ING

Article | 30 October 2020 France

THINK economic and financial analysis

After France's dynamic recovery, a new
contraction is coming

The dynamic, but incomplete, French economic recovery in the third
quarter finally has a figure: GDP increased by 18.2% QoQ. But this
recovery is already a thing of the past and the new lockdown will once
again bring the French economy strongly into negative territory by
the end of the year
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Better than expected

A dynamic recovery

18.2% quarterly growth in France in 3Q20, well above consensus (15.4%) and an obviously historic
figure, but it only reflects the severity of the economic shock caused by the coronavirus pandemic
(-13.8% in 2Q20 and -5.9% in 1Q20). The reopening of all sectors enabled economic activity to leap
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forward.

Household consumption made a strong contribution to the dynamic growth in Q3, increasing by
17.3% quarter-on-quarter, thanks in particular to a catch-up effect on household purchases of
goods, while household consumption of services, on the other hand, remains well below pre-crisis
levels. Household consumption is one of the components of GDP that has recovered best from the
crisis (along with public consumption). It now stands at 97.7% of its level at the end of 2019.

Gross fixed capital formation has rebounded strongly (+23.3% QoQ) but remains well below the
pre-crisis level (-5.3% compared to end 2019), notably in the construction sector. Exports have also
experienced a dynamic rebound (+23.2% QoQ), but this does not in any way compensate for the
dramatic fall we saw in the first half of the year. At the end of Q3, French exports are still 15%
below the level observed at the end of 2019. This can be explained by the fact that the coronavirus
crisis has had a dramatic impact on the sectors traditionally the most buoyant for French exports,
including aeronautics and international tourism.

In the end, although the recovery appeared particularly dynamic, it did not erase the shock of the
lockdown. At the end of the third quarter, the French economy was still 4% below the level of
activity that prevailed before the crisis.

The “artificial” boost in public spending

It should be noted that in France, more than in other European countries, the recovery has been
helped by the rebound in public spending (+15.4%), but this is mainly due to the way public
services have been accounted for during and after lockdown (more details on that here). During
lockdown, the statistics agency, INSEE, estimated that 25% of public employees had continued to
be paid, but could no longer work. This had led to a 13.2% statistical reduction in public spending in
the first half of 2020.

In other European countries, this reduction hasn't been accounted for as public wages continued
to be paid. As a result, the recession in the first half of the year in France was artificially stronger
than in other European countries, including Germany. Conversely, in the third quarter, with the
return of public employees to work, the effect was reversed and real growth in public consumption
was very strong in France, boosting the GDP recovery more than in other countries.

Bleak prospects for Q4

Unfortunately, these figures are ancient history and the recovery is already over. The resurgence
of the epidemic and increased uncertainty led to a decline in business climate and household
confidence indicators in October.

The recovery is already over

But the worst will be in November. President Macron has announced that new lockdown measures
will come into effect on 30 October for at least a month. As in the spring, the population must stay
at home and teleworking is compulsory whenever possible. Bars, restaurants, non-essential shops
and cultural and leisure centres will be closed. Private travel (and from one region to another) is
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prohibited, except to work, go to school or for essential shopping. Each trip must be justified by a
certificate.

In contrast to the spring lockdown, schools can remain open (except for universities that must offer
distance learning) and work remains possible in areas not specifically targeted by the restrictive
measures. That implies that industry and construction, which had to stop largely during the spring
lockdown should be able to continue to operate in a relatively normal way.

Nevertheless, with the closure of non-essential shops, merchant services (which account for 56%
of GDP) are likely to be affected in a similar way in November as they were in April (a drop in
activity of around 30% compared to the pre-crisis level). Therefore, we estimate that French GDP
could contract by 5% QoQ in the fourth quarter. The effect on the 2020 annual GDP of this new
lockdown will be a further decrease of around 1 percentage point, bringing our GDP forecast for the
year to -9.5.

An increasingly uncertain recovery for 2021

By the end of 2020, the economy is likely to be more than 9% below its end of 2019 level. While
some recovery can be expected in the first quarter of 2021 on the back of a softening of the
lockdown measures, it is highly unlikely that it will be as dynamic as the one observed in the third
quarter. Firstly, because winter and indoor activities seem more conducive to the spread of the
virus than summer, raising fears of a more gradual easing than the first time. Secondly, because
the message is now clear: as long as there is no vaccine or treatment, the coronavirus will remain
and fears of a third outbreak of the pandemic and the restrictive measures that follow will still be
present. Unfortunately, neither households nor businesses will be able to exclude a third possible
lockdown. As a result, people and businesses are likely to remain much more cautious and that will
hamper any recovery.

French GDP growth figures for the third quarter are like a ray of sunshine that pierces the clouds
for a short moment on a rainy autumn day: they remind us nostalgically of the heat of summer,
but do not allow us to forget that current realities are much less pleasing. France has entered its
second dip and the prospects for a significant recovery in 2021 are darkening sharply.
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