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France GDP Likely to Be +2.0%
in 2018:4Q and +2.5% in 2019:4Q

■ France Indicators Mostly Positive
■ France Consumer Spending Likely to Increase +1.5% in 2018 and

+2.0% in 2019
■ France Capex Likely to Increase +5.0% in Both 2018 and 2019
■ France Trade Likely Neutral for GDP
■ France Financial Conditions Mostly Positive
■ Many Structural Problems for France
■ France Making Structural Changes
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Apr (IMF) -- Fiscal policy in France
is estimated to be stimulus of +0.2%
of GDP in 2018 and +0.9% in 2019.

FRANCE REAL GDP  Y/Y %
2017:4Q +2.5% This regression model projects

that French GDP increases +2.0%

y/y in 2018:4Q and +2.0% in

2019:4Q, mainly due to the lagged

effects of changes in business

confidence and ongoing global

growth, represented by US real

GDP. A slowing of the decline in

Eurozone short rates is a restraint,

as is the rise in the euro.

The model does not capture

changes in fiscal policy. There is

only modest fiscal stimulus in

2018, for which we make no

adjustment. But more substantial

fiscal stimulus is projected for

2019, so we raise the forecast for

2019:4Q to +2.5%. Consensus

estimates are +1.9% for 2018

and +1.8% for 2019.

The outlook for the next year or

two has clearly improved. The key

question about the medium-term

outlook is whether the Macron

govt will succeed in implementing

its proposed structural reforms.

France GDP Likely to Be 
+2.0% in 2018:4Q and +2.5% in 2019:4Q

     GDP  =  - 8.1  + 0.09 x FRBUS\1  - 0.1 x UZRT\1 - 0.004 x UZRTCH\3 

 + 0.2 x EZLNSR%\2 + 0.3 x USGDPR%\1  - 0.03 x TWEU%\6 

       GDP =     France Real GDP Y/Y %

       FRBUS\1 =     France Business Confidence, Leading by 1 Qtr.

       UZRT\3 =     Eurozone Short Rate, Leading by 3 Qtrs.

       UZRTCH\3 =     Eurozone Short Rate Y/Y BP Ch., Leading by 3 Qtrs.

       EZLNSR%\3 =     Eurozone Real Private Bank Loans Y/Y%, Leading by 3 Qtrs.

       USGDPR%\1 =     US Real GDP Y/Y %, Leading by 1 Qtr.

       TWEU%\4 =     Trade-Weighted Euro Y/Y%, Leading by 4 Qtrs.

Fit 1999:1Q - 2017:4Q R-squared = 92%

THE MODEL

 T-stats   =  - 10.2 + 10.0                     - 2.9                  - 7.7        

 + 6.1                         + 6.9                            - 3.6 
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OECD’s leading indicator for France has hooked down a little, a small negative

sign for the near-term outlook. The composite PMI has declined from its recovery

peak but is still strong at 56.9%. Vehicle sales volume has risen sharply, albeit with

considerable volatility. IP has been trending higher but is still below the level it

reached in 2011; this result is due, in large part, to structural problems which

France is now starting to address (see pages 8-10).

France Indicators Mostly Positive

Jan 30 (WSJ) – An economic recovery in France, formerly one of Europe’s chief laggards, has helped
a resurgent Eurozone power to it strongest growth in a decade. In France, businesses say they are
shaking off long-held economic fears as Macron takes his first steps to cut red tape and taxes.
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France Consumer Spending Likely to 
Increase +1.5% in 2018 and +2.0% in 2019

Real income growth has

accelerated over the past three

years, but it will be restrained

some now by somewhat higher

inflation (see page 7).

Consumer confidence has

increased significantly but has

eroded a little in recent mos.

Employment is strong and has

broken above its prior peak.

While consumer spending has

slowed recently, these

fundamentals suggest it is likely

to increase +1.5% y/y in both

2018:4Q and +2.0% 2019:4Q.
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France Capex Likely to Increase 
+5.0% in Both 2018 and 2019

French business confidence

has increased substantially and

is high, and the operating rate

has risen. Company earnings

have turned sharply higher. Tax

relief for business has been a

plus, and further reductions are

proposed. Capex is likely to

increase +5.0% y/y in 2018:4Q

and another +5.0% in 2019:4Q.

Sep (IMF) -- The planned cut in the
corporate income tax rate, together
with a further reduction in the labor
tax wedge, will help make France
move competitive.
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France Trade Likely Neutral for GDP

France’s largest exports include: machinery and transportation equipment, aircraft, plastics,
chemicals, and pharmaceutical products.
France’s largest trading partners are: Europe (63%), US (6%), and China (3%).

Exports and imports are both up y/y,

but the increase in exports has

accelerated recently, so net exports

have hooked up following a long

decline. French exports will be lifted

further by the global expansion, but

imports will be lifted as well. With a

lag, the recent increase in the euro

will be a restraint. And there is

downside risk if US protectionist

threats are not resolved. On

balance, trade is likely to be neutral

for GDP in both 2018 and 2019.

Apr 24 (WSJ)) – The French Economy
Minister described proposed US tariffs on
steel and aluminum as a “sword of
Damocles” hanging over our heads.
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France Financial Conditions Mostly Positive

Investors can obtain exposure to French stocks
-- long or short -- through iShares ETF EWQ .

+98%

Low inflation -- both total and core --

and QE by the ECB both help explain the

decline in French bond yields in recent

years. The spread with German bonds

has narrowed to about 25bp. French

banks’ balance sheets appear to be in

good shape, but low interest rates are

restraining their profits.

The CAC has rallied +98% from its

2011 low, and is up +3.9% ytd. Company

earnings have turned up (see page 5),

but they are still down -32% from their

high in 2007.

Sep (IMF) -- Banks have improved their
financial buffers, profitability, and capitalization
since the crisis and continue to provide adequate
financing to the economy. But banks will need
to adapt their business models to the low interest
rate environment, new technologies, and
changing regulatory standards.

Eurozone +0.9%
Italy +9.7%
France +3.9%
Spain -0.6%
Germany -2.4%

Japan -1.1%

U.S. -1.2%
U.K. -2.2%
China -6.8%

Stock Market Performance
YTD as of May 1, 2018
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Many Structural Problems for France
France has not been able to narrow its

labor cost gap with Germany very much,

which helps explain both its relatively weak

net exports (see page 6) and the sluggish

performance of IP (see page 3).

Other structural impediments include:

• Govt spending % GDP is very high,

much higher than in Germany or the

US.

• Govt debt has continued to increase

both absolutely and as % GDP.

• Although the country’s international

rankings on ease of doing business

and related measures are pretty good

(except on economic freedom), the

labor market is quite rigid and

regulation is excessive.

Feb 4 (WSJ) – Alarmingly, the number of
job vacancies is rising and a growing
number of businesses are warning that they
can’t boost production due to labor
shortages despite unemployment remaining
at 9.8%.

Sep (IMF) -- Government spending -- the
highest in the EU at 56½ percent of GDP --
remains at the heart of France’s fiscal
problems. Rapid growth in social, wage bill,
and local government spending -- together
with fiscal stimulus during the global
financial crisis -- contributed to high budget
deficits and forced successive tax increases.
The public debt ratio has reached nearly
triple digits and continues to increase in
contrast to most euro area countries.

Competitiveness 22/137
Ease of Doing Business 31/190
Transparency - Corruption 23/176
Economic Freedom 71/180

Sources: World Bank, World Economic Forum,

Transparency International, Heritage Foundation

Business Ranking (2017-2018)
France
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France Making Structural Changes
Important Changes Under Way. France started to make some important

structural changes during the Hollande Administration, when Macron was

Economy Minister. Now as President, Macron has proposed major changes in

many areas. Parliament has given him the authority to do this by ordinances

rather than legislation. Here are some of the main elements.

• Labor Market Reform: The intent is to make the labor market more

flexible by allowing more negotiations at the enterprise level. Judicial

uncertainty around dismissals is being reduced, fines are capped, and

the time for recourse to arbitration limited.

• Reduce the Labor Tax Wedge: The temporary wage-based tax credit

for employers is to be converted to a permanent payroll tax cut; the aim

is to reduce unit labor costs and promote hiring.

• Reduce Corporate Taxes: By 2022 the plan is to bring the corporate

tax rate down from 33% to 26%, a rate more in line with other EU

countries.

• Reduce Government Spending: The goal is to reduce spending by

more than 3% of GDP over the next five years and to cut govt

employment by 120,000; pension and welfare systems are to be

reformed.

Potential Impacts. If these plans are fully implemented, the benefits for the

French economy could be substantial. The IMF has estimated them as follows:

Sep (IMF) -- Simulations suggest that labor, product market and tax reforms
would generate GDP level increases of around 1.2–1.6 and 3–3.7 percent
over the next 5 and 10 years respectively, with a corresponding impact on
GDP growth equal to 0.2–0.3 and 0.3–0.4 percentage points at the 5 and 10
year horizons, respectively.
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France Making Structural Changes

Urgency to Act Now. Conditions are aligned now to make significant

changes: The economy has done better despite some weakness in

early 2018 (as discussed on pages 2-7), a new reform minded

President has been installed, and Parliament has a large majority from

the President’s party.

*

Sep (IMF) -- With a strong mandate, the government has now a unique
window of opportunity for a bold and comprehensive economic reform
package, as the recovery is gaining pace and job creation is picking up.

Opposition and Problems Have Emerged. Despite the potential for

significant improvement, opposition has emerged -- recently among

railroad workers. Macron’s popularity has fallen. If these patterns

persist and intensify, this once-in-a-generation opportunity for reform

could be lost.

Mar 22 (WSJ) – Macron is facing
the biggest challenge so far to his
economic reform program amid
nationwide strikes. Having chosen
his battlefield, he can’t afford to
lose without jeopardizing his entire
reform agenda. At SNCF, the
heavily indebted national rail
operator, his plan would end
lifetime employment guarantees and
early retirement for new hires.

Mar 23 (Reuters) – Macron’s
popularity has fallen to the lowest
point in his presidency. Frustrated
over Macron’s wide-ranging labor
and welfare reforms, nurses,
teachers, and other public sector
workers walked off the job over
concerns about his plans to cut
headcount and introduce merit-
based pay.

Contd
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Evercore ISI does not provide individually tailored investment advice in research reports. This report has been prepared without regard to the
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depository institution. If a financial instrument is denominated in a currency other than an investor’s currency, a change in exchange rates may
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risk. In addition, income from an investment may fluctuate and the price or value of financial instruments described in this report, either directly or
indirectly, may rise or fall. Estimates of future performance are based on assumptions that may not be realized. Furthermore, past performance is
not necessarily indicative of future performance.

Evercore ISI salespeople, traders and other professionals may provide oral or written market commentary or trading strategies to our clients that
reflect opinions that are contrary to the opinions expressed in this research. Our asset management affiliates and investing businesses may make
investment decisions that are inconsistent with the recommendations or views expressed in this research.

Electronic research is simultaneously available to all clients. This report is provided to Evercore ISI clients and may not be redistributed,
retransmitted or disclosed, in whole or in part, or in any form or manner, without the express written consent of Evercore ISI. Receipt and review
of this research report constitutes your agreement not to redistribute, retransmit, or disclose to others the contents, opinions, conclusion or
information contained in this report (including any investment recommendations, estimates or target prices) without first obtaining express
permission from Evercore ISI.

This report is not intended for distribution to, or use by any person or entity in any jurisdiction or country where such distribution or use would be
contrary to local law or regulation.

For investors in the UK: In making this report available, Evercore makes no recommendation to buy, sell or otherwise deal in any securities or
investments whatsoever and you should neither rely or act upon, directly or indirectly, any of the information contained in this report in respect of
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(set out in Article 19(5) of the Financial Services and Markets Act 2000 (Financial Promotion) Order 2005 (the “Order”)); (b) persons falling within
the definition of high net worth companies, unincorporated associations, etc. (set out in Article 49(2) of the Order); (c) other persons to whom it
may otherwise lawfully be communicated (all such persons together being referred to as “relevant persons”). This report must not be acted on or
relied on by persons who are not relevant persons.

Applicable current disclosures regarding the subject companies covered in this report are available at the offices of Evercore ISI, and can be
obtained by writing to Evercore Group LLC, Attn. Compliance, 666 Fifth Avenue, 11th Floor, New York, NY 10103.

In compliance with the European Securities and Markets Authority's Market Abuse Regulation, a list of all Evercore ISI recommendations
disseminated in the preceding 12 months for the subject companies herein, may be found at the following site: https://evercore.bluematrix.com/
sellside/MAR.action.
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