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France: Business climate edges up but
short-term outlook looks grim

The business climate in France improved slightly in January thanks to a
good performance in industry and wholesale trade. Services and retail
trade continue to suffer from the current health restrictions. The outlook
for the first quarter is more uncertain than ever

France's La Defense business district

Industry and wholesale trade drive business climate up

The business climate indicator in France improved slightly in January compared to December,
with the index rising from 91 to 92. This slight increase is due to an improvement of the
business climate in industry (the index having risen from 94 to 98 in one month) and in
wholesale trade (from 86 to 94 in two months). In both sectors, the business climate reached
its highest level since March, a sign of an almost uninterrupted recovery of the economic
situation since the April lockdown. The November lockdown, which mainly affected the service
and retail sectors, had almost no impact on the steady improvement in business sentiment in
industry and wholesale trade. However, the business climate indices for these two sectors are
still below their long-term average and pre-crisis levels. In view of the restrictive measures
currently in place in France (curfew, closure of bars, restaurants, cultural and sports venues
and ski lifts), these sectors will probably continue to perform better than services and retail
trade in the coming months. They therefore remain the driving forces behind the French
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economy at the present time.

It should be noted, moreover, that with specific regard to the industrial sector, the quarterly
surveys reveal that the rate of production capacity utilisation, a good indicator of the
imbalance between supply and demand, increased slightly between October and January to
reach 79%. On this indicator too, the progression has been constant since the beginning of the
pandemic and the November lockdown has not had a negative impact. Nevertheless, the
situation has deteriorated compared to the pre-crisis level (83).

In the services sector and in retail trade, the business climate indices hardly fluctuated in
January compared to December. This stagnation should be compared with the level of health
restrictions affecting these two sectors, which remained stable in January compared with
December, after the strong improvement in December caused by the end of the lockdown. For
the coming months, given the health situation, we fear the business climate will not improve
much in these sectors. It could even deteriorate significantly if new restrictions were to be
introduced (such as a closure of non-essential shops or a closure of schools).

Finally, it should be noted that the employment climate improved very slightly in January,
from 86 to 87, but remains far below its pre-crisis level (105).
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Outlook for the future

More than ever, the health situation continues to completely dominate the economic outlook.
And in this context, the next two weeks will be crucial. The evolution of the pandemic is not
reassuring and the new British variant is increasing pessimism. Across the country, hospital
officials are beginning to publicly consider the possibility of a third lockdown to curb a situation
that could be out of control by mid-February, similar to what happened in England and Ireland
in December. If the government prefers to wait and see how the situation develops, it may be
forced to take drastic decisions quickly. Therefore, we believe that a new lockdown in the first
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quarter, with a further closure of businesses considered non-essential, cannot be excluded. If it
were to occur, it would imply that quarterly GDP growth would probably fall into negative
territory in 1Q. Indeed, January may have a level of activity broadly similar to that of
December. A further lockdown would likely cause economic activity to fall to the level observed
in November. And it is unlikely that the level of activity that prevailed in October will be
reached at some point during the quarter.

If a third lockdown can be avoided, health restrictions will nevertheless weigh heavily on
economic activity in 1Q. While a very dynamic rebound in activity was observed after the first
lockdown, such a rebound cannot be envisaged for the second lockdown. Indeed, the
restrictions, including the closure of bars and restaurants, sports and cultural venues as well as
the 6pm curfew, are weighing on household consumption and on the activity of certain
sectors. With the non-reopening of ski lifts for the February holidays, the whole ski season
seems compromised. Some sources close to the government also suggest that the closure of
restaurants could be extended until the beginning of April, and that of bars and cafés until
June. In the end, it seems that we can count on strong restrictions throughout the first quarter
of 2021. Therefore, even without further lockdowns, quarterly growth in 1Q compared to 4Q
2020 will not be very dynamic, and could approach 0%.

In the current context, it seems that it will take until the second quarter for economic activity
in France to really rebound. Once the vaccine is sufficiently deployed, restrictions are lifted,
European tourism is allowed again and fears of further restrictions are dispelled, the economy
should rebound strongly. We expect dynamic growth in the second half of 2021, as well as in
2022. In this context, the government's objective of 6% growth in 2021 seems difficult to
achieve. Achieving growth of 4.5% over the year would already be a great success. The rest of
the recovery will take place in 2022 and it will probably take half of 2023 to see economic
activity return to its pre-crisis level.

Charlotte de Montpellier
Senior Economist, France and Switzerland
charlotte.de.montpellier@ing.com

Disclaimer

This publication has been prepared by the Economic and Financial Analysis Division of ING Bank N.V. (“ING") solely for
information purposes without regard to any particular user's investment objectives, financial situation, or means. /NG forms
part of ING Group (being for this purpose ING Group N.V. and its subsidiary and affiliated companies). The information in the
publication is not an investment recommendation and it is not investment, legal or tax advice or an offer or solicitation to
purchase or sell any financial instrument. Reasonable care has been taken to ensure that this publication is not untrue or
misleading when published, but ING does not represent that it is accurate or complete. ING does not accept any liability for
any direct, indirect or consequential loss arising from any use of this publication. Unless otherwise stated, any views, forecasts,
or estimates are solely those of the author(s), as of the date of the publication and are subject to change without notice.


mailto:charlotte.de.montpellier@ing.com

THINK economic and financial analysis

The distribution of this publication may be restricted by law or regulation in different jurisdictions and persons into whose
possession this publication comes should inform themselves about, and observe, such restrictions.

Copyright and database rights protection exists in this report and it may not be reproduced, distributed or published by any
person for any purpose without the prior express consent of ING. All rights are reserved. ING Bank N.V. is authorised by the
Dutch Central Bank and supervised by the European Central Bank (ECB), the Dutch Central Bank (DNB) and the Dutch Authority
for the Financial Markets (AFM). ING Bank N.V. is incorporated in the Netherlands (Trade Register no. 33031431 Amsterdam). In
the United Kingdom this information is approved and/or communicated by ING Bank N.V., London Branch. ING Bank N.V.,
London Branch is authorised by the Prudential Regulation Authority and is subject to requlation by the Financial Conduct
Authority and limited regulation by the Prudential Regulation Authority. ING Bank N.V., London branch is registered in England
(Registration number BRO00341) at 8-10 Moorgate, London EC2 6DA. For US Investors: Any person wishing to discuss this
report or effect transactions in any security discussed herein should contact ING Financial Markets LLC, which is a member of
the NYSE, FINRA and SIPC and part of ING, and which has accepted responsibility for the distribution of this report in the United
States under applicable requirements.

Additional information is available on request. For more information about ING Group, please visit www.ing.com.

Article | 21 January 2021 4


https://www.ing.com

