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The 2018 French budget contained difficult announcements for the around 840 social
housing providers (SHPs). Cuts to housing benefit and stronger incentives to sell existing
assets will shake up the SHP sector, but what will this mean for the creditworthiness of
the sector as a whole? In this report, we examine the issues through the perspective of
Moody's Public Sector Europe’s (MPSE) European Social Housing Providers Methodology to
see what this means for the institutional framework governing French SHPs. While these
two key measures are likely to be credit negative, the institutional framework – based on our
assessment of the operating environment and regulatory framework – remains sound.
»

Recent policy announcements will challenge the profitability of French social
housing providers. The government targets cutting their housing benefit bill by a total
of €1.5 billion, which will squeeze operating margins and lead to SHPs taking on more
debt if they continue to develop. In return for cutting SHPs' revenue, the government
announced measures that would be favourable to the sector but will not compensate
directly for the lost revenue. The incentivization to sell social units could be a credit
positive in terms of cash flow, but, if the social units are not replaced, this policy will
erode the balance sheets of SHPs, and weaken their revenue generating capacity.

»

French SHPs still benefit from a strong institutional framework which supports
their creditworthiness. While cuts in housing benefit will lead to lower levels of
revenue, the institutional framework supporting the sector remains strong. The
creditworthiness of French SHPs is underpinned by this framework which restricts their
noncore commercial activities, provides a stable source of funding, and maintains close
oversight.

»

Financing for social housing provided by a well-established policy bank and
other stakeholders. Much of the financing for the building of social housing is provided
by the Caisse des Dépôts et Consignations (CDC, Aa2 Stable, P-1), through which the
government provides capital support. The CDC's mission is to transform the savings of
French residents into long-term loans serving the public interest.

»

Regulatory framework provides oversight, powers of intervention, protection
from riskier activities. A network of regulatory entities, each with a specific and defined
stake in the sector, provide a very strong regulatory framework with broad powers of
intervention and oversight. Private membership-based associations, which group SHPs
together according to their legal status, provide further oversight. Lastly, restrictive
policies protect SHPs from riskier commercial activities.
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Recent policy announcements will challenge the profitability of French SHPs
In the 2018 budget the French government announced a number of measures which will affect SHPs. Two of the measures, in
particular, will have a significant credit impact:
1. Housing benefit for tenants in the social housing sector will be reduced by approximately €60 per month, per unit. This reduction
will be fully matched by a cut in the rent received by the SHP who will absorb the loss. The government estimates the total overall
cut in housing benefit to be €1.5 billion.
2. The government plans to incentivize social landlords to sell some social units to a centralized entity dedicated to selling units to
tenants. The government’s intention is to accelerate a disposals policy and use the proceeds from the sales to fund new social
housing.
Sudden changes and uncertainty around rent policy are credit negative for the operating environment of French SHPs. However,
ongoing consultation between the main stakeholders demonstrates a willingness on the part of the government to engage with the
sector.
At the time of writing, the final shape of the reform has yet to be determined. However, the following credit implications are clear:
1. The operating margins of social housing providers will be squeezed by the effective rent cut. Removing €1.5 billion of resources
from the social housing sector will necessarily impact margins, and ultimately reserves. The Caisse de Garantie du Logement Locatif
Social (CGLLS), the public guarantee agency of the social housing sector, estimates that net income of the sector will drop from
€2.3 billion in 2016 to €865 million after the reform is fully implemented. On an entity level, weakening the ability of SHPs to selffinance will effectively accelerate the need for weaker social housing providers to merge with stronger ones. The capacity for SHPs
to merge will vary according to their legal status and internal structure (see highlight box on the two main categories of SHPs), and
in some situations is likely to be challenging. In the medium-term, assuming SHPs continue to develop new units, they will need to
take on proportionally more debt, as reserves accumulate at a slower pace.
2. The sale of social units to provide additional funding could be a credit positive in terms of cash flow at the moment of sale.
However, depending on intended volume and way the sale is carried out, this scheme carries implementation risk – if the social
units are not replaced, this policy will erode the balance sheets of SHPs and weaken their revenue generating capacity.

This publication does not announce a credit rating action. For any credit ratings referenced in this publication, please see the ratings tab on the issuer/entity page on
www.moodys.com for the most updated credit rating action information and rating history.
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ESHs will have more flexibility to deal with the impact of the reform than OPHs
The social housing sector in France is split quite evenly between two main categories of entities: Office Publics de l’Habitat (OPH) and
Entreprises Sociales pour l’Habitat (ESH) (see Exhibit 1).
The OPHs are public entities which have been set up by, and are still legally linked, to one or several local governments with a very
limited and clearly defined remit for the operation, renovation, and construction of social housing. The local government nominates the
majority of Board members, which effectively ensures a very strong local focus for OPHs and a limited ability to expand their operations in
diversified markets, an acute problem in areas of low demand. The reduction of housing benefit will test their ability to adapt in this rigid
operating environment, with limited opportunities to merge with other SHPs.
ESHs are private entities with a similarly defined remit, and dividends are capped at a very low level, making them private entities
delivering social housing public policy. ESHs tend to operate in wider and more diversified areas than OPHs, leveraging their ability to
expand in high-demand areas to grow their business. Many of them developed through merger and consolidation into group structures,
and some have developed a shared back office function model, with a strong focus on operating efficiencies. This greater flexibility and
stronger governance translates into a lower recourse to the CGLLS’s support plans by ESHs - in 2016, 2% of all ESHs were involved in a
recovery plan, whereas this proportion is much higher, 16%, for OPHs. Action Logement, which operates the mandatory contribution of
employers for housing, is the main shareholder of 72 ESHs out of 240, with close to 1 million homes, around 40% of the ESH’s total.

As a result of discussions between the government and sector stakeholders, the government has announced that it will adopt a
measure suggested by the Union sociale pour l’habitat, an organisation which represents the five different federations of SHPs. Instead
of cutting the full €1.5 billion from housing benefit in one year, the reduction of this revenue will be spread out over three years with
an initial cut of €800 million in housing benefit in 2018. In return for the delayed implementation, SHPs will pay an increased rate
of VAT (from 5.5% to 10%) on the construction of new social rented units or improvements to existing stock. This will allow SHPs to
adapt more gradually to the loss of revenue, while shifting a greater contribution to the reduction of the government's deficit onto
those SHPs with larger development programmes, which would also likely be the financially stronger entities in the sector. However,
increasing the effective cost of development would likely lead to a somewhat lower output of homes for the sector, a result at odds
with the government’s stated intentions.
The government has also announced measures to mitigate the negative impact of the reform, including an increase in debt funding,
more favourable debt service terms for some existing debt and potentially a new mechanism to allow for funds from cash-rich SHPs to
be transferred as capital grants to those SHPs with significant development programmes. While we will monitor these developments
closely, we note that these measures will not compensate specifically for lost revenue by SHPs.

French SHPs still benefit from a strong institutional framework which supports their creditworthiness
While cuts in housing benefit will lead to lower levels of revenue, the institutional framework supporting the sector remains strong.
The creditworthiness of French SHPs is underpinned by this framework which restricts their non-core commercial activities, provides
a stable source of funding, and maintains close oversight. The “rules of the game” are well-established, held in place by a network of
public and private-sector entities. Looking through the lens of our European Social Housing Providers Methodology, the operating
environment and the regulatory framework share characteristics with those that are in the single-a category (see Appendix 2).
The actual, and intended, proportion of social housing is an indicator of the weight that the sector can have in society. A significant
portion of the French population lives in social housing, 17% of all households (see Exhibit 1). A law passed in 2000 to encourage social
diversity, the loi de la solidarité et de renouvellement urbain, established a quota of social housing of 20% for certain municipalities, this
target was raised to 25% in 2013.1Noncompliance with this policy is punished with a fine, effectively encouraging local governments to
work with SHPs to move towards the target proportion of social housing. As home builders, SHPs were responsible for one in five of all
new home starts in France in 2016, a clear indicator of the sector’s relevance politically and economically.

3

13 December 2017

Social Housing Providers - France: Policy announcements will hit profitability but institutional framework remains sound

SUB-SOVEREIGN

MOODY'S PUBLIC SECTOR EUROPE

Exhibit 1

SHPs play a significant role in French housing policy
Share of social housing in total number of dwellings and ownership split of social housing homes, 2016, %
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Source: Union Sociale Pour L'Habitat, Caisse de Garantie du Logement Locatif Social, Moody's Public Sector Europe
Exhibit 2

SHPs provided one fifth of total starts in 2016, relatively stable proportion over the last seven years
Housing starts in thousands, and proportion of the total
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Source: L'Union Sociale pour l'Habitat, Moody's Public Sector Europe

The policy governing social housing, in particular for rents and subsidies, are fundamental to our analysis of the operating environment.
Social housing rents are strictly regulated in France, and are indexed to inflation, through the indice de référence de loyers (IRL), so that
a SHP's main revenue stream will generally rise in proportion with costs. As of the time of writing, no plans have been announced which
would change this indexation, social rents will continue to evolve in-line with the IRL.

4

13 December 2017

Social Housing Providers - France: Policy announcements will hit profitability but institutional framework remains sound

SUB-SOVEREIGN

MOODY'S PUBLIC SECTOR EUROPE

Exhibit 3

Rent growth is indexed on a measure of CPI, contributing to the sector's stability
CPI and IRL, %
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Moreover, different categories of social rented accommodation are supported by different financing programmes, and subsidized
correspondingly (Exhibit 4). The financing of units destined for the most vulnerable are the most heavily subsidized, as rents received
will be the lowest, while units destined for those tenants with higher incomes will be the least subsidized, as rents will be higher.
These gradations ensure that rent received is in proportion to the cost of the financing, and that all rented properties should provide
sufficient cash flow to service the debt taken on for that specific scheme. While the cut in housing benefit is clearly a credit negative
development, the overall policy framework governing rents remains supportive.
Exhibit 4

CDC financing conditions aligned to social rent levels, along with tax breaks, are a key pillar of the sector’s institutional architecture
Financing conditions and rent level per tenure and type of location
Categories by tenant income

Interest rate

Maximum State
grant

Reduced VAT
rate

Real estate tax
exemption

Rent per m2, EUR

Paris and
surrounding areas

Municipalities with
populations of 100,000
or more

Other

Lowest incomes

Livret A -0.2%

20%

5.5%

25 years

5.6 - 5.9

4.9

4.6

Moderately low incomes

Livret A +0.6%

5%

5.5%

25 years

6.3 - 6.7

5.5

5.1

Moderate incomes

Livret A +1.1%

--

5.5%

25 years

10.1 - 13.1

8.3 - 8.7

7.7

Intermediate incomes

Livret A +1.4%

--

--

--

12.5 - 16.8

10.1

8.7

These categories are commonly referred to in the French SHP sector by the acronym for the funding scheme. PLAI (Prêt locatif aide d’intégration) are intended for those on the lowest
incomes. PLUS (Prêt locatif à usage social) are intended for those on moderately low incomes and are considered the “classic” social housing product. PLS (Prêt locatif social) and PLI (Prêt
locatif intermédiaire) for those on moderate and intermediate incomes, respectively.
Source: Caisse des dépôts et consignations, Union Sociale Pour L'Habitat

Financing for social housing provided by a well-established policy bank and other stakeholders
Much of the financing for the building of social housing is provided by the CDC, through which the government provides capital
support (see Exhibit 5). The CDC supports government policies at the state's behest, and its mission is to transform the savings of
French residents into long-term loans serving the public interest. The CDC is responsible for the collection of several regulated savings
and deposits products which form the foundation of its financial solidity.
At the end of 2016, the CDC had an outstanding loan portfolio of €182 billion, with a strong concentration in the social housing sector
(58%), of which around €9.5 billion in new loans to the sector in the year. Thus, the CDC has a strong vested interest in a robust social
housing sector. Interest rates charged to SHPs are indexed to the savings rate of the Livret A, a government regulated savings account
available to the general public, making the loan servicing for SHPs relatively stable and predictable (see highlight box on the Livret A).
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Loans from the CDC to SHPs must be explicitly guaranteed, and are commonly done so by the local governments within which SHPs
operate, or the CGLLS.
CDC funding is complemented by Action Logement, an entity which manages the mandatory contributions of French employers to
home building. These contributions funded loans of €1.3 billion to the sector in 2016 along with around €190 million in grants and
capital injections. The CDC, in partnership with Action Logement, also finance a loan programme called the prêt de haut de bilan bonifié,
comprised of a total of €2 billion of loans on very favourable terms, with maturities of 30-40 years and a 20-year grace period on
principal and interest. The CDC and Action Logement have proposed a further €2 billion extension of this scheme to be confirmed
before the end of 2017. These types of funding provide some protection against the cyclical nature of commercial bank lending.

What is the Livret A and what role does it play in the French SHP sector?
Much of the financing for the social housing sector comes from the Livret A. This is a regulated savings account, available from all private
banks in France, which earns tax-free interest (0.75% since 2016) and is capped at €22,950 per person. At the end of 2016, more than
80% of French residents owned a Livret A account, with more than €270 billion, approximately 5% of total household financial wealth,
held in Livret A accounts. Banks receive a fee for distributing the accounts and are mandated to transfer the majority of those deposits,
along with other regulated accounts, to the CDC, which uses the bulk of those funds to finance the social housing sector.
The interest rate of the Livret A, currently at a low relative to historic trends, also serves as a reference for loans extended by the CDC
for social housing. The interest rate charged to SHPs is the rate of the Livret A, adjusted with a margin according to the category of the
social rented property (see Exhibit 4). Even though CDC loans are indexed to the variable Livret A rate, they do not expose SHPs to an
interest rate volatility risk. Indeed, the CDC extends these loans under a double révisabilité framework under which an increase in the Livret
A interest rate is passed on gradually through a progressive increase in debt service payments.
The government's proposal to maintain the interest rate of the Livret A at its current level for two years, in order to compensate for the
housing benefit cut, would only have a small impact on the sector’s ability to produce surpluses, as total debt service remains broadly
stable through interest rates changes.

Exhibit 5

The CDC is the social housing sector's main creditor, holding over 78% of outstanding debt
Total debt of OPHs and ESHs by creditor (€ billion)
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Regulatory framework provides oversight, powers of intervention, protection from riskier activities
Social landlords in France are regulated by L’ Agence nationale de contrôle du logement social (ANCOLS), a legislatively mandated public
regulator that sits within the French Housing Ministry. ANCOLS' primary responsibility is to monitor and assess the health of SHPs,
conducting in-depth reviews which include assessments of the entity’s operations, development strategy and finances. In the case of
serious failure to meet standards, ANCOLS' powers of sanction are broad and include the removal of management or board members,
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monetary penalty of up to €2 million, loss of permission to perform one or more of the entity’s duties, or complete dissolution of the
entity. These powers of intervention are comparable to those we would assess at the double-a to single-a categories (see Appendix 2).
Further regulatory support is provided by the CGLLS whose mission is to protect public investment in the social housing sector, and
which is funded in large part by SHP membership fees. The CGLLS has three main functions: to provide guarantees to CDC debt when
a local government is unable or unwilling to do so; to intervene in cases of weak or failing SHPs either by providing assistance in the
entity’s recovery or by brokering a merger; and to facilitate housing policy through SHP financing or regeneration projects.
In terms of regular data reporting, as the main lender to the sector, the CDC also monitors and sets performance thresholds for the
sector. SHPs are required to submit financial accounts and multiyear business plans to the CDC. The ANCOLS, CGLLS, and CDC,
working in coordination with SHP member-based associations, and the USH, form the supportive framework of public and privatesector entities which support, regulate and monitor the SHP sector.
In addition to policies governing operating activities such as rents and subsidies, policies governing investment and nonsocial
activities are equally important to our analysis. Significantly, the French policy framework restricts SHPs from participating in noncore
commercial activities. SHPs are allowed to dispose of social housing assets to their tenants within a tightly regulated framework, which
requires that the unit be at least 10 years old. There is a scheme by which SHPs can develop units which are then sold to purchasers
earning a salary within specified limits, and both purchase and construction can be then financed by a specific loan product. These
regulated homeownership products remain very limited in scale. French housing associations have no outright sales or market rent
products, and hence have no ties to a potentially volatile housing market.

Appendix 1 : European Social Housing Providers Methodology Baseline Credit Assessment Scorecard
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Appendix 2 : Institutional Framework factors in the Scorecard

Endnotes
1 Municipalities larger than 3,500 inhabitants (1,500 in Ile de France) within urban areas with a population of 50,000 or more.
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