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Downbeat sentiment weakens growth outlook

year-on-year change (%) '10 '11 '12 Based on persistent weak sentiment we lowered
our growth forecast for both 11Q3 and 11Q4. We
Gross Domestic Product 1.4 11 1 believe the uncertainty surrounding the Europe-
Private consumption 1.3 s 3 an debt crisis will weigh on France’s economic
Government consumption 1.2 3 1 activity going forward. This has implications for
Private investment 0.4 334 115 our growth forecast, especially for 2012 (from
Exports 9.4 A 5 1.5% to 1%). Private consumption contracted
Imports 8.3 6 AV strongly in 11Q2, but seems to have grown in
11Q3, albeit slightly. However, investment
Inflation 1.7 21 134 growth, which was an important driver of eco-
Unemployment (%) 9.8 91 9% nomic growth in recent quarters, is expected to

slow down. Besides that, the French government
announced further austerity measures after
pressure from Moody’s and the markets.

Government balance (% GDP) -7.0 -5% -4%
Government debt (% GDP) 82.2 86% 89

Source: Reuters EcoWin, Rabobank
Confidence indicators do not provide any confidence...

index index After the stagnation of GDP in 11Q2, also the
70 1 ) ) r 70 outlook for the second half of the year is not
Purchasing managers index (PMI) . . . R .
very promising. An important indicator is the
60 | | 60 index of purchasing managers. The indices of
both the manufacturing and the services sectors
Q—J\ [\ dropped in the last couple of months. Both were
50 \)? 50 below 50 in September, which points to a con-
traction of activity. This picture matches the de-
terioration seen in other eurozone countries.
French producers are especially concerned about
the drop in domestic and foreign orders. Most
30 . : : . . : : 30 worrisome is the sharp contraction of confidence
jan-08 jul-08 jan-09 jul-09 jan-10 jul-10 jan-11 jul-11 in the labour-intensive services sector, which is
bad news for the already struggling labour mar-
ket.
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...but industrial production grows slightly in 11Q3...

10% % 10  The downbeat sentiment is undeniably an indica-
tion for very weak growth in 11H2. We do not
54 L5 exclude the possibility of a contraction of GDP in
one or more quarters. However, there are two
0 - - 0 arguments why we do not expect a (severe) con-
traction in 11Q3. Production in the manufactur-
-5 1 - -3 ing industry rose in both July and August, follow-

Production manufacturing industry,
3-month average, seasonally adjusted

ing stagnation in 11Q2. These growth figures will
probably result in growth of manufacturing pro-
duction in 11Q3. Even with a contraction of 2%

"157 T momin September, there will be growth of
20 J L 50 manufacturing production in 11Q3 (+0.8% g-o-
03 04 05 06 07 08 09 10 11 g). However, if the PMI sentiment indices remain
unchanged, production will probably fall back in
Fall from peak m3m/3m growth —Year-on-year growth 11Q4.
Source: Reuters EcoWin
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...ahd consumption recovers after weak 11Q2

% Household consumption goods, % Also the consumption figure gives an indication

3 - seasonally adjusted, constant prices, -3 H H
S arowth and comtributions that GDP growth in 11Q3 might turn out stronger

than expected. Household consumption of goods
(about 50% of total private consumption) was
very weak in 11Q2 (-1.9% g-o0-q), but recovered
slightly in 11Q3 (+0.2% g-0-q). It should be
noted that there was a strong contribution by the
increase of the volatile energy component
(4+2.8% m-o-m in August). The consumption of
goods from the manufacturing industry re-
mained, after a severe contraction in 11Q2 (-
-3 J L .3 3.4%), only at the same level in 11Q3. Owing to
04 05 06 07 08 09 10 11 a persistently high unemployment rate (9.9%)
and a fall in real wages, underlying French con-
sumption remains very weak.

mManufactured goods mEnergy Food —Total
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Investment outlook darkening

90 % % 10 Business investments were a bright spot in 11Q2
88 | /~— as they grew by 0.7% g-o0-g. That said, a survey
86 - /\/\ | 5 among producers in the manufacturing industry
84 | et shows that the capacity utilisation rate, after an
increase since mid-2009, is expected to decrease
82 1 o in 11H2. For companies this is certainly no rea-
80 1 son to invest with the aim of expanding their
78 1 s production capacity. Besides that, the ongoing
76 1 uncertainty surrounding the European debt crisis
74 - -10 and the announcement of further French austeri-
72 4 1 | ty measures do not offer a very attractive in-
70 i T "

-15  yestment climate. Therefore, we deem it highly
unlikely that companies will support growth by
investing more in the second half of this year.
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B Capacity utilisation rate manufacturing sector (seasonally adj, I)
—Investment - businesses, y-o-y growth (r)
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Pressure for further austerity and reforms grow

%-points %-points Only a month after the presentation of the Fi-
5 spread on 10year government bonds rS nance Bill 2012, president Sarkozy announced
w.r.t. Germarny extra austerity measures with a size of 6-8 billion
4 iee [ 4 euros. In the initial plan, the government would

: save 11 billion euros in 2012, mainly on the rev-
3 enue side. The extra measures are necessary as
the 2012 growth forecast has been lowered from
L2 1.75% to 1%. Moody’s, a rating agency, recently
indicated that it will look more closely to France’s
L1 AAA-rating over the next three months. Recent-
ly, the spread between the interest rate on
0 French and German 10-year government bonds
07 08 09 10 11 12 widened to a maximum of 125 basis points. The
pressure for further austerity measures and
structural reforms, therefore, remains high.
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