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France: Second-quarter growth
disappoints

GDP figures for the second quarter just wiped out any hope of seeing
French GDP growth reach 2% again this year. It seems that everything
that could go wrong actually did. The causes are known, but the
effects were larger than expected. Current indicators are pointing to a
stronger second half but full-year growth of 1.8% is about all we can
hope for now

O Z O/O Disappointing quarterly growth in 2Q18

Worse than expected

What went wrong?

It generally happens that a plane crash is the consequence of several independent elements
which, taken in isolation, would have done little harm, but taken together, they actually bring the
aircraft down. The same was true for second quarter GDP growth figures. All that could possibly go
wrong, did.

First, despite the fear of trade wars and the slowdown of eurozone demand, exports rebounded in
the second quarter by 0.6%. A better performance in the first quarter, but not enough to
compensate for the strong rebound in imports. This wiped off 0.4pp from growth in the second
quarter.
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Domestic demand was affected by higher oil prices (+35% year on year) and weeks of strikes in
the transportation sector. Private consumption declined (by 0.1% quarter on quarter) for the first
time since 3Q16. It seems that despite very low interest rates, consumers also refrained from
buying more houses as investment declined (by 0.1% QoQ) for the first time since mid-2015. This
affected total investment growth, which wasn't strongly supported by businesses either. Indeed,
corporate investment rebounded less than expected, by 1.1% QoQ after the dismal 0.1%
registered in the first quarter, widening the gap with very high capacity utilisation rates (see

graph).
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Can it get better?

The good news is that when negative shocks all materialise at the same time, the likelihood that
things get worse declines. The threat from strikes is low for the third quarter and trade war fears
could abate as well following on Jean-Claude Juncker's meeting with Donald Trump in
Washington. Unemployment is declining, but it seems that consumers are opting for more savings
rather than for more consumption despite the low interest rate context. If we expect a rebound of
private consumption in the third quarter (and no, it will not be a World Cup victory effect), it is likely
to be temporary as higher oil prices will take time to be digested. In 2018, we do not expect private
consumption growth to exceed the very slow 1.1% reached in 2017.

Purchasing intentions are not materialising
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Nevertheless, activity indicators remain elevated, order books are at high levels and capacity
utilisation would justify another corporate investment rebound. In the real estate market, we also
expect higher investment in the coming months as interest rates are low and as surveys in the
building sector are more positive than at any time in the last ten years.

It is therefore too soon to label this the end of the cycle, but the slower growth of the first half
makes it unlikely that growth could reach 1.8%, let alone the 2.0% forecast so far for 2018. We are
therefore still far from the end of the cycle, and the outlook remains supportive for reform. But the
countdown has begun...
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