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Don’t be misled by this drop in French
industrial production
French industrial output declined in August, yet remains above its May
level, suggesting that the broader trend is still positive, at least for
now. However, persistent weakness in domestic demand and elevated
uncertainty continue to weigh on recovery

France's aerospace
sector has been
volatile. PM Lecornu
visited a site in
Normandy in June

A misleading decline
Manufacturing output in France fell by 0.7% month-on-month in August, according to the latest
data from Insee. While this drop may raise concerns, it should be viewed in context. July’s figures
were revised upward, from an initially reported -1.7% to -0.5%, and overall activity remains above
May levels.

Much of the recent volatility stems from the aerospace and space sectors. After a sharp surge in
June (with 'other transport equipment' production jumping 17.3% month-on-month), production
normalised in July and August. This swing has mechanically dragged down headline figures
following June’s spike.
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Fragile growth
Despite recent fluctuations, French industry is trending higher than earlier in the year, up 1.1%
compared to the average of the first five months. This offers a modestly positive signal amid a
subdued global backdrop. Still, the outlook remains mixed. While GDP is likely to have expanded in
the third quarter of 2025, risks are mounting for the year-end.

Domestic demand remains anaemic. Household spending on goods was basically flat in August,
edging up just 0.1% after a sharper-than-expected 0.6% decline in July. This lethargy persists
despite low inflation (1.2% in September) and relatively strong purchasing power gains compared
to other European economies. Political uncertainty, fears of tax hikes, and concerns over
unemployment are eroding consumer confidence, prompting households to save more. The
savings rate hit a record 18.9% in 2Q, and we expect it to remain elevated, further dampening
consumption and undermining hopes for a near-term rebound.

Budget complications ahead
Even if industrial production holds up, growth may stagnate in the fourth quarter, leaving France
on a weak footing heading into 2026. This complicates the fiscal outlook. Prime Minister Sébastien
Lecornu recently acknowledged the deteriorating environment, revising the 2026 growth forecast
down to 1% from 1.2%. That may still be too optimistic. We expect just 0.8% growth in 2026,
following 0.6% in 2025. Under these conditions, passing a fully-fledged budget in Parliament this
year looks increasingly unlikely, and political and economic uncertainty may persist well into next
year.
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