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Economic activity in France notched up an excellent Q1 before stalling in Q2. We 

tend to interpret this as volatility rather than the sign of a durable weakening. 

What is reassuring is the good resilience of business sentiment, growth in bank 

loans and even the start of a decline in unemployment. We must nonetheless 

acknowledge that there are a number of risks on the horizon. First, the economic 

cost of terrorism, which is clearly visible on the tourism sector (7.5% of GDP). 

Second, in the run-up to the 2017 elections, potential candidates will engage in 

continuous verbal one-upmanship and economic reforms may well be put on 

hold in the intervening period. 

The fortnight’s focus 

Like last year, private-sector spending stagnated in Q2 (see page 2 for details). At first 
glance, this would appear to be the consequence of the very solid Q1 performance, 
buoyed by non-recurring spending (consumer electronics, company vehicles). On 
average in H1, growth remained on the 0.3% trend q-o-q that it has traced over the last 
two years. The result was nonetheless lower than business sentiment had implied. 
Apart from this disappointment, prospects have dimmed slightly, in the short term, due 
to the terrorist risk, and, in the longer term, due to uncertainty shrouding Brexit. In 
addition to the colossal human toll of over 230 dead and 785 wounded, the mass 
terrorist attacks perpetrated since January 2015 also carry an economic cost. The 
tourism sector is in the front line in this respect. Hotel operators’ confidence is down 
due to a marked decline in the number of foreign visitors (see charts below, which do 
not factor in the impact of the Nice terrorist attack). Tourism accounts for around 8% of 
GDP and employment. Whilst this will not be enough for terrorism to floor the economy 
as whole, it will be enough to wipe two to three points off growth. To date, household 
confidence has not wavered; neither have spending intentions, but this will be a point to 
watch over the coming months. 
 

September will be marked by a higher-than-usual level of political agitation which is only 
set to intensify in the run up to the elections in the spring of 2017. The debate is likely to 
centre on two major themes, with one being national identity, immigration and terrorism 
and the other being the economy. The importance given to one or other of these 
themes over the coming weeks could have an impact on the performance of the 
opposing candidates and parties. We are entering a phase where some promise to 
make additional government spending (far left, National Front) whilst the others swear 
to make sweeping reforms (the right-wing opposition). The government has a very 
meagre economic record to defend and, after the painful “Labour Law” episode, it has 
no intention of becoming involved in any additional reforms. Economic policy in France 
is frozen for the next ten months. 
 

France: confidence in the hotel sector France: foreign tourism (number of nights in hotels) 

  
Sources: Thomson Reuters, INSEE, Oddo Securities 
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Newsflow during the summer 

  
 According to the initial estimate, real GDP stagnated in Q2 2016, a disappointing 

performance given the forecasts made by INSEE and Banque de France which stood 
at around 0.25% q-o-q. After an exceptional increase in Q1, due to non-recurring 
factors (such as the rollout of a new TV standard), household spending stalled. 
Business investment halted a series of eight quarters of growth. The spring had been 
marked by a deterioration in the social climate (strikes, blockades) against a 
backdrop of opposition to the “Labour Law” (see our Focus of June 1

st
, “Sabotage!”). 

That may explain a certain "wait-and-see stance" from businesses.  

 

 In the wake of the Brexit vote, forecasters revised their outlook for European 
countries likely to suffer from the sharp economic slowdown expected in the UK. 
According to Consensus Forecasts, the average growth forecast for 2017 for France 
was lowered from 1.5% to 1.2% between May and August, an identical revision to 
that affecting the Eurozone. We remain more optimistic (1.8%) due to positive effects 
on domestic demand which we expect from the recovery in bank loans and the fall in 
unemployment. This decline is visible in Q2 2016 figures. The unemployment rate in 
France has fallen to 9.9%, its lowest level since 2012, a contraction of a half a point 
year-on-year. Other details, admittedly, are less flattering. On INSEE's estimates, 
slack (the number of people wishing to work more than at present) is rising. 

  
Forthcoming events 

  
 INSEE's confidence surveys are due to be published on 25 August for businesses 

and 26 for households. As the vote in favour of Brexit has triggered a sharp 

deterioration in business sentiment in the UK, it may have been feared that business 
leaders would also be more pessimistic on the continent. There was no trace of this 
in France's case. In August, whilst the PMI-non-manufacturing index remained low, 
the PMI-services index picked up sharply to its highest level in over a year.  

 Regarding households, the downside risk comes from higher terrorist threats. Despite 
the state of emergency, a truck attack resulted in 86 fatalities in Nice on 14 July, and 
a priest had his throat slit in the middle of celebrating mass on 25 July. Several 
cultural and trade events, deemed key during the summer period, were cancelled as 
security could not be guaranteed. The climate of insecurity is not favourable to 
underpinning consumer confidence and spending intentions. 

 The following announcement came as no surprise to anyone but is now official. 
Nicolas Sarkozy declared on 22 August that he intended to run for the presidential 

election of April-May 2017. To do so, he must first win the primaries of the centre-
right Les Républicains party scheduled to be held on the 20 and 27 November. This 

is the first time that the centre-right has organised a real competition to nominate its 
candidate. At this stage, 13 candidates have lined up, but not all -far from it- will meet 
the sponsorship criteria. The complete list of candidates will be disclosed on 21 
September. Several TV debates will oppose them in October and November. For 

most observers, it will especially be a duel between Nicolas Sarkozy (61), former 
president, and Alain Juppé (71), former prime minister. Primaries are not exclusively 
restricted to party militants. The degree of participation is the unknown variable 
(between 2 and 4 million potential voters) and is a decisive factor in the outcome. 
Prior to the media blitz sparked by Nicolas Sarkozy, Alain Juppé had been leading in 
the polls, especially with groups most likely to mobilise themselves for the primaries 
(retired, senior managers). On the left wing of the political spectrum, ambitions are 
coming to the fore as the election date draws closer. Several former ministers under 
François Hollande's mandate intend to run against the president, or at least contest 
the socialist party leadership. Meanwhile, the Front National party is refraining from 
any comment, almost certain of seeing Marine Le Pen qualify for the second round of 
the presidential election. 

  

2012 2013 2014 2015 2016

Q1 Q2 Q3 Q4 Q1 Q2 (carry-over)

Weight y/y%

Real GDP 100.0 0.6 0.0 0.4 0.4 0.7 0.0 0.2 0.6 0.7 1.2 1.1

Household consumption 53.3 0.5 0.1 0.5 0.0 1.2 0.0 -0.3 0.6 0.7 1.5 1.5

Household investment 4.8 -0.1 -0.2 -0.2 0.0 0.2 -0.1 -2.1 -0.5 -3.5 -0.8 0.0

Business investment 12.4 1.2 0.6 0.4 1.5 2.1 -0.2 0.1 0.3 1.4 2.7 3.5

Government consumption 24.3 0.2 0.4 0.3 0.5 0.4 0.4 1.6 1.5 1.2 1.4 1.2

Final demand (contribution, %pt) - 0.4 0.1 0.5 0.4 1.0 0.0 0.1 0.7 1.0 1.3 1.5

Inventories  (contribution, %pt) - 0.3 -0.5 0.5 0.6 -0.1 -0.4 -0.6 -0.2 0.2 0.2 0.2

Net exports (contribution, %pt) - -0.2 0.4 -0.6 -0.6 -0.3 0.3 0.7 0.1 -0.5 -0.3 -0.7

y/y%

2015

q/q%

2016

q/q%
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Appendix chart: business climate, confidence, households 

Confidence indicators Business climate 

  

PMI-manufacturing survey PMI services survey 

  

Consumer confidence Jobless claims 

  

Household spending Vehicle sales 

  
Sources : Thomson Reuters,Markit,Oddo Securities 

Expansion

Index Aug. July June 2008-09 1992-930 0 0

PMI manufacturing 48.5 48.6 48.3 52.2 42.6 -

PMI services (output) 52.0 50.5 49.9 56.0 46.8 -

PMI composite (output) 51.6 50.1 49.6 55.1 44.9 -

INSEE manufacturing - 103 102 102.6 85.4 82.4

INSEE services - 101 98 102.5 85.5 84.1

INSEE construction - 96 95 103.1 101.1 83.4

INSEE retail sector - 105 102 101.8 86.7 86.8

INSEE wholesale sector - 104 103 101.7 85.8 87.9

INSEE consumer conf. - 96 97 101.5 84.7 100.7

BdF manufacturing - 98 98 103.5 79.7 85.7

BdF services - 96 97 102.1 91.3 83.9Dec Dec Dec

*from Q2 2008 to Q2 2009; and from Q2 1992 to Q2 1993
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Appendix chart: activity, inflation, credit, finances 

Industrial output Real GDP 

  

Headline and core inflation Trades of goods 

  

Private sector credit Credit conditions for businesses 

  

Bank refinancing at the ECB Government budget 

  
Sources : Thomson Reuters,AFTE,Oddo Securities 
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