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France: An economy in shock
Based on innovative methods, INSEE has managed to estimate that
the French economy was only operating at two-thirds of its capacity
during the first week of lockdown

The slump set in very quickly
In France, INSEE published a first estimate of current activity across various sectors, together with
its monthly business climate survey. The monthly survey ended on 23 March but the institute
points out that the last week was poorly represented in the total sample, with only a few
responses via the internet. Many respondents were already unavailable. The survey figures are
therefore partial, and biased towards the first two weeks of March, so we will have to wait for the
April results to have a more precise idea of the fall in economic sentiment during the crisis.

INSEE has therefore, for the first time, used new methods, many of them qualitative, to estimate
the loss of activity by sector during the first week of lockdown, as well as the loss of demand by
sector of activity. Both approaches (production and expenditure approaches) point to an economy
operating at 65% of capacity.

They may be partial, but these are awful figures nevertheless. Business climate collapsed by 10
points in March, the largest drop since the survey was first conducted in 1980, and one point more
than at the start of the financial crisis in October 2008. The declines are stronger in services and
retail sales than in industry (where the impact still seems limited - Chart 1). Similarly, in the
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building sector, which has since come to a virtual standstill, the indicator has remained above its
long-term average, reflecting the situation at the beginning of March. In services, the drop in
business confidence reflects the message given earlier this week by the PMI indicators, where the
services index fell to an all-time low of 29 (Graph 2).

The fall in industrial activity is still partial

Source: Refinitiv Datastream

A shock differentiated by sector
According to INSEE, which used various new and often qualitative methods for its estimation, not
all sectors were affected in the same way. It is obvious that this estimate is bound to evolve over
time, but it nevertheless already offers more precise information on what is happening (an
extraordinary light in the thick economic fog in which we must have the honesty to admit we are
all immersed). INSEE uses two of the approaches used to compute GDP to present its main result:
that only 65% of the French economy was operating during the first week of confinement.

According to the "production" approach (which considers the value-added of each sector to
calculate GDP), the loss of value-added compared to a normal week ranges from 36% in market
services to 52% in industry and nearly 90% in construction (Chart 3). The weighted average (by
weight of these sectors in value-added) shows a drop of about 35%. Similarly, according to the
"expenditure" approach (where GDP is considered as the sum of the different demands), the loss in
consumption is estimated at 60% for industry (excluding food processing), 56% for market services
(excluding real estate) and 90% for construction. The increase in activity in the agro-food industry,
and the smallest loss in non-market and real estate services allows INSEE to obtain a weighted
average of (again close to) 35%.
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PMI services pointed to a strong contraction

Source: Refinitiv Datastream

The economy is in shock
Both business cycle indicators and these initial signs of a decline in activity point to a sharp
contraction in GDP. INSEE refused to quantify this in its publication but indicated that a fall of
three percentage points (in GDP growth over the year 2020) per month of lockdown is a
reasonable estimate of the shock. The way in which this shock will mark total growth in 2020 will
depend essentially on the shape of the recovery and the length of the lockdown, two components
for which only assumptions are possible at this stage. However, it is already clear that the first
estimates of the recession (-1% in 2020) have quickly become outdated and will have to be revised
downwards again very soon.

First estimates of activity losses per sector during the French
lockdown
* Industry excluding construction and agrofood

Source: Refinitiv Datastream

*Industry excluding construction and agrofood
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