr) 

 

 

0.4 % (Ger) 

Scales are set in accordance with 
vehicles’ engine capacity and CO2 

emissions  

Ger: Single tax, very broad  

Fr: There are five taxes; only apply to vehicles that pollute the most and 
corporate passenger vehicle fleets  

 

                                                 
226 Taxes on vehicle registration fees, annual premium and a tax on corporate fleets.  
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Appendix No. 1: Letters between the President of 
the French Republic and the First President of the 

Cour des Comptes 

 

President of the French Republic 

 

     Mr Didier Migaud 

     First President, Cour des Comptes 

 

Paris, 2 August 2010 

 

Dear Sir, 

 

The economic, commercial, industrial and financial 
interdependence between France and Germany is particularly prominent. 
This applies first of all to trade: France is Germany’s leading customer, 
and its third largest supplier. This integration also characterises 
investment: 2,200 French companies operate in Germany, and account for 
400,000 jobs. In France, the number of German companies has been 
estimated at approximately 3,100, with 300,000 jobs. In addition, there 
are many industrial partnerships involving our two countries. 

The crisis we have recently weathered proves that the cornerstone 
of stability in Europe is the Franco-German partnership. Our two 
countries alone represent 49 % of total GDP in the euro area. Our growth 
is thus indispensable to a dynamic Europe.  

At a time when the integration of our economies is on the rise, and 
the factors of production are increasingly mobile, consideration must be 
given to the differences and convergences between our respective tax and 
social security systems.  

The level of compulsory tax and social contributions is similar in 
France and Germany: 42.8 % and 39.5 % of GDP respectively. These 
aggregate figures, however, mask contrasting realities. At any rate, fiscal 
convergence is essential to economic integration and the deepening of the 
European internal market. 
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It is against this backdrop that I wish to entrust you with a mission, 
to be carried out in cooperation with the Bundesfinanzakademie, aimed at 
taking stock of the French and German fiscal systems, in order better to 
prepare our governments to take decisions with a view to furthering 
convergence on taxation, both in the field of corporate and of individual 
taxation.  

The scope of your study is to comprise all compulsory tax and 
social contributions, and their economic impact on private individuals and 
on companies. 

With regard to corporate taxation, your analysis may cover, inter 
alia, the differences between the bases for our two corporate tax systems, 
and their impact on the competitiveness of our enterprises. For your 
comparison, you may draw on research conducted in the framework of 
the European Common Consolidated Corporate Tax Base project. 

With respect to taxation of private individuals, special attention 
should be devoted to the overall coherence of our income and wealth tax 
systems. 

Special attention is also to be paid to a comparative analysis of 
environmental taxation in our two countries. 

In order to accomplish your mission, you may set up a working 
group comprising members of the Cour des Comptes, but also external 
personalities (economists, tax experts). 

I should like your final report to be ready by the end of 2010. 
However, in order to inform our government’s decisions, I would 
appreciate it if you could transmit an interim report from your working 
group to me by the end of September. 

 

Yours sincerely. 

 

Nicolas Sarkozy 
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Cour des Comptes 

First President 

 

 

 

Paris, 13 September 2010 

 

Mr President of the French Republic, 

 

In your letter dated 2 August 2010, you informed me of your wish 
to see the Cour des Comptes conduct a comparative study of the French 
and German tax and social security systems, covering differences and 
possible avenues of convergence, if deemed appropriate by each 
government, with respect to both corporate and individual taxation.  

In view of the subject’s great importance, I have decided, 
following the procedure adopted in response to your letter dated 6 
February 2009 regarding public aid to credit institutions, to include this 
project in the Cour des Comptes’ programme of work, and I have taken 
appropriate procedural measures to ensure that it will be carried out as 
effectively as possible.  

Upon initial scrutiny, it appears that a comparison of the two 
systems, and a more thorough analysis of certain components thereof, 
require a prior global assessment of all compulsory tax and social 
contributions, given their interdependence and interactions. Thus, the 
interim report you have requested shall specify the matters to be 
examined, the work to be accomplished and the method used. The 
preparation of the interim report, which should be available mid-October, 
will involve consultations with a group of external experts, tax 
professionals and economists. The group’s composition will reflect a 
diversity of potential approaches, in order to draw on a broad range of 
expertise. The project will, of course, draw upon the work recently 
accomplished by the Conseil des Prélèvements Obligatoires (CPO), with 
which we have established the appropriate contacts.   

With regard to our German interlocutors, I have taken due note of 
the role of the German Federal Ministry of Finance, to which the 
Bundesfinanzakademie reports, and it is in our clear interest to facilitate 
contact and joint work with them.  
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Although the breadth of the project, its international dimension, the 
large number of consultations to be held and the need to comply with the 
Cour des Comptes’ procedures with regard to right of rebuttal and 
publicity mean that the end-of-December deadline for submission of the 
final report is probably unrealistic, every effort will be made for this to 
take place in the early weeks of 2011.  

 

Yours sincerely. 

 

Didier Migaud 
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Appendix No. 2: Working group members 

The Cour des Comptes has established a 16-member working 
group made up of lawyers, economists and business leaders. These 
experts have special knowledge about economic and tax issues, as well as 
German tax law. The members are: 

− Michel Aujean- tax specialist, and partner in TAJ law firm; 
former Director of Tax Analysis and Policy at the European 
Commission 

− Stéphane Austry- partner, CMS Francis Lefèbvre; former 
member of the Conseil d’Etat (Council of State)  

− Robert Baconnier- Chairman, ANSA - French association of 
joint-stock companies, former Director General of the French 
tax authority  

− Agnès Benassy-Quéré- Director, Centre d'Études Prospectives et 
d'Informations Internationales 

− Christian de Boissieu- President, Conseil d'Analyse Économique 

− François Bourguignon- Director, École d’économie de Paris 
(Paris School of Economics), Former Chief Economist and 
Vice-President of the World Bank  

− François Calvarin- CEO of Souriau, an industrial firm with a 
strong presence in Germany  

− Catherine Démier- Conseiller Maître at the Cour des Comptes; 
Secretary General, Conseil des Prélèvements Obligatoires  

− Daniel Gutmann- Professor of Law, Université Paris I, a tax 
law specialist  

− Daniel Hager- Chairman of the Executive Board, Hager, an 
industrial firm with a strong presence in Germany  

− Jean-Hervé Lorenzi- President, Cercle des Economistes  

− Francis Niss- Chairman, Liebherr Aerospace, a German 
company operating in France 

− Patrick Suet- Corporate Secretary, Société Générale  

− Michel Taly- Partner, Arsène Taxand law firm; former head of 
the Tax Legislation Department  
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− Philippe Trainar- Economist, Chief Risk Officer for 
SCOR Group 

− Christian Valenduc- Senior Advisor, Studies Department of the 
Belgian Ministry of Finance; member, OECD Tax Policy 
Analysis Group  

This working group was chaired by Didier Migaud, the First 
President of the Cour des Comptes. He was appointed by Christian 
Babusiaux, President of the First Chamber of the Court and of the Inter-
Chamber Unit, which was formed for the purposes of producing the 
comparative assessment.   
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Appendix No. 3: List of Persons Interviewed 

 

1) Experts heard by the Inter-Chamber Unit: 

Marie-Christine COISNE-ROQUETTE, Chairperson, Taxation 
Committee; Michel GUILBAUD, Managing Director; Marie-Pascale 
ANTONI, Director of Social Affairs for Mouvement des Entreprises de 
France (MEDEF). 

Jean-Philippe COTIS, Director-General, INSEE. 

Ramon FERNANDEZ, Managing Director; Philippe GUDIN de 
VALLERIN, Director, Macroeconomic Policy and European Affairs 
Department; Michel HOUDEBINE, Director, Public Policy Department, 
French Treasury (DGT). 

Philippe LE CLÉZIO, Confederate Secretary in charge of Funding 
Social Insurance and Taxation; Véronique DESCACQ, National 
Secretary in charge of the Economy for the Confédération Française 
Démocratique du Travail (CFDT). 

Marie-Christine LEPETIT, Director of tax legislation; Irène 
GRENET, E2 (International Comparisons) Office Manager, Directorate 
for Tax Legislation (DLF). 

Maurice LÉVY, President; Alexandre TESSIER, Director General; 
Stéphanie ROBERT, Tax Director; François SOULMAGNON, Director; 
Pierre-Aymery CLARKE de DROMANTIN, Project Manager for Social 
Affairs, Association Française des Entreprises Privées (AFEP). 

Nasser MANSOURI GUILANI, Advisor to the Secretary General; 
Patricia TÉJAS, Secretary General of the Federation of Finances; Michel 
FONTAINE, Member of the General Directorate for the Federation of 
Finances, Confédération Générale du Travail (CGT). 

Gert MUELLER-GATERMANN, Director; Sabine SYDOW; 
Kerstin FRIEDHEIM, Federal Ministry of Finances (Germany). 

Pascal PAVAGEAU, Confederate Secretary; Sophie TASQUÉ, 
Sébastien DUPUCH and Philippe GUIMARD, Confederate Assistants, 
Force Ouvrière (FO). 

Thomas PIKETTY, Professor, Paris School of Economics. 
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Jean-François ROUBAUD, President; Jean-Eudes du MESNIL du 
BUISSON, Secretary General; Gérard ORSINI, Chairman, Legal and Tax 
Commission; Pascal LABET, Director, Economic and Tax Affairs, 
Confédération Générale des Petites et Moyennes Entreprises (CGPME). 

During a seminar on public finances held on February 14, the 
Court was also able to call upon the expertise of members of the der 
Sachverständigenrat- the German Council of Economic Experts - and 
representatives of the Conseil d'Analyse Économique (CAE): 

Dr. Wolfgang FRANZ, Chairman, German Council of Economic 
Experts; 

Dr. Lars FELD, Member, German Council of Economic Experts; 

Dr. Jens CLAUSEN, Secretary General; Dr. Malte HÜBNER, 
Dominik RUMPF, Members of the of the German Council of Economic 
Experts Advisory Council; 

Christian de BOISSIEU, Deputy Chairman, Conseil d'Analyse 
Économique; 

Gilbert CETTE, Member, Conseil d'Analyse Économique. 

 

 

2) Persons consulted: 

Souazic AMBROSI, Fiscal Director, Siemens. 

Michel AVRILLIER, CFO, DURAVIT SA. 

Jérôme BARRE, Nicolas BOURGEOIS, Lawyers, FRANKLIN 
law firm. 

Alain BASSIERE, Tax Director, Saint-Gobain. 

Marie-Odile BECKER, Director of Development, ATRYA SAS 
(TRYBA Group). 

Jean-Luc BIACABE, Director of Economic Studies, Paris 
Chamber of Commerce. 

Christine BOUVIER, Tax Director, Allianz. 

Max-André DELANNOY, Deputy Director of Energy Markets and 
Social Affairs, Directorate General for Energy and Climate (DGEC). 
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Jean-Marie DEMANGE, Minister-Counsellor for Economic and 
Financial Affairs; Xavier LUQUET, Counsellor for Social Affairs; 
Laurence SIMON-MICHEL, Tax Attaché, French Embassy in Berlin. 

Michel DIDIER, President; Denis FERRAND, General Director; 
Gilles KOLEDA, Academic Director, Coe-Rexecode. 

Michel GILLET, Tax Director, Vinci. 

Stéphane GUENE, Deputy Director for Public Finances; Stéphane 
LHERMITTE, Director of the Tax Studies Office, DGT. 

Catherine HENTON, Tax Director, Sanofi. 

Jacques LE CACHEUX, Professor, University of Pau, Director of 
the Economic Research Department, Observatoire français des 
conjonctures économiques (OFCE). 

Alain LAMASSOURE, Chair, Committee on Budgetary Control, 
European Parliament. 

Dominique LIBAULT, Director of Social Security; Laurent 
CAUSSAT, Deputy Director of Financial Forecasting and Research; 
Stéphanie CHORT, Project Manager, Social Security. 

Vincent MARCUS, Head of Tax Policy and Economic 
Instruments, General Commission for Sustainable Development. 

Rudolf MELLINGHOFF, Judge, German Constitutional Court. 

Jeffrey OWENS, Director, Centre for Tax Policy and 
Administration; Pascal SAINT-AMANS, Head of the Global Forum 
Division on Transparency and Exchange of Information for Tax 
Purposes, OCDE 

John PALACIN, Head of Sectoral Policies and Transaction Taxes 
Office, DLF 

Isabelle PEROZ, Head of Energy and Environmental Taxation, and 
Budgeting, DGDDI. 

Patrice POULIGUEN, Tax Director, BNPP. 

Charles RAHM, Chief Accountant, SIDEL-CONVEYING SAS. 

Roland RAYAR, Tax Director, Bosch. 

Luc ROUSSEAU, Director General, Competitiveness, Industry 
and Services (DGCIS). 

 

 

                                                        Cour des comptes 
              Taxes and social contributions in France and in Germany – march 2011 
   13, rue Cambon 75100 PARIS CEDEX 01 – tel : 01 42 98 95 00 – www.ccomptes.fr



APPENDICES 274

Frédéric  SAINT-GEOURS, President;  Jean-François  PILLIARD, 
Managing Director, Union des industries et des métiers de la métallurgie 
(UIMM).

Reinhard  SCHÄFERS,  German  Ambassador  to  France;  Detlef 
WEIGEL,  Plenipotentiary  Minister;  Thomas  WRIESSNIG,  Minister, 
Director of the German Embassy’s Economics Department; Kai DADE, 
Customs and Tax Attaché.

Kurt SCHLOTTHAUER, CEO, Coffra.

Henri  STERDYNIAK,  Associate  Professor,  Université  Paris  
Dauphine,  Director, Economics of  Globalisation Department,  Research 
Centre for Economics (OFCE).

Xavier  TIMBEAU,  Director,  Analysis  and  Forecasting 
Department, OFCE.

Henry UHRING, Technical Advisor for Franco-German Economic 
Relations; Michel LAINE, former Deputy Director-General for Taxation.

Jacky UTZ, Director of Accounting, LIDL FRANCE.

Philippe VARIN, Chairman of the Executive Board; Jean-Claude 
HANUS, Corporate Secretary, PSA Peugeot Citroën.
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Appendix No. 4: Distribution of Taxes and Social 
Contribution s between Households and Business 

It is difficult to determine the respective shares of social 
contributions paid by households and by businesses, especially as this 
distribution does not take into account economic stakeholders’ 
opportunities to pass on the actual burden of tax to another operator. 
Several methodological challenges arise.  

First of all, this distinction raises the issue the treatment of sole 
proprietor businesses. They are subjected to the personal income tax 
regime in spite of their income arising from business activity. As a result, 
revenue from income tax must be broken down between households and 
businesses. This can only be done on the basis of hypotheses and 
estimates. The comparison may, for example, be biased due to sole 
proprietor businesses in Germany: the tax statistics enable a distinction to 
be drawn between income tax withheld at source (the equivalent of 
deductions levied on wages and salaries in France) and income tax paid 
on assessed earnings (the equivalent of business and professional profits 
in France). It is impossible, however, to determine from these statistics 
whether a German entrepreneur pays him/herself a salary or declares his 
earnings as self-employed earnings. It is thus difficult to accurately gauge 
the real tax burden on these people without relying on tenuous 
hypotheses.  

Secondly – and more importantly – to pinpoint exactly which 
stakeholders are shouldering the tax burden, one would have to analyse, 
for each levy, the taxpayer’s capacity to pass the burden on to a third 
party. Technically, this would mean – depending on the comparative 
elasticity of supply and demand – testing the extent to which businesses, 
for each tax or contribution, can adjust their prices or the salaries they pay 
out in order to pass on the cost of that tax or contribution to consumers or 
employees. Finally, to be truly comprehensive, said analysis should also 
include interactions (and therefore comparative elasticity) with the rest of 
the world, and with public administrations. 

A task of this magnitude could not be undertaken for the purposes 
of this comparative assessment of the tax systems in the two countries. 
Purely as an indication, we attempted to measure this feature on the basis 
of the following assumptions:  
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− VAT and excise duties (on tobacco, alcohol and energy 
products) are paid by households; 

− household income tax includes taxation of both earned 
employment income and income from transferable securities. In 
France, the CSG and the CRDS are included;  

− corporate income tax includes taxation of profits and income 
from transferable securities as well as special contributions in 
France (social tax on corporate profits, levy on insurance 
companies and oil companies’ earnings);  

− as is the case with French national accounting practices, sole 
proprietor entrepreneurs are counted as households.  

− employer contributions are assumed to be paid by businesses 
whereas employee contributions are assumed to be paid by 
households.  

− imputed social contributions are considered to be employer 
contributions. 

− in Germany, households pay 40 % of real estate taxes and 
businesses pay 60 % whereas these proportions are reversed in 
France; 

− as regards registration taxes in France and real estate transfer 
duties in Germany, it is estimated that households pay 80 % 
and businesses pay 20 % 

− statutory taxes and contributions that generate revenues of less 
than €1 billion are not reclassified.227 

− unpaid taxes and contributions (estimated to be 0.2 % of GDP 
in France) are not taken into account. 

 

 

                                                 
227 Eurostat’s classification does not make a distinction between contributions levied 
from households or from businesses. For example, French vehicle registration fees, 
paid chiefly by households, are accounted under an aggregate figure that is 
overwhelmingly made up of levies paid exclusively by businesses. As this revenue is 
a very small percentage of overall taxes and contributions (€394 million in 2008), it is 
not reclassified.  
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Appendix No. 5: Taxes and Contributions on Assets 

The Main Incentive Schemes in France Applied to 
Income from Assets 

 

1) Total tax exemption of regulated savings  

Regulated savings – which have no equivalent in Germany – have 
pride of place in French households’ financial assets. In March 2010 (the 
most recent statistics released by the Banque de France), the total balance 
of savings plans such as the livret A, livret bleu, livret jeune, livret 
d’épargne populaire and livret de développement durable came to €315.9 
billion, i.e. more than 8 % of the aggregate financial assets of French 
households at the end of 2009 (€3,763.6 billion - Source: INSEE).  

Income from regulated savings is fully exempt, both in respect of 
income tax and social contributions. In 2010, this amounted to a total tax 
expenditure of €975 million (€375 million for income tax and €600 
million for social contributions – Sources: 2011 draft budget and Social 
Security Appropriations Bill). 

2) Tax mechanisms that encourage housing savings  

The German equivalents to French housing savings plans are the 
home ownership savings contracts (whose total value was approximately 
€745 billion in 2008). Until 2005, these contracts also came with a home 
ownership allowance in the form of a lump-sum income tax deduction, 
representing a fiscal cost of €6.8 billion in 2005 (including €2.9 billion 
from the federal budget). Other than this public subsidy, which was 
eliminated in January 2006, no further tax incentive initiatives are either 
granted or planned.  

Conversely, in France, taxation is used as a lever to encourage 
long-term savings for the purpose of purchasing housing. In practice, 
interest and savings allowances paid to the holders of a housing savings 
account or plan are exempted from income tax (only for the first 12 years 
for interest earned on the PEL savings plans). Nevertheless, they are 
subject to social contributions at the rate of 12.1 %. It is estimated that 
these tax concessions represent an income tax revenue cost of €440 
million in 2010 (source: 2011 draft budget). 

3) Incentive schemes to promote mass shareholding 

Shareholding is not a tradition in Germany (fewer than 7 % of 
households invest in securities), and there is no particular tax incentive in 
favour of shareholding, whether directly or through mutual funds. In 
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France, on the other hand, where 19.3 % of households own securities 
(source: INSEE – November 2010), several tax incentives are to be 
found. The abovementioned figure from 2010 is considerably lower than 
the 24.2 % reported in 2004 as a result of disenchantment in the wake of 
the financial crisis. 

Ranking foremost, naturally, are the rules on dividend allowances, 
the overall annual disposal threshold for capital gains taxation, and total 
exemption of capital gains on assets held for eight years.  

These incentives also apply to equity savings plans (which have no 
equivalent in Germany), which allow people to create a tax-exempt share 
portfolio (as long as amounts paid in are less than €132,000 per annum 
for individuals and €234,000 for couples). Provided no withdrawals are 
made throughout the duration of the plan (eight years), dividends and 
capital gains on disposals are exempt from income tax if reinvested in the 
equity savings plan (furthermore, disposals within the equity savings plan 
are not considered for the calculation of the annual transfer threshold). As 
for social contributions, these are charged to net gains made on partial 
withdrawals and upon closure of the plan. In aggregate, these particular 
tax provisions amount to an estimated cost of approximately €315 million 
in 2010 in respect of income tax (source: 2011 draft budget). 

4) Tax relief related to employee savings 

In Germany, employee savings are encouraged by means of a 
savings allowance of either 9 % or 20 % of the amount saved, depending 
on the case, up to an overall amount of €400 or €470 per year. This 
measure cost approximately €260 million in 2008 (including €110 million 
from the federal government’s revenue). Moreover, a new provision 
entered into force on 1 April 2009, granting full tax exemption to any 
distribution of bonus or discounted shares, up to a ceiling of €360, per 
employee per year.  

France offers several forms of tax relief that encourage employee 
savings. They range from income tax exemption of sums paid into profit 
sharing and shareholding schemes (subject to conditions), as well as of 
additional corporate funding of employee savings. The total estimated 
cost of these measures for 2010 is €1.4 billion. The estimated costs of 
income tax exemptions on income stemming from employee savings and 
from gains from disposals of securities acquired under these kinds of 
schemes (profit-sharing, employee savings and employee shareholding) 
in 2010 were €300 million and €100 million, respectively. 
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Taxation of Income from Real Property 
 

(Excerpt from the report Le patrimoine des ménages, 
Conseil des Prélèvements Obligatoires – March 2009) 

 

 GERMANY FRANCE 

Real 
Property 
Income 

Taxation 
Method 

Taxes income from 
real property 
according to a 
progressive income 
tax scale (max. rate of  
47.47 %). 

 

Taxes income from 
real property 
according to a 
progressive income 
tax scale (max. rate of  
40 %).  
 
A simplified scheme 
is applied for income 
under €15,000 
(micro-real estate tax) 

Deductible 
Costs 

(excluding 
interest) 

Amount of actual 
costs needed to 
guarantee or maintain 
the income.  

 

Amount of actual 
costs 

(Micro-real estate tax 
= flat rate allowance 
of 30 % of income) 

Interest on 
Loans 

Unlimited 
deductibility 

 
Deductible 

Depreciation 
of the 

Purchase or 
Construction 

Price  

Straight-line 
depreciation of built 
property over 50 
years (2 % per 
year)228. 

- Depreciation for 

The purchase price is 
not subject to 
depreciation nor is it 
deductible (for 
income tax, in the 
category of income 
from real property, 

                                                 
228 Dwellings acquired or built between 1 January 2004 and 31 December 2005 
benefit from a depreciation rate of 4 % (over 9 years), 2.5 % (over 8 years), then 
1.25 % (over 32 years), excluding land. 
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acquisition of social 
housing229: 10 % (5 
years) then 7 % (5 
years) and 3.33 % 
(per year) on the 
remaining value, not 
including land 

but depreciation is 
possible under 
corporate tax or taxes 
on business profits  

Treatment 
of Property 

Deficits 

 
Can be unrestrictedly 
offset against overall 
income. The non-
imputable balance can 
be carried back to 
previous year’s 
income, up to a limit 
of €511,500230, and 
then carried forward 
to income in the 
following years 
without time limit, but 
subject to certain 
conditions231. 

 
Deficits can be offset 
against income from 
real property for the 
following 10 years. 

                                                                                                         
229 Owners commit to renting for at least ten years and applying certain rental rates. 
Länder have authority to set these ceilings. 
230 Double for a married couple  
231 This is in accordance with the overall deficit treatment regime; it is not unique to 
real property deficits. 
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Tax Regime for Life Insurance Policies and 

Annuities in Germany  
 

(Excerpt from the report Le patrimoine des ménages 
Conseil des Prélèvements Obligatoires – March 2009) 

 
 

 

TAX RELIEF ON 
CONTRIBUTIONS PAID 

IN  
ANNUITIES PAID OUT ENDOWMENT 

PAID OUT 

GER 

Life insurance 

- Policies taken out before 
1 January 2005 

 Premiums deductible up 
to a certain ceiling232 for 
up to €2,400 in annual 
costs. Double for a 
married couple. 
Maximum duration of 
policies: 12 years. 

Policies taken out after 1 
January 2005 

No deduction for life 
insurance premiums on 

taxable income.  

Annuity in return for 
payment 

No tax relief 

Retirement insurance:  
Deduction of 64 % in 

2007 (66 % in 2008) of 
amounts paid in up to 
€20,000 (single) or 

For life insurance 
policies and annuities 
in return for payment  

 

Capitalised income is 
taxed for the 

annuitant’s remaining 
lifetime at a fixed rate 
that decreases with the 
annuitant’s age upon 
contract maturity. For 

instance: If the 
beneficiary is 65 years 
old when he/she starts 
to receive annuities, an 

IT rate of 18 % is 
applied. If the person is 
97 years old, the rate is 

1 %. 
 

Retirement insurance: 
 54 % of the pension in 
2007 (56 % in 2008) is 
taxed according to the 
standard IT scale234. 

Life insurance 

- Policies taken out 
before 1 January 

2005 

Amount paid is 
completely exempt 

if the policy 
duration is at least 

12 years. Otherwise, 
it is taxed according 
to the standard IT 

scale.  

- Policies taken out 
after 1 January 2005 

Provisional 
withholding tax of 

26.37 %. Then 
taxed according to 

the standard income 
tax scale minus the 

tax withheld.  

Exception if the 
policyholder is 

older than 60* and 
if the contract is 

> 12 years 
50 % allowance on 
capitalised amounts 

                                                 
232 This also includes, in addition to the life insurance premiums paid, contributions to 
health insurance, accidents, and old age schemes. 
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TAX RELIEF ON 
CONTRIBUTIONS PAID 

IN  
ANNUITIES PAID OUT ENDOWMENT 

PAID OUT 

€40,000 (married 
couples)233. 

Payments must not be 
made to insured before 

he/she reaches the age of 
60. 

(difference between 
the amount of 

capital received and 
the cost of the 

policy (premiums 
paid, misc. fees) 

*upon payment of 
endowment 

Purchased life 
annuities: Not 

applicable 

Life insurance: No 
lump-sum payments 
(cannot be assigned 

or capitalised). 

 
 

                                                                                                         
233 This is a new retirement insurance plan that began in 2005. Premium deductibility 
increases progressively (2 points per year until 2020, then 1 point thereafter). They 
will be fully deductible from 2025. In parallel, the proportion of the pension that is 
taxable increases by 2 points per year too (fully taxable as of 2004). 
234  
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Exemptions on Gains from Business Assets in 
France 

 
(Excerpt f rom the report Entreprises et niches  

fiscales et sociales, 
Conseil des Prélèvements Obligatoires - October 2010) 

 

 
Number 

 
Article 

 
Transaction 

 
Discontinued 

 
Cost 

 

190204 

 

151 (7) 

 

Assignments of small 
businesses 

 

2009 

 

€150 
million 

 

190203 and 
190206 

 

41 and 151 
(9) 

 
Gifts of individually-owned 
businesses or shares in 
partnerships  

 

2009 

 

€30 million 

 

150709 

 

150-0 A-I-3 
(ex 160) 

 
Assignment of ownership 
rights between members a 
family  

 

n.a 

 

n.a. 

 

190208 

 

151 (7) A 

 
Assignment for valuable 
consideration upon 
retirement of a sole 
proprietor business  

 

n.a. 

 

€170 
million 

 

150515 

 

150-0 D (2) 
and 150-0 D 
(3) 

 
Disposal of shares in 
companies subject to 
corporate tax upon 
director’s retirement  

 

n.a. 

 

€300 
million 

 

210319 

 

238 (15) 

 
Assignment of sole 
proprietor businesses or 
entire branches of activity  

 

2009 

 

€100 
million 

 

190209 

 

151 (7) B 
and C 

 
Allowance on capital gains 
from real property 

 

2009 

 

€25 million 

Source: “Voies et Moyens” Volume II, PLF 2010 
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Inheritance/Gift Tax  
in France and Germany 

 

1) New Deductions as Applied in the Two Countries: 

Germany (since 2009) 

− the individual deduction for spouse or surviving partner (Group 
I) has gone from €307,000 to €500,000. An additional non-
taxable allowance of €256,000 (less, where applicable, the 
capitalised value of pension rights) is granted to the surviving 
spouse bringing the overall individual deduction to €756,000;  

− the individual deduction granted to legitimate children or 
illegitimate children (Group I) has gone from €205,000 to 
€400,000 per share in the estate. There is an additional 
allowance for children under 28, which decreases with age 
(€52,000 for a child aged 5 and €10,300 for a child aged 27); 

− the individual deduction for grandchildren has increased from 
€51,000 to €200,000 per inheritance share; 

− the individual deduction for Group II (see below– in particular, 
nephews and nieces, former spouses (divorced) has gone from 
€10,300 to €20,000 per share in the estate; 

− finally, the allowance for Group III beneficiaries (other entitled 
persons) has gone from €5,200 to €20,000. 

 

France (Since the TEPA act for the promotion of labour, 
employment and purchasing power dated 21 August 2007) 

− for direct line heirs (surviving children and parents): a new 
deduction of €150,000 per heir (€156,974 in 2010) applies. 
Previously, a €50,000 deduction per share in the estate was 
allowed plus an overall allowance of €50,000 to be divided 
between the spouse and children or parents; 

− for inheritances between siblings: the individual deduction went 
up to €15,000 (€15,697 in 2010) from €5,000 before the TEPA 
act;  

− for assets transferred to persons who are unable to work 
because of a disability – regardless of their relationship with the 
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deceased – the deduction is €150,000 (€156,974 in 2010) 
versus €50,000 before. 

–  for inheritances between nieces and nephews, the deduction 
was increased from €1,500 to €7,500 (€7,849 in 2010). 

– for anyone not qualifying for any of the allowances above, 
there is a general allowance of € 1,500 (€1,570 in 2010). 

 

2) Tax Brackets and Rates: 

Between Spouses or Partners 

(In net taxable shares –2010 values for France) 

 Germany France 
Gifts Brackets for “Group I”: 

Up to €75,000: 7 % 
Up to €300,000: 11 % 
Up to €600,000: 15 % 
Up to €6 million: 19 % 
Up to €13 million: 23 % 
Up to €26 million: 27 % 
Over €26 million: 30 %  
 

 
Up to €7,953: 5 % 
€7,953-€15,697: 10 % 
€15,967-€31,395€: 15 % 
€31,395-€544,173: 20 % 
€544,173-€889,514: 30 % 
€889,514-€1,779,029: 35 % 
Over €1,779,029: 40 % 

Inheritances Same as for gifts Completely exempt 
NB: In Germany, only spouses are included in Group I.  
Same-sex partners who have entered into a civil union are recognised, but are classified in 
Group III (see below). 
 

Direct Line Heirs 

 (In net taxable shares –2010 values for France) 

 Germany 
 

France 

Gifts Bracket for “Group I”: 
Up to €75,000: 7 % 
Up to €300,000: 11 % 
Up to €600,000: 15 % 
Up to €6 million: 19 % 
Up to €13 million: 23 % 
Up to €26 million: 27 % 
Over €26 million: 30 %  
 

 
Up to €7,953: 5 % 
€7,953-€11,930: 10 % 
€11,930-€15,697: 15 % 
€15,697-€544,173: 20 % 
€544,173-€889,514: 30 % 
€889,514-€1,779,029: 35 % 
Over €1,779,029: 40 % 

Inheritances Same as for gifts Same as for gifts 
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In the Collateral Line and between Non-relatives 

(In net taxable shares –2010 values for France) 

 Germany 
 

France 

 Group II (1) Group III (2)  
Gifts Up to €75,000: 15 % 

Up to €300,000: 
20 % 
Up to €600,000: 
25 % 
Up to €6 million: 
30 % 
Up to €13 million: 
35 % 
Up to €26 million: 
40 % 
Over € 26 million: 
43 %  
 

Up to €6 
million: 30 % 
Over: 50 %  
 

Between siblings: 
Up to €24,069: 35 % 
Over: 45 % 
 
Between kin 4 times 
removed:  
55 % on the total 
 
Between non-
relatives: 60 % of the 
total 

Inheritances Same as for gifts 
 

Same as for gifts 

(1) Group II: siblings, nieces and nephews, in-laws and divorced spouses  
(2) Group III: other entitled persons (including same-sex partners) 

 

3) Detailed Analysis of Duties Paid in Both Countries:  

Breakdown According to Size of Estate Transferred 

The situation was as follows for Germany in 2008 (last full year 
for which data is available): 

 

(In € millions - 2008 data relating only to inheritances/gifts involving 
taxpayers residing in Germany with “unlimited” tax obligations. Figures 
are broken down into brackets of estate values.) 
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 Inheritances Donations 

 Total 
Number of 
Inheritances 

Number of 
Inheritances 

Taxed 

Net Assets 
Received 

Duties 
Paid 

Total 
Amount 

of 
Donations 

Number 
of Taxed 
Donations 

Net Assets 
Received 

Duties 
Paid 

Less than €10,000  35,642 34,895 166 23 8,694 8,060 40 4 
€10,000-€50,000  53,469 53,353 1,370 183 17,206 16,970 465 51 
€50,000-€100,000 21,052 20,986 1,495 251 7,719 7,595 549 71 
€100,000-€200,000  15,198 15,160 2,145 356 6,161 6,017 877 103 
€200,000-€300,000  5,964 5,943 1,451 239 2,908 2,821 707 75 
€300,000-€500,000  4,459 4,435 1,705 325 2,285 2,214 882 107 
€500,000-
€2,500,000 

4,317 4,291 4,131 837 3,212 3,071 3,397 385 

€2,500,000-
€5,000,000 

325 324 1,098 192 497 463 1,736 138 

Over €5,000,000 227 224 3,906 813 392 383 6,838 531 
TOTAL 140,653 139,611 17,470 3,223 49,074 47,594 15,496 1,468 

Source : Office German des statistiques 
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What is apparent from this data – which came out before the new 
legislation in 2009 – is that 89 % of inheritances in 2008 related to 
estates worth less than €200,000 that accounted for only 29.6 % of net 
assets inherited and 25 % of aggregate duties paid. Similarly, 84 % of all 
gifts were for values of less than €200,000 but accounted for only 12.5 % 
of the overall value of gifts transferred and 15.5 % of aggregate duties 
paid. 

Following the introduction of the new exemption and deduction 
rules in 2009, many inheritances and gifts relating to small estates are no 
longer taxable in Germany. 

In France, brackets are broken down in such a manner (see above) 
that there is de facto a fairly large concentration of net taxable wealth in 
the 20 % marginal rate bracket due to its breadth (€15,697- €544,173 in 
2010 values). This bracket represents 31.3 % of the net taxable value of 
estates and 46.3 % of net taxable gifts in 2009. 

Nevertheless, it can be seen that – as in Germany – the tax burden 
rests mostly on inheritances of large estates. Therefore, just under 45 % 
of net taxable value of estates (which account for more than 65 % of 
duties paid) is taxed at a marginal rate of 45 % or higher.  

(In € million – 2009 data) 
 Inherita nces Gifts 

Marginal 
Bracket Rate 

Net Taxable Value 
of Estate 

Duties 
Net Taxable Value 

of Estate 
Duties 

0 214 - - 2 

5 44 2 23 1 

10 57 3 24 1 

15 37 3 31 2 
20 6,227 1,150 1,766 195 
30 1,262 276 438 45 

35 1,801 498 433 47 

40 1,302 449 588 104 

45 4,389 1,895 92 25 

50 13 7   

55 2,295 1,258 201 85 

60 2,225 1,333 215 94 

Total 19,867 6,873 3,811 601 

Source: DGFiP 
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Breakdown According to Kinship 

The available data for duties paid by family members in Germany 
is as follows:  

(In € millions - 2008 data relating to inheritances/gifts pertaining only to taxpayers 
residing in Germany with “unlimited” tax obligations)
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 Inheritances Donations 

 Total 
Number 

Net Assets 
Received 

Duties 
Paid 

Average 
Rate 

Total 
Number 

Net Assets 
Received 

Duties 
Paid 

Average 
Rate 

Group I 23,367 10,012 1,643 16.4  % 21,669 13,530 1,154 8.5  % 

Group II 59,566 3,948 710 18 % 15,251 1,097 157 14.3  % 

Group III 57,720 3,509 870 24.8  % 12,154 868 155 17.8  % 

TOTAL 140,653 17,470 3,223 18.4  % 49,074 15,496 1,468 9.5  % 

Source: German Statistics Office 
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In France, the Conseil des Prélèvements Obligatoires made the following observations about 
inheritances and gifts (respectively) in its March 2009 report: 

(In € millions - 2009 inheritance data) 

 
 

Net Taxable Value of Inherited Estate  
 

Duties   Average Rate 

Total 19,867 6 873 34.6 % 
Spouses 120 29 24.2 % 
Direct Line Heirs 10,373 2 272 21.9 % 
 Collateral Line Heirs /Others 9,374 4 572 48.8 % 

Source: DGFiP 

 

(In € millions - 2009 gifts data) 

 
 

Net Taxable Wealth Received  
 

Duties   Average Rate 

Total 3,811 601 15.8 % 
Spouses 124 11 8.9 % 
Direct Line Heirs 3,170 384 12.1 % 
Collateral Line Heirs 
/Others 

517 
206 39.8 % 

Source: DGFiP 

It is important to point out that the data for Germany precedes the 2009 reforms. What one can 
note for both inheritances and gifts is:  

 

–   average overall rates are higher in France than in Germany  

− average rates for inheritances/gifts to direct line heirs are more or less the same, or slightly lower 
in France. There is a bigger difference between rates for collateral line heirs and non-relatives.  

This difference will diminish de facto as a result of the increase in the scale of rates applied to 
groups II and III in Germany under the tax reform that came into force in 2009. 
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Appendix No. 6: Corporate Taxation  

Corporate Tax: A Comparison of the Tax Base Rules in France and Germany 

 

                                                 
235 75.83 % for goods acquired between 04/12/2008 and 31/12/2009.  

French Rule German Rule 

Territoriality  

Only profits and losses earned in France 
are taxable. 

 

 

Businesses based in Germany are taxed 
on their worldwide profits. Those not 
based in Germany are only taxed on 
their German sources of income.  

Deficit Carryover  

3 years back, unlimited forward  Deficits up to €511,500 can be carried 
back a year. Deficits up to €1 million 
can be brought forward for an 
unlimited amount of time. Beyond that 
amount, 60 % can be carried over each 
year (minimum taxation of profits). 

Depreciation Provisions 

Linear depreciation for all assets 
possible on an individual basis. The 
depreciation rate for buildings varies 
from 1- 5 %.  

The maximum accelerated depreciation 
rate is higher than that of our European 
counterparts, standing at 41.67 % (goods 
with a 3-year useful life)235. 

There are significantly more cases of 
exceptional or accelerated depreciation 
in France than in most of our partner 
countries. 

 

Linear depreciation of all assets on an 
individual base. Real estate 
depreciation is taxed at a rate of 2 - 
3 %.  

Accelerated depreciation for acquired 
or manufactured goods was 
discontinued starting 1 January 2008, 
but was temporarily reintroduced for 
tangible capital goods acquired 
between 1 January 2009 and 31 
December 2010. The accelerated 
depreciation rate is a multiple of the 
linear rate that is applied to the residual 
depreciable value. This multiple is 2.5 
capped at 25 % of the purchase value 
of tangible goods.  

Only exceptional wear and tear and 
SMEs are entitled to accelerated 
depreciation. 
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Provisions  

France has allowed a number of 
regulated provisions mostly for 
economic reasons (for example, 
provision for price increases, provision 
for investments by press firms, etc.) 

 

Tax law stringently limits allocations 
to provisions, the only exceptions 
being provisions that are compulsory 
under accounting regulations.  

Provisions for employee retirement are 
deductible (for particular types of 
undertakings that have no French 
equivalent), together with provisions 
for decommissioning nuclear power 
plants and for country risk.  

However, there are no provisions for 
bad debt as such (depreciation of 
certain asset elements, such as debts 
receivable are performed by 
amortisation of the balance-sheet 
value).  

Tax Deductibility  

The following taxes are deductible in 
France: the Territorial Economic 
Contribution, real estate taxes, the tax on 
wages and the lump-sum annual 
corporate tax. 

 

 

Only real estate tax is deductible in 
Germany- contrary to other local taxes 
(trade tax). 
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236 Belgium, Denmark, the Netherlands, Germany and Italy have a maximum 
deductibility rate. 

Deductibility of Loan Fees  

Interest on loans taken out by a business 
is deductible from its tax base, similarly 
to any other cost arising from running 
the business. However, this principle of 
deductibility is closely monitored so as 
to avoid avoidance.  

In this respect, French under-
capitalisation rules appear quite 
favourable. The new wording of article 
212 relating to under-capitalisation deals 
only with the deductibility of interest 
connected with intra-group debt. 
However, contrary to most of France’s 
partners236, it does not regulate bank 
debt. 

 

Interest on loans are deductible 
(acquisition of corporate interests), but 
are capped at a percentage of EBITDA 
for interest charges in excess of €3 
million per year.  

Parent-Subsidiary Relationships: 
Distribution of Dividends 

95 % of gross dividends are exempt for 
the share holdings equal to or more than 
5 %. 

Holding duration: at least 2 years. 

 

95 % of gross dividends are exempt, no 
matter the share held or its duration. 
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Gains from Disposals of Participation 
stock 

Exemption (5 % requirement) of 
“participation stock” 

 

Complete exemption subject to the 5 % 
reincorporation requirement. 

Capital Gains on Assets 

The reinvestment system in France was 
abolished in 1965. 

Gains can be carried over for tax 
purposes on the condition of 
reinvestment for land or buildings held 
for at least 6 years. Furthermore, the 
capital gains must be reinvested in a 
firm with a permanent domestic 
presence. Reinvesting the capital gains 
abroad does not qualify.  

Group Regime 

Optional, holding threshold 95 %. 

 

“ Organschaft” 

Optional. 50 % holding threshold. The 
parent company and subsidiary are 
required to sign a contract providing 
for actual transfer of profits.  

Research Expenditure 

Since 2008, the tax credit on research is 
applied to the amount spent and not on 
the increase in expenditure, as had been 
the case in the past.  

 

 

R&D expenses for the production of 
intangible assets can be deducted 
immediately (section 5.2 of the income 
tax law). 

There is no tax credit system for 
research. 
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Trans-border Losses (Loss of 
Permanent Establishments) 

Since the French corporate tax is based 
on the principle of geographical scope, 
the loss of permanent establishments 
abroad is not taken into account. 

Generally speaking, tax treaties 
provide that the exemption method 
applies to the income of permanent 
establishments abroad. Hence, any 
losses reported by these establishments 
are not taken into account.  

Electronic Tax Returns 

 

Electronic filing is still at the 
experimental phase in Germany. It will 
become compulsory in 2012. 

Taxation of Partnerships 

In France, partnerships are completely 
transparent. 

Partnerships are completely transparent 
in Germany. Profits made by 
undertakings are imputed to the various 
partners who individually pay the tax 
on their respective share. Conversely, 
losses are offset against the partners’ 
income individually.  
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Appendix No. 7: Environmental Taxation 

I - Other “Environmental” Taxes: A Miscellaneous 
Collection that is Difficult to Compare  

 
There are few taxes in Germany that are recognised as 

“environmental” by Eurostat. Conversely, many French “environmental” 
taxes are included in European analyses. This is a set of miscellaneous 
taxes that target highly varied sources of pollution. Nevertheless, a 
detailed comparison shows that the analyses are biased, owing to the fact 
that comparable mechanisms exist in Germany but are not recognised by 
Eurostat and for which less information is available. These collections of 
taxes are therefore difficult to compare. 

.  

A – Taxes on Air Transport 

1 - Aircraft-generated noise pollution is subject to 
higher tax in Germany than in France 

In France, aircraft-generated noise pollution is subject to a tax237 
which is recorded by Eurostat. The triggering element for this tax is the 
take-off from the larger airports of any aircraft weighing more than 2 
tonnes. The tax is adjusted on the basis of the maximum mass of aircraft 
at take-off, the time of take-off and the aircraft’s acoustic specifications. 
The tax varies from €0.5 and €68, depending on the airport. Its proceeds 
in 2008 were €62 million. 

Airport taxes for noise pollution also exist in Germany238 but they 
are not recorded by Eurostat. At Frankfurt am Main airport, they are 
chargeable for every take-off and landing. These are flat-rate taxes, 
ranging from €21.20 to €47,000239, depending on the category of noise 
and the time of take-off and landing. In Munich, rates vary according to 
the category of noise only and range from €94.13 to €744.79. German 
rates are therefore much higher than those in France. 
                                                 
237 Article 1609 (24) A of the French General Tax Code. 
238 For airport fees, the rates compared were those applied at the two main passenger 
airports in Germany- Frankfort Main and Munich. They processed 50.6 million de 
passengers in 2008 and 32.6 million passengers in 2009. 
239 Flughafenentgelte – Frankfurt Airport, gültig ab 1. Juli 2010/1. Oktober 2011. 
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2 - Conversely, airport safety and security fees are 
higher in France than in Germany. 

In France, all safety and security expenses are funded by the 
airport tax240 (€731 million) since a Conseil d’Etat judgement of 1998241 
as opposed to through a ‘redevance’ (or licencing fee) on the basis that 
they are associated with a “mission of public interest” that by nature falls 
within the remit of the State. The airport tax is paid to airport operators at 
airports that process more than 5,000 units of traffic242. It is paid by 
common air carriers and is based on the number of passengers and the 
mass of freight and mail that the airline loads at the airport. The tax rate is 
€1 per tonne of freight and mail and varies from €2.60 to €12 per 
passenger. At Roissy-Charles-de-Gaulle airport, this tax was €12 per 
passenger in 2010. 

In Germany, these expenses are covered by air security fees (€290 
million in 2009). There are fixed rates for each airport ranging from €2 to 
€10. As of 31 October 2010, they were set at €6.54 per passenger for 
Frankfurt am Main and €5.19 for Munich243. The proceeds from the air 
security fees are allocated to the Ministry of the Interior. Following a 
Federal Administrative Court judgement in 2004244, armed protection for 
airport checkpoints, patrols in secure areas and stationed armed guards for 
threatened aircraft cannot be covered by fees. 

The security costs that airports must cover are funded by airport 
fees (Sicherheitsentgelte). They are set at €1.21 per passenger and €0.02 
per tonne of freight at Frankfurt am Main and €0.62 per passenger and 
€0.018 per tonne of freight at Munich. 

All told, airport safety and security expenses are funded by a tax of 
€12 per passenger at Roissy Charles de Gaulle, €7.75 per passenger at 
Frankfurt Main and €5.81 per passenger at Munich. 

 

                                                 
240 Article 1609 (24) of the General Tax Code. 
241 8th and 9th subsections combined, 20 May 1998, Union of Independent Airlines, 
No. 179784. 
242 1 Unit of traffic = 100 kg of freight or mail.  
243 Source: bmi.de. 
244 Judgement of 18 March 2004, BVerwG 3 C 23.03. 
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B - French Pollution Taxes 
 1 - The French “Eco-tax”- A General Tax on 

Polluting Activities 

France applies an eco-tax called the TGAP, or general tax on 
polluting activities245, which generated €443.2 million in 2008. This tax is 
applied to eight different polluting activities, each with its own rate. They 
are:  

− household or consumer waste (€185 million) 

− industrial and special wastes (€30 million) 

− emissions of pollutants into the atmosphere (€19 million) 

− production of lubricants that are liable to produce waste oils 
(€35 million) 

− preparations for detergents and fabric softeners (€66 million) 

− mineral grains (€41 million) 

− operating permits and operation of industrial and commercial 
firms that present particular risks for the environment (€25 
million) 

− tax for non-contribution to the funding for treatment of printed 
waste attributed to distributors of unsolicited printed material 
(figures not provided.) 

− delivery and use of plastic disposable grocery bags (as of 1 

January 2014) 

− supplying of flex fuel, petrol and diesel fuel that is non-
compliant with biofuel incorporation requirements (see above) 

The current policy is weighed down by its complexity, instability 
(the rates are modified on a regular basis) and rates that do not accurately 
reflect environmental damage. Consequently, this tax is expensive to 
collect and supervise by the customs authority. 

2 - Water Pollution Fees 

The main French water pollution and network upgrading tax is 
collected by the water agencies. It is considered by Eurostat to be an 
environmental tax. This category includes fees for pollution of domestic 
and non-domestic water, as well fees that cover water collection network 
upgrading. In aggregate, they generated €1.154 billion in 2008. 

                                                 
245 Article 266 (6) to 266 (15) of the Customs Code. 
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Water agencies also collect fees on diffuse pollution, removal of 
water resources, water storage in low-water periods, obstruction of flows 
and protection of the aquatic environment. The Environmental Code sets 
out the bases of assessment and defines the maximum rates. Then the 
River Basin Committees determine the rates for each of the six 
catchments in France246. In 2008, the total amount collected by way of 
these fees was €1.87 billion. Water agencies use the revenue to provide 
subsidies to various operators in the areas of pollution control and 
environmental management.  

Germany does not have a similar mechanism for funding initiatives 
in the area of water pollution control. Nevertheless, some Länder have 
established a water removal tax (Wasserentnahmentgelt). The base and 
rates for this tax vary somewhat from Länder to Länder. Furthermore, 
contrary to the French fees, the revenues do not always contribute directly 
to water-related expenditures.  

Although the French fees provide water agencies with considerable 
resources to carry out their projects, their incentive power is limited247. 
Thus, the domestic pollution fee (€1 billion in 2008) is integrated into 
water utility bills and consumers are largely unaware of its existence. 
Indeed, these fees represent only a very small part of overall water and 
sewage treatment-related fees. The level of these fees is slightly lower in 
France than in Germany. According to a 2007 NUS-Consulting survey, 
the price of water is higher in Germany (€5.16) than in France (€3.01). 
However, the higher price in Germany does not apparently influence 
water consumption. Indeed, according to Eurostat, the water use index248 
is higher in Germany (20.2 %) than in France (17.8 %). 

Water Price Composition in Germany and France 

 Germany France 
Waste Water Treatment Costs 
(including taxes) 

2.95 1.44 

Water Supply and Sewerage 
(including taxes) 

2.15 1.48 

Average Water Price (€/m3) 5.1 2.92 
Source: NUS Consulting 2007 (Extract from the BIPE report of January 2008) 

                                                 
246 Seine Normandie, Rhône Méditerranée Corse, Loire Bretagne, Adour Garonne, 
Rhin Meuse and Artois Picardie. 
247 Cour des Comptes, 2010 Annual Report – Tools For Sustainable Water 
Management 
248 The water use index represents all of the water removed as a percentage of 
freshwater resources. Available figures for Germany date back to 2004, and 2006 for 
France. 
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 The difference in waste water treatment costs between Germany 
and France is particularly striking. According to the European 
Commission249, as of 31 December 2006, 92 % of German effluents were 
subject to tertiary treatment, as opposed to 30 % in France. Part of the 
difference in cost between the two countries can be explained by the 
German decision to treat water more thoroughly and release higher 
quality effluents. Whereas France partly funds upgrading of waste water 
treatment by means of the subsidies granted by the water agencies, 
Germany seems to mainly pass those costs onto the user.  

C - The Introduction of Taxes on Nuclear Energy 
in Germany 

Two contributions were created in Germany on 1 January 2011 in 
exchange for the benefits that resulted from the government’s decision to 
prolong the use of power plants. They are: 

− a tax on nuclear fuel250 was imposed for the period 2011 – 2016 
at the rate of €145/g of nuclear fuel consumed (approximately 
€18€/MWh). According to the Federal Ministry of Finances, 
this tax will generate annual revenues of €2.3 billion. It is, 
however, deductible from corporate tax and from the trade 
tax251. 

− a voluntary contribution of €9/MWh will be paid into a 
“climate and energy fund”, which will be used to support the 
implementation of the energy concept252. This levy will be 
established in 2017, but the four companies that own nuclear 
power plants will make early payments totalling €1.4 billion 
from 2011 to 2016. 

This nuclear fuel tax can be compared to the statutory provisions 
for decommissioning expenses that operators of basic nuclear plants must 
set aside253. Although the provisions cover the nuclear waste management 
and decommissioning costs, they do not generate revenue for the State.  

 

                                                 
249 The European Commission’s fifth report on the implementation of the Urban 
Waste Water Treatment Directive, 2009 
250 Kernbrennstoffsteuergesetz (KernbrStG). 
251 Nevertheless, the Federal Ministry of Finance considers that the product of these 
two taxes should not be impacted, because the profits from energy production firms 
should increase, thanks to the longer life spans of power plants. 
252 Gesetz zur Errichtung eines Sondervermögens „Energie- und Klimafonds“ 
(EKFG). 
253 Article 20 of Act No. 2006-739 of 28 June 2006 relative to the Sustainable 
Management Program for Radioactive Materials and Waste. 
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II – Tax Expenditures: A Questionable 
Environmental Policy Tool  

Environmentally speaking, both France and Germany have opted 
for a dispensatory tax policy, which meets varied, sometimes 
contradictory, needs. Nevertheless, attempts to compare environmentally-
focussed tax expenditures are biased because of the inherent 
methodological limits of this exercise and because very different 
environmental tools are used to achieve similar objectives. 

A - The Methodological Limits of Comparisons 
 

1 - Characterisation as Tax Expenditures: The Example of 
Taxes on Energy Products 

Directive 2003/96/CE partly harmonised the base for the domestic 
tax for the use of energy products and the energy tax. 

The directive does not apply in the following cases:  

− energy products that are used for purposes other than as engine 
fuels or as heating fuels (Article 2.4.b first indent) 

−  fuels that are used both as heating fuel and for other purposes 
(Article 2.4.b second indent) 

− fuels used in mineralogical processes for the manufacture of 
non-metallic mineral products (such as glass, cardboard, 
plaster, brick, ceramic, cement) (Article 2.4.b fifth indent) 

The directive also sets out several mandatory exemptions, which 
are: 

− when fuels are used to produce electricity (Article 14.1.a) 

− as regards engine fuels used for air navigation and navigation in 
Community waters (Article 14.1. b and c), the exemptions may 
be limited to international and intra-Community transport.  

− for energy products used within the premises of an 
establishment that produces energy products (Article 21.3). 

These exemptions are treated differently in the two countries. In 
Germany, some of them are categorised as tax expenditures and evaluated 
in the biennial report on budget subsidies. The 22nd subsidy report 
published in January 2010 provided the following assessments for 2008: 

− €586 million for exemptions under the second and fifth indents 
of Article 2.4.b. According to the Federal Environmental 
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Office, the total cost of exemptions set out by article 2.4. was 
€1.6 billion. 

− €758 million for exemptions on fuels used for aviation and 
inland navigation. According to the Federal Environmental 
Office, the aggregate cost of exemptions for aviation (including 
international flights) was €7.2 billion. 

− €270 million for the exemption set out by Article 21.3. 

However, the 22nd subsidy report does not provide any estimates as 
regards exemptions on energy products used for non-energy related 
purposes (Article 2.4.b. first indent). According to the Federal 
Environmental Office254, the total cost for this measure was €1.6 billion in 
2008. 

France provided figures for three of these exemptions until 2009. 
These related to fuel used by boats and ships (€111 million), aircraft (€3.4 
billion) and energy products used within the premises of energy 
production centres (€101 million). These three tax expenditures were 
“downgraded” in the 2009 draft budget on the grounds that they arose 
from the application of Treaty law255. 

For the same reason, the German government decided not to 
include the exemption on fuel used for international flights in tax 
expenditures. However, it considers that extending this exemption to 
domestic flights is a tax expenditure, just as the exemption on inland 
water-borne navigation. Thus, it is in line with the Conseil des 
Prélèvements Obligatoires, which recommended including the exemption 
on internal flights in its “Entreprises et « niches » fiscales et sociales” 
report, volume II: “Evaluation des voies et moyens” (Assessment of 
Ways and Means)256. 

2 - Difficulty in Comparing Tax Expenditures 

As is visible from the example of German and French electricity 
taxes, it is very hard to compare the amounts of tax expenditures. Since 
the German tax rate is very high, the cost for the exemption from which 
some industries benefit is therefore very high. There are comparable 
dispensations in France, but they are probably much less significant 
because the rate of electricity taxes is much lower.  

                                                 
254 Umweltbundesamt, Umweltschädliche Subventionen in Deutschland, 2010. 
255 They are all arise from Community Law, but this one repeats an exemption for 
aircraft required by the Chicago Convention on International Civil Aviation 
256 In the same way, the exemption for ‘‘the transport of goods on inland waterways’’ 
from 1 January 2011 (Article 30 of the Appropriation Bill No. 2010-1657 of 29 
December 2010 for the 2011 budget) should be considered a tax expenditure. 
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3 -  Identifying Environmentally-Focussed or 
Environmentally-Adverse Tax Expenditures  

In France, the categorisation of tax expenditures as belonging to a 
specific mission or program enables the measures the government 
considers to be environmentally-focussed to be identified. In Germany, 
objectives are specified for each tax exemption in the subsidy report, but 
they are very loosely defined.  

Furthermore, some environmentally friendly measures are 
sometimes part of more general schemes. Thus, German SMEs are 
granted exemptions in respect of photovoltaic installations as part of 
investment subsidies. The same goes for “environmental” research to 
which the research tax credit is granted in in France. 

There are comparable difficulties in terms of environmentally-
adverse taxation. The German Federal Environmental Office published a 
report on this subject. It applies a very broad conception of this notion, 
making comparisons difficult.  

B - Environmentally-Focussed Tax Expenditures 
 

1 - Moderate Expenditures 

Dispensatory taxation on environmental grounds is designed to 
encourage stakeholders to adopt more environmentally friendly 
behaviour. This approach is not very widespread, as can be seen from the 
tax expenditures in excess of €100 million in both countries. 

Main Environmentally-Focussed Tax Expenditures 

2008, in € millions France Germany 
Biofuels 790 580 

Exemption for CHP measures  2,200 

Natural and liquid gas used as fuel [until 2018]  120 

Tax exemption for electricity for trams  125 
Tax credit for costs of upgrading main residence in 
favour of energy efficiency and sustainable 
development.  2,100  

Total (€million)  2,890 3,025 
Source: Cour des Comptes, according to 2009 draft budget and the 22nd report on subsidies 
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Apart from combined heat and power (CHP) generation, 
Germany appears to be relying less on this tool. This is apparent in the 
plan to discontinue the biofuel tax credit scheme. In 2008 this was the 
biggest environmentally-focussed tax expenditure. As for France, the 
only significant tax expenditures relate to energy consumption and the 
development of biofuels.  

2- The Challenge in Finding a Common Approach towards 
Environmentally-Focussed Tax Expenditures  

a) Support for the development of CHP  

The exemption granted to CHP schemes in Germany is the main 
environmentally-focussed tax expenditure there. Germany’s objective257 
is for CHP to contribute 25 % of overall power production by 2020. To 
achieve this goal, all fuels used for CHP qualify for a total energy tax 
exemption, whereas the exemption is temporary in France and should end 
in 2012. 

However, CHP in France is able to benefit from the obligation 
imposed on the public utility to purchase energy produced from 
renewable sources258. Under this obligation, EDF and local supply firms 
are required to buy electricity produced by CHP at a price set by decree 
that takes into account investment and operational costs shouldered by 
producers, to which a bonus is sometimes added. In 2008, the cost of this 
measure was €828.3 million. 

Since the gas-fuelled CHP purchase agreements are set to expire in 
2014, the cost should decrease considerably. MPs have proposed that the 
credits for natural gas-fuelled CHP facilities not be renewed so as to 
concentrate CHP credits on biomass-fuelled facilities259 but for overall 
lower amounts. According to the Renewable Energy Union, a 100 
MW/year increase in bio mass-fuelled CHP would cost €68 million in 
2010 and €206 million in 2020. 

In terms of the share of CHP in overall electricity production, 
(12.5 % in Germany, 3.1 % in France), French aids seem higher and less 
effective than the German exemption. Indeed, the percentage of CHP in 

                                                 
257 Article 1 of the CHP Act of 2008 - Gesetz für die Erhaltung, die Modernisierung 
und den Ausbau der Kraft-Wärme-Kopplung (Kraft-Wärme-Kopplungsgesetz). 
258 Article 10 of Act No.2000-108 of 10 February 2000 for the modernisation and 
development of the electric power public utility. 
259 Finance Commission Information Report on the Stakes and Perspective of 
Electricity’s Contribution to Public Service (Michel Diefenbacher and Jean Launay), 
28 September 2010. 
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total energy production in France decreased from 2002 to 2008 (from 4 % 
to 3.1 %), whereas it increased slightly in Germany (from 9.8 % to 12.5). 
Nevertheless, the goal set by the Grenelle Round Table Agreement to 
develop biomass CHP cannot be achieved with a TICPE exemption such 
as it exists in Germany, since these plants are designed to use very few 
energy products. 

b) Support for energy efficiency investments in buildings  

The biggest environmentally-focussed tax expenditure in France is 
the tax credit for investment in energy efficiency and sustainable 
development in main residences. According to surveys, this expenditure 
was successful in promoting renovation in main residences. According to 
INSEE260, €23.6 million in home renovations were funded between 2005 
and 2008 involving the modernisation of 4.2 main residences, or 15 % of 
the total. An ADEME261 survey showed that this type of tax credit was the 
main incentive determining people’s decisions to undertake this kind of 
work in their home (34.5 % of respondents); more so than the reduced 
VAT rate (20 % of respondents). However, this measure is planned to end 
in 2013. Another tax scheme was set up in 2010: the 0 % eco-loan. These 
loans help home owners finance energy efficient renovations in homes 
built before 1 January 1990. The Appropriations Bill for 2011 should 
increase the amount allocated to this scheme from € 20 million in 2010 to 
€50 million. 

The German government feels that existing measures are not 
enough to reduce building energy consumption. Therefore, in 2010 it 
decided to launch a building remodelling plan under its “energy concept” 
drive. The goal is to reduce the primary energy consumption of existing 
buildings by 20 % in 2020 and 80 % in 2050.To achieve this, the rules 
about energy efficiency in buildings will be reformed as part of the 
transposition of Directive No. 2010/31/EC.262 The new regulations will 
introduce a minimal consumption standard for all existing buildings, 
which will be progressively intensified between 2020 and 2050. Owners 
of buildings that exceed requirements may be granted a tax credit, 
whereas those who own non-compliant buildings will be penalised.  

                                                 
260 INSEE Première, vol. 1316, October 2010, Le recours au crédit d’impôt en faveur 
du développement durable. 
261 Ademe & Vous, Stratégie et études, No. 26, 29 September 2010, Opinion 2010: Les 
pratiques respectueuses de l’environnement se concrétisent. 
262 Directive on the energy efficiency of buildings. 
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c) Support for biofuels, especially second generation  

Germany and France share the same European Union 
commitments. Directive No. 2003/30/EC263 lays down that every member 
State is to reach a minimum biofuel incorporation level of 5.75 % in 
December 2010. This objective was later pushed back to 2011. Directive 
No. 2009/28/EC264 set an objective of a 10 % share of renewable energies 
in all engine fuels used by 2020. It also sets sustainability criteria that to 
which biofuels must conform, to be included in the 10 % (whether they 
are imported or produced nationally). The reduction in greenhouse gas 
emissions arising from the use of biofuels should be at least 35 % and 
biofuels must not have been produced from land with high biological 
diversity or land with significant carbon stocks or peat bogs. Indeed, the 
environmental impact of biofuels is increasingly being questioned. Thus, 
a February 2010265 ADEME study on first generation biofuels gave them 
a good GHG emissions rating; but concluded that their cultivation was 
liable to produce other sources of pollution, thereby reducing their overall 
beneficial effect on the environment. 

This context led France and Germany to establish a biofuel 
incorporation requirement (non-compliance is penalised) and to alter their 
tax relief schemes for the production of these biofuels.  

Germany set a biofuel incorporation requirement 266 of 6.25 % from 
2010 to 2014. Non-compliance with this biofuel incorporation 
requirement is penalised to the tune of €19/gigajoule (about €60/hl) for 
diesel and €43/gigajoule (about €90/hl) for petrol.267 In France, the 
programme act of July 2005268 set ambitious incorporation rates: 5.75 % 
in 2008 and 7 % in 2010. Failure to achieve the set rates is penalised by 
an additional levy on top of the general tax on polluting activities269 at the 
rate of 1.75 % of the value of the missing volume (not including VAT, 
but including the internal consumption tax) in 2006, that has increased 

                                                 
263 Directive 2003/30/CE of 8 May 2003 for the promotion of the use of biofuels or 
other renewable fuels in transport  
264 Directive 2009/28/CE of 23 April 2009 for the promotion of the use of energy 
produced from renewable sources and modifying, then repealing directives 
2001/77/CE and 2003/30/CE. 
265 Life cycle analyses applied to first generation biofuels used in France. 
266Biokraftstoff-Quotengesetz that modifies notably Bundes-Immissionsschutzgesetz – 
BimSchG. 
267 We were unable to identify the figure for the revenue collected in this way. 
268 Act No.2005-781 of 13 July 2005 of the programme setting out the guidelines for 
energy policy. 
269 Article 266 (15) of the Customs Code. 
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consistently reaching 7 % in 2010. The penalty paid went from €25 
million in 2007 to €104 million in 2009. 

Nevertheless, contrary to Germany, and although they have been 
reduced significantly in recent years, France has maintained considerable 
tax exemptions. Parliament just extended the current legislation until 
2013 (whereas it was planned to end in 2011). This exemption is granted 
to production plants (up to 2015 for some) that are certified on the basis 
of their response to a call for tender published in the Official Journal of 
the European Union. The tax exemption rates are currently €8 and €14€ 
per hl for biodiesel and ethanol, respectively. In 2010, this tax 
expenditure came to an estimated €360 million. The German government 
has chosen to abolish the generous exemptions and subsidies on biofuels 
(for a cost of €1.1 billion in 2007), leaving only left tax reductions for 
pure biodiesel (until 2012) and second-generation biofuels (until 2015). 
This should allow Germany to significantly reduce the cost of this tax 
expenditure (estimated to be €80 million in 2010). 

 C - Environmentally-Adverse Tax Expenditures 
Are Numerous and Difficult to Compare 

Both countries have studied the issue of environmentally-adverse 
tax expenditures. The Federal Environmental Office published a study on 
the subject in 2008. It was updated in 2010. Under the measures 
enforcing the Grenelle I Act, the government must publish a report on 
“tax measures that are adverse to biodiversity” (article 23) and present 
“an evaluation about the environmental impact of budgetary or tax-
related public aids”, since these aids are “being progressively reassessed 
so as to ensure that they do not encourage harmful treatment of the 
environment” (Article 48). These reports have not yet been presented to 
Parliament. 

The Federal Environmental Office report has provided tips on tax 
expenditures that could be revised within the framework of the Grenelle I 
Act, possibly in cooperation with Germany. However, it highlights the 
limitations of an excessively inclusive approach since the office considers 
aids granted in favour of home ownership and to subsidised housing as 
being adverse to the environment. 
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Environmentally-Adverse Tax Expenditures in Germany, 
According to the Federal Environmental Office 

Energy 
Cost 2008 (in 

€ millions) 

Exemption from the energy and industry tax for the 
manufacturing industry and farming and forestry businesses 2,415 

Refund of the energy and electricity tax to energy-intensive 
businesses 1,967 
Tax exemption for energy-intensive processes 886 
Coal subsidy 454 
Lignite industry subsidies 195 
Reduced rate for coal 154 

“Producer Privilege”: energy products consumed within the 
premises of an establishment that produces energy products  270 
Non-energy consumption of energy products 1,600 
Free allocation of CO2 allowances 1,600 
Nuclear industry subsidies N/P 
  
Transport  
Reduced energy tax rate on diesel oil  6,633 
Refund of transport expenses (within income tax framework)  4,350 
Energy tax exemption for jet fuel 7,232 
Energy tax exemption for inland navigation  118 
VAT exemption for international flights  4,237 

Flat-rate fee on company vehicles used for private purposes 500 
  
Construction  
Housing benefit for building or buying a home for personal 
use 6,223 
Housing savings banks (Bausparförderung) 467 
Low-cost housing subsidies 518 
  
Agriculture  
Reduced tax rate on diesel oil used for farming 135 
Farming vehicle tax exemption  55 
Alcohol production subsidy 80 
  
2008 Cost 42,089 
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Appendix No. 8: Glossary 

- Public debt with the meaning of the Maastricht Treaty* is the 
nominal value of gross consolidated debt of all French government 
departments after deduction of a number of liabilities that are difficult to 
estimate (such as non-concessional debt). 

- Primary Balance* is the difference between revenue and 
expenditures less interest on debt. 

- Structural Deficit* is calculated by the European Commission by 
neutralising the impact of the business cycle and, since 2004, for the 
impact of exceptional measures on general government net lending (see 
below). The structural deficit as calculated by the French government or 
the OECD (balance adjusted for cyclical variations) does not consider 
exceptional measures. Revenues that result from non-unitary elasticity are 
not neutralised by this method of balance calculation, whereas their 
structural relevance has not been established.  

- Structural Effort* reflects an improvement in the structural 
balance attributable to better control of expenditure – any growth in 
expenditure that is less than potential GDP growth – and to new measures 
in the area of tax and statutory contributions. The Ministry of Finances 
developed this indicator in 2003 so as concentrate on the parameters 
whose structural character is best established. It more effectively reflects 
the efforts to reduce the public deficit better than the structural balance, in 
particular because it is not affected by non-unitary revenue elasticity.  

- “Potential Growth”* reflects the GDP variations at unchanged 
rates of utilisation of the main factors of production (working population 
and capital goods). It corresponds to potential GDP growth, which is 
itself defined as the output an economy is capable of sustaining without 
causing corrective tensions (upward or downward) on prices. It is mainly 
determined by the changes in the working population and labour 
productivity gains.  

- Sustainability of Fiscal Policy”* In theory, this refers to a 
situation whereby at some undefined point in time, the revenue of 
government departments will cover their expenditure and the cost of 
refunding current debt. This definition – which is used to build certain 
sustainability indicators – raises a number of problems: firstly, because it 
requires projecting into infinity; and secondly, because by allowing an 
infinite time frame for refunding current debt means that its level is 
disregarded. A more operational definition is to say that the state of 
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public finances is sustainable if – barring any further reforms in tax 
expenditures and statutory contributions – the public debt does not exceed 
a certain ceiling expressed as a percentage of GDP in a given time frame. 
The European Commission uses a time frame of 50 years and a ceiling of 
60 %. 

- Tax Competition refers to a State or local authority’s attempt to 
attract or keep a business or a holder of capital or assets in its jurisdiction; 
and to increase the taxable base by decreasing taxation. 

- Labour Costs are evaluated on the basis of hourly and unit wage 
costs. According to INSEE, wage costs comprise all the expenses 
incurred by businesses in connection with employing a person. Unit wage 
costs are wage costs per unit of added value produced.  

- The Gini Ratio (or Gini Index) is a composite income (or wage) 
inequality indicator. It shows the gap between the actual income 
distribution for the population in a given country and the theoretical 
perfectly equal income distribution.  

- Poverty Rate Within the meaning of Eurostat, this is the number 
of people who live on an income that is 60 % less than the median wage, 
benefits included. 

- Implicit Tax Rate The ratio of tax revenue over the aggregate 
base it relates to, as measured in national accounts. It is therefore a 
reflection of the tax burden that accounts for the impact of measures 
pertaining to tax bases. Specifically, the Report analyses the implicit tax 
rates for consumption, labour, and capital. The relevant methods for 
calculating these rates are described in the main part of the report. 

- “Simulated Effective Rates” or “Ex-ante Rates” according to 
Devereux and Griffith (1998), simulate how taxation will affect a given 
investment during its life cycle according to its nature, duration, and how 
it is funded. Like implicit tax rates, they are a measure of the tax burden.  

- The social contribution and tax “wedge” measures the impact of 
social contributions (employee and employer shares, taking relief and 
exemptions into account) and tax (income tax, the CSG and the CRDS in 
France) on gross household earned employment income. 

- Tax Expenditures in both countries refer to dispensatory tax 
provisions that entail costs for the State budget. Since 1967, Germany has 
published a report on budgetary subsidies and tax relief 
(“subventionsbericht”- on which the Cour des Comptes relied). Every 
year since 1980, the appropriations bill includes a report on tax 
expenditures (“ Ways and Means”  booklet, volume II). Like France, 
Germany makes a distinction between tax expenditures and “other tax 
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measures” (in France, methods of tax calculation), but the distinction 
between the two categories is sometimes questionable.  

- The Economic Neutrality of a tax refers to its inability to act as 
incentive or induce distortions: it does not induce distortions between 
factors of production, legal forms of companies, funding methods, etc. 
The goal of neutrality is at odds with a function that is often assigned to 
taxes: reallocating factors of production factors and influencing 
investment and behaviour. 

- The VAT “Efficiency Ratio” is an indicator for assessing the 
efficiency of this tax in terms of budgetary yield. A low ratio is indicative 
of a VAT system that relies heavily on exemptions and reduced rates. 

* The definitions marked in this way are listed in the Appendix to the 
report on the current situation and outlook for public finances (June 
2010).   
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