MACROECONOMIC PROJECTIONS
FRANCE
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EUROSYSTEME

= Following a contraction in the first and second quarters of 2020, French GDP is expected to pick up in the
second half and continue to improve in 2021 and 2022.

= These projections, which were finalised on 25 May 2020, are based on the assumption that Covid-19 will still
be circulating during the coming months but that France, which has been affected in a similar way to other
world economies, should gradually adapt. Alternative scenarios are presented in Box 1. With regard to fiscal
policy, these projections incorporate the specific measures announced by the government up to 25 May. They
do not take into account any new measures announced since that date, including the supplementary budget
law which will be set out on 10 June. The risks to our projections are particularly high, both to the upside and
the downside: evolution of the health situation in France, the household saving ratio which is linked to
confidence levels, etc.

= Inthe near term, due to the weak activity levels up to the end of the strict lockdown on 11 May and the gradual
loosening since, as our latest businesses surveys published today show, we expect an extremely sharp decline
in GDP in the second quarter of 2020. A gradual upturn is anticipated over the coming quarters, as economic
activity adapts to the new environment. However, in annual average terms, GDP for 2020 should still be
extremely badly affected, dropping by more than 10%.

= Following this very severe shock, the recovery is likely to be spread out over time. The forecast GDP growth
rates for 2021 and 2022 are expected to be high at 7% and 4% respectively, but this should still mean that we
have to wait until mid-2022 to return to the level of activity seen at the end of 2019.

= Afterinitially being cushioned by the short-time work mechanism, the deterioration in the labour market should
be delayed but significant. The unemployment rate could rise to a peak of over 11.5% in mid-2021, and then
decline gradually to below 10% by end-2022.

= French headline inflation (HICP) should temporarily drop into negative territory at the end of 2020 due to the
combined effects of lower oil prices and the fall in activity. It should amount to only 0.4% on average in 2020
before strengthening a little in 2021 and 2022, but remaining very modest in our baseline scenario.

= The government debt-to-GDP ratio is expected to increase very sharply as a result of this crisis, reaching
around 120% of GDP, well above the euro area average.

KEY PROJECTIONS FOR FRANCE
2016 2017 2018 2019 2020 2021 2022

Real GDP 1.0 24 1.7 1.3 -10.3 6.9 3.9
Contributions to GDP growth (in percentage points)?
Domestic demand (excluding changes in inventories) 1.8 2.3 1.3 1.8 -9.8 7.8 4.3
Net exports -0.4 -0.1 0.7 -0.1 -0.3 -0.3 -0.3
Changes in inventories -0.3 0.2 -0.2 -0.4 -0.2 -0.6 0.0
Household consumption (52%)® 1.6 1.6 0.9 1.3 9.3 8.4 4.3
Government consumption (23%) 1.4 1.5 0.8 1.3 0.7 0.9 14
Total investment (23%) 25 5.0 2.8 3.7 212 150 7.0
Government investment (3%) 0.0 0.5 2.4 4.2 -7.3 4.6 1.0
Household investment (5%) 2.8 6.6 2.0 2.0 -24.5 16.8 6.9
Business investment (NFCs-FCs-IEs) (14%) 3.1 5.5 3.2 4.2 -23.3 17.4 8.6
Exports (31%) 1.8 4.0 3.5 2.0 -14.3 8.6 4.6
Imports (32%) 3.0 41 1.2 23 -12.9 9.0 54
Real household gross disposable income 1.6 1.4 1.2 21 -0.5 0.9 2.1
Net job creations (thousands) 177 275 341 284 -552  -355 427
ILO unemployment rate (France and overseas departments,
% of labour force) 10.0 9.4 9.0 8.4 10.1 1.7 10.4
HICP 0.3 1.2 21 1.3 0.4 0.5 0.9
HICP excluding energy and food 0.6 0.5 0.9 0.6 0.4 0.5 0.7
GDP deflator 0.5 0.5 0.8 1.5 1.1 -0.1 0.4

I
Sources: INSEE data up to the first quarter of 2020 (quarterly national accounts published on 30 April 2020). Blue-shaded columns show
Banque de France projections.
Figures are adjusted for the number of working days.
a) Individual contributions may not add up to GDP growth as figures have been rounded.
b) Percentages in brackets refer to each item'’s share of GDP in 2018.
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Like the rest of the world, the French economy suffered a shock of unprecedented proportions
in the first half of 2020

From January to March 2020, the Covid-19 Chart 1: Level of real GDP in France
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immediate reduction in activity of around 32% shows Banque de France and Eurosystem projections.

during the two weeks of lockdown in March, and
then of around 27% in April. According to INSEE’s second estimate of the quarterly national accounts, published
at end-May, GDP fell by 5.3% in the first quarter of 2020.

The decline in GDP will mechanically intensify in the second quarter, which covers six weeks of lockdown until 11
May followed by a very gradual exit. Therefore, there will be a far greater loss of activity compared with the average
recorded in the first quarter, which only included two weeks of lockdown (see Chart 1). In our projections, GDP in
the second quarter of 2020 is thus expected to decline by a little over 15% versus the first quarter.

This second-quarter trajectory was finalised on 25 May. It is consistent with the economic information that has since
become available, particularly the Banque de France surveys published today, which suggest a loss of activity of
17% at end-May, coming back to a loss of around 12% at-end June. Furthermore, these projections were constructed
on the basis of the INSEE quarterly accounts published at the end of April and do not take into account the detailed
first-quarter accounts (together with the annual accounts for 2019) which were published on 29 May and in which
GDP growth was revised upwards from —5.8% to —5.3%. Given the size of the decline expected in the first half, this
revision would only have a marginal effect on our projections.

Assuming reduced but continuing disruptions during the second half of 2020, GDP for the entire year
is expected to decline by more than 10%

For the second quarter of 2020, we can still base our estimate of the loss of activity on available information,
particularly that from our business surveys. Beyond this horizon, we have to apply assumptions. With regard to the
international and financial environment (see Table A in the appendix), our projections are based on those of the
Eurosystem, finalised on 18 May and published on 4 June for the entire euro area. After the economic and public
health shocks that varied in their timing and scale at the beginning of 2020, the economic constraints associated
with the circulation of the virus should become more uniform for the different euro area countries (see Chart 1).

In terms of public health and economic developments, we mainly apply two assumptions.

First, the virus will continue to circulate and therefore hinder the rebound in economic activity. However, we do
not factor in any new deterioration that would necessitate reintroducing a strict lockdown.

Second, we assume that the improvement in the public health situation and adaptation of businesses to the new
circumstances will mean that losses of activity compared to normal are gradually reduced despite the continued
circulation of the virus. The example of certain countries where the initial economic shock was less severe can serve
as a point of reference. We thus assume further losses of activity, compared with a no-crisis scenario, of around
10 percentage points in the third quarter and close to 7 percentage points in the fourth quarter of 2020. Under these
gradual recovery conditions, GDP should fall by around 10% in 2020.
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By way of illustration, and in line with the European Central Bank’s publication of 4 June, Box 1 presents a “severe”
scenario, in which the disruptions remain more acute, and also a “mild” scenario, in which a more substantial
reduction in the circulation of the virus by the end of 2020 should facilitate a return to a normal level of activity by
the end of the year.

Alternative scenarios shed light on the key dynamics at play over the coming years

Alternative “mild” and “severe” scenarios: GDP growth could range from —7% to —16% in 2020

Our baseline projection is subject to a much higher degree of Level of GDP under mild and severe scenarios

uncertainty than under normal conditions.To illustrate, this box O eee—
presents two alternative scenarios — “mild” and “severe” (see  (level; Q4 2019 = 100)
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Sources: INSEE data up to the first quarter of 2020. Blue-shaded area shows Banque

be close to potential, reflecting a return to normal. Inflation would de France projections.

be weak in 2020 under the mild scenario, but would rebound more
markedly in 2021 and 2022, rising towards 2%.

In the severe scenario, on the other hand, we assume that the virus continues to circulate in France and around the world with a high
degree of virulence. Domestically, following the easing of the strict lockdown on 11 May, strong public health measures could be needed
to prevent another serious peak in Covid-19 related deaths. In this event, the fall in GDP in 2020 would be close to 16% and the rebound
in 2021 would be weak as a result of the shock in 2020: households and businesses would gradually adapt to these difficult circumstances
but in mid-2021, activity would still be 13% below its pre-crisis trajectory. As it is difficult to predict a date for a possible “second wave”,
this scenario is not presented in the form of a “W”, but rather tries to show the possible outcome as an “average”.

In this scenario, it is only in mid-2021 that medical breakthroughs facilitate a sharper upturn in activity. However, this upturn would still
be constrained by the — by then more persistent — economic consequences of previous events. Lasting disruptions to the value chains
and the sharp increase in business failures could put a strain on the global economic and financial system. Potential activity would also
be severely and lastingly reduced. In this scenario, the amounts spent on exceptional measures following the loss of activity would
increase compared with other scenarios. However, it should be noted that this scenario does not incorporate additional economic policy
responses that could be put in place under these conditions and partially lessen the severity of the drop in GDP. In the face of the
deterioration in activity, inflation could be markedly negative in 2021 and then broadly zero in 2022.

Main characteristics of the mild and severe scenarios

ild scenario Severe scenario
2022 2020 2021 2022
GDP? (annual average % change) -7 10 2 -16 6 4
HICP (annual average % change) 04 1.4 2.0 0.2 -0.5 -0.1

Source: Banque de France projections.
a) Figures rounded off to the nearest whole unit.
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With a gradual pick-up in activity, real GDP should return to its end-2019 level in 2022 according
to our baseline scenario

Even greater uncertainty surrounds the forecasts for 2021 and 2022 than for those of the second half of 2020. They
are based on the assumption of a gradual exit from the crisis. We anticipate GDP growth of around 7% and 4% in
2021 and 2022 respectively (see Chart 1). Despite this ostensibly sharp upswing, activity is not expected to return
to its end-2019 level until mid-2022. Both 2021 and 2022 are thus expected to be years of marked but gradual
recovery. Growth should then ease, returning to its potential rate beyond our projection horizon.

In 2021, the very sharp annual average improvement in activity should mainly be linked to the expected upturn in
the second half of 2020 after the shock during the first half of the year. The growth carry-over for 2021 is thus
already expected to be almost 5% at the end of 2020. The recovery should continue through the beginning of 2021,
assuming that the economy continues to adapt to the public health constraints.

Growth in activity is expected to strengthen from the second half of 2021. In keeping with the Eurosystem’s
projections for the euro area, we assume that in mid-2021, medical breakthroughs will mean that public health
measures can be lifted. Household and business confidence would thus improve and the upturn in activity begun at
the end of 2021 would continue into 2022, buoyed by a declining household saving ratio (see below). This would
give a further boost to annual growth in 2022.

However, the loss of activity is expected to remain considerable at the end of 2022, at around 3 percentage points
compared with a pre-crisis projection. This loss should partly reflect a shortfall in demand, but also a reduction in
potential activity as a result of the crisis. On the one hand, the fall in investment should limit capital accumulation.
On the other, we assume that the shock to the labour market and business failures will affect the economy’s overall
productivity (see below). The loss of activity should thus break down approximately equally between potential GDP
losses and a widening of the output gap. Beyond this loss in terms of level, potential growth should however be
unaffected.

The balance between saving and consumption will be significant in determining the pace
of the economic recovery up to end-2022

The lockdown measures at the start of 2020
imposed very tight constraints on household
consumption. When combined with the relative
resilience of incomes (see below), this means that

Chart 2: Household saving ratio and change
in household consumption
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the household saving ratio should increase

sharply. It could thus be close to 20% for the first * "
quarter and peak at around 30% in the second 20 10
quarter, compared with an average of 1 5
approximately 15% in 2019.
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Since the relaxation of the lockdown, restrictions
have only been gradually lifted and household 8 °
consumption is still partially constrained. It is 4 10
also likely that the expected rise in . .

unemployment and the general context of deep
uncertainty will continue to weigh on purchasing
behaviour. In these circumstances, even though
the saving ratio may decline sharply from the
second half of 2020 onwards, it should
nevertheless remain unusually high. It is thus
expected to reach 22.3% in 2020, consistent with a 9.3% drop in consumption during the year. Household saving
for 2020 should therefore be EUR 100 billion higher than anticipated in our pre-crisis projections. This largely
“forced” increase in saving would be one of the accounting counterparts to the sharply rising government deficit
(see below).

2006 2008 2010 2012 2014 2016 2018 2020 2022

Il Household saving ratio (left-hand scale)
—— Change in household consumption (right-hand scale)
I—
Sources: INSEE data up to the fourth quarter of 2019. Blue-shaded area shows Banque
de France projections.

For the purposes of these projections, we assume that only the discovery of a lasting medical solution in mid-2021
will restore enough confidence to households for them to reduce their saving ratio more markedly. The saving ratio
is thus expected to settle at a little over 16.5% in 2021, which is a similar level to that observed in 2009. In 2022,
the average should drop below 15%, which is a little lower than would otherwise have been expected given the
macroeconomic environment.
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This saving trend should mean that consumption improves more rapidly than GDP, rising by 8.4% in 2021 and by
4.3% in 2022. The use of 2020’s forced savings should however remain limited due to the precautionary saving
behaviour that can be expected in a deteriorated and uncertain economic context, with lower incomes than prior to
the crisis and rising unemployment. If, on the other hand, the savings are used more quickly, from the second half
0f 2020 for example, this would above all result in a boost to annual average GDP growth for 2021 (see Box 2).

A major issue at stake for the strength of the rebound in activity, especially in 2021:

the fall in the household saving ratio

After the sharp rise in household saving in the first half of 2020, we
assume that the household saving ratio will decline very gradually
until a lasting medical solution is found in mid-2021. As a result,
the saving ratio should not fall back to its pre-crisis level until the
start of 2022, and the additional savings accumulated in 2020
should only be consumed to a very limited extent. However, there
is still a possibility that households will consume their accumulated
savings more rapidly, and that the saving ratio will thus return to
below its pre-crisis level at an earlier stage and remain there for
longer (see chart). We therefore describe two variants here.

In the first variant, we assume that the public health restrictions
quickly have less of a dampening effect on household
consumption, and that the latter rebounds markedly from the end
of 2020 onwards. The saving ratio is expected to fall rapidly below
its long-run average and consumption should rebound sharply
enough to exceed its fourth-quarter 2019 level as of the end of
2020. Under these conditions, GDP growth could be revised
upwards by 1 percentage point in 2020 and by 1.5 percentage
points in 2021. This variant corresponds to what would happen in
the mild scenario described previously.

Household saving ratio under different scenarios
L O——
(percentage of gross disposable income)

32 32
28 28
24 24
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= Variant 2

- - - Baseline projection
L ee—
Sources: INSEE data up to the fourth quarter of 2019. Blue-shaded area shows Banque
de France projections.

In a second, intermediate variant, we assume, in line with our baseline scenario, that household confidence only improves enough to
trigger a clear drop in the saving ratio with the discovery of a vaccine over the course of 2021. However, we also assume that the drop
from that point onwards is stronger than in our baseline scenario. Under these conditions, GDP growth would be unchanged for 2020,
but the recovery in 2021 would be nearly 2 percentage points stronger, with GDP growth of close to 9%.

The shock to activity should lead to a fall in jobs

As a result of the economic shock at the
beginning of 2020, businesses are having to cope
with a brutal deterioration in their activity and
their accounts. In 2020, they are expected to see
the sharpest decline in their profit margin rate and
saving ratio in over 40 years. This is expected to
prompt a considerable fall in jobs.

Since mid-March businesses have widely
resorted to the short-time work mechanism,
which has helped them to reduce their costs very
significantly. Nevertheless, the labour market has
already started to adjust: according to initial
estimates published by INSEE, market-sector
salaried employment was down by 2.3% at the
end of March compared with the end of
December 2019 (453,800 fewer positions, of
which more than 290,000 were in the temporary-
work sector). In the fourth quarter of 2020, the

Chart 3: Total employment and GDP,
deviation vs. pre-crisis projections
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Sources: INSEE data up to the fourth quarter of 2019 for employment and up to the
first quarter of 2020 for GDP. Blue-shaded area shows Banque de France projections.

total number of jobs is expected to be almost 1 million lower than at the end of 2019 (see table).

These very high figures nevertheless demonstrate a degree of resilience in employment, as it does not follow the
sharp V-shaped trajectory projected for GDP (see Chart 3). This resilience should partly be due to the effect of the
short-time work mechanism. We assume that the number of jobs subsidised through short-time work compensation

Banque de France macroeconomic projections for France — June 2020



will peak at around 7 million in May and then gradually decline over the rest of the year. However, the resilience
should also reflect the customary time lag in the adjustment of employment to activity. Under these conditions, the
corporate margin rate should fall in 2020 and firms should therefore shoulder a larger share of the loss of national
income than they would normally (see Box 3).

Employment should stabilise in 2021, lagging behind the rebound in activity, and should only begin to recover in
2022 (see table). The correction in employment and upturn in activity should then lead to an improvement in the
corporate margin rate and a reduction in firms’ share of the overall loss of national income (see Box 3). In our
projections, the adjustment in employment over the projection horizon (to end-2022) is expected to be slightly
smaller than for GDP (see Chart 3). Indeed, in our projections we assume that the sharp contraction in activity will
lead to long-term productivity losses, as was the case during the 2007-08 crisis. This assumption remains subject to
significant risks, both on the upside (possible cleansing effect on the least efficient companies, more rapid spread
of digital technology, etc.) and on the downside (potential under-investment, economies becoming more closed,
unviable companies continuing to operate, etc.).

Change in employment and unemployment for the entire economy

(half-year to half-year change, in thousands,

except where otherwise indicated) 2020 2021 2022
H1 H2 H1 H2 H1 H2
Total employment 173 133 -579 -401 -81 131 270 292
Market-sector salaried employment 164 125 -572 -361 -65 132 268 299
Non-market sector employment 2 -3 -6 0 0 0 0 0
Non-salaried employment 7 11 (0] -40 -16 -1 2 -6
Labour force 81 46 30 30 30 25 20 20
Unemployed -92 -87 609 431 111 -106 -250 -272
ILO unemployment rate
(France and overseas departments, % of labour force) 8.4 8.1 10.1 11.5 11.8 11.5 10.6 9.7

]
Sources: INSEE data (Labour Force Survey, quarterly national accounts published on 30 April 2020). Blue-shaded columns show Banque de France projections.

The half-year to half-year change is equal to the sum of the two quarter-on-quarter changes for each half. The labour force projections from the fourth quarter of 2019 onwards
are based on INSEE’s baseline scenario projections for the labour force up to 2070.

Following a time lag, the unemployment rate is expected to peak at over 11.5% in mid-2021
before declining significantly thereafter

Chart 4: Unemployment rate

The deterioration in employment should .
mechanically affect the unemployment rate. The  (ILO; percentage of labour force, France and overseas departments)
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. . . Sources: INSEE data up to the first quarter of 2020. Blue-shaded area shows Banque
historical highs. It should then come back down  de France projections.

t0 9.7% by end-2022.

It should be emphasised that our forecast for the unemployment rate assumes that the behaviour of the working-age
population will remain unchanged whereas in reality it could be affected by the crisis. This represents a major
uncertainty as (i) some people may be discouraged from seeking work or may put back entering the workforce by
extending their studies, for instance, and (ii) losses of household income could drive greater job-seeking, for
example by the second partner in a couple that initially only had one earner.

Average losses in household income due to the shock are expected to be limited in 2020,
but subsequent increases in household gross disposable income should also be constrained

Household income purchasing power is expected to decline by 0.5% in 2020 (down 0.7% per capita). Of course,
these figures are averages covering situations that differ significantly depending on the household category,
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particularly as the labour market correction is initially expected to significantly affect those with the most casual
employment contracts.

The decline in household income purchasing power in 2020 will be limited, and much smaller than the fall in GDP
over the year (see Chart 5). First, public transfers (see below), through the interplay of automatic stabilisers and
government-implemented measures, are limiting the losses in household income (see Chart 6). Second, the relative
resilience of employment with respect to the shock to activity (discussed above) should cushion the shock to
household income in 2020 (see Box 3).

However, although household income is currently relatively shielded from the crisis, this should weaken over time
as the labour market adjusts. Purchasing power is thus expected to rise by 0.9% in 2021 and then by 2.1% in 2022.
The figures are significant, and even decidedly high for 2022, but they should be outpaced by the rebound in activity
over the same period.

Chart 5: Real household gross disposable
income and GDP

Chart 6: Contributions to gains
in household purchasing power
and gains in purchasing power per capita
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Sources: INSEE data up to the fourth quarter of 2019 for income and up to the first
quarter of 2020 for real GDP. Blue-shaded area shows Banque de France projections.

As is often the case, export and investment cycles
are expected to be more pronounced
than the GDP cycle

While household consumption should decline by a
relatively similar proportion to GDP in 2020, the
drop in exports (down 14%) and in total
investment (down 21%) should be markedly
greater.

Exports should follow the profile of foreign
demand for French goods and services, which is
expected to be very similar to that of our own
imports. Indeed, most major economies have been
hit simultaneously by the epidemic. This is
particularly true of our euro area trading partners,

Sources: INSEE data up to the fourth quarter of 2019. Blue-shaded area shows Banque
de France projections.

Chart7:Non-financial corporations’investmentratio
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Sources: INSEE data up to the fourth quarter of 2019. Blue-shaded area shows Banque
de France projections.

whose activity is expected to follow a trend that is qualitatively akin to that of France, with a sharp drop during the
first half of 2020, followed by a snapback in activity in the second half and then a slow and only partial catch-up in
2021 and 2022. According to the most recent Eurosystem projections, euro area GDP should fall steeply by 8.7%
in 2020 then bounce back by 5.2% in 2021 and by 3.3% in 2022. Under these conditions, the net contribution of
foreign trade to GDP growth should be stable and close to zero each year.

In contrast, the adjustment in business investment should be far more rapid. After the abrupt slump seen in the first
half of 2020 (see Chart 7), which was amplified by the shutdown of nearly all construction activity in the first weeks
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of the lockdown, it should recover again very rapidly as economic activity picks up in the second half of 2020. It
should then rise more gradually thereafter. Over the full year 2020, business investment is expected to fall to a much
greater extent than GDP (drop of 23%)), as is typical in business cycles. In the longer run, and given the uncertain
economic environment, the investment ratio, albeit high at the end of 2022, should still be below its end-2019 peak.
In addition to business investment, investment by households, and to a lesser extent by general government, should
also by badly hit by the stoppage of building works. The overall weakening in activity should lead firms to run
down their inventories, a trend that should mainly be visible in the annual average figures for 2021 (contribution of
around —0.6 percentage point to GDP growth).

Insights into the distribution of the losses in national income during the crisis

The economic crisis and resulting drop in GDP represents aloss ~ Share of different economic agents in loss
of income for the nation. An assessment of how this income loss  of national income
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projections.

In 2020, general government shoulders more than 60% of the loss in national income, which is far greater than its usual weight in that
income. This reflects the mass transfers put in place to cushion the losses of private agents, and the significant deterioration in the
government deficit. Indeed, households account for only 15% of the loss in national income in 2020, which is well below their usual
61% share of that income. In addition, more than 40% of the fall in household income in 2020 is due to declines in the gross operating
surplus generated by the self-employed. Businesses account for more than 24% of the losses, which is higher than their normal share
in national income (13%). Despite the magnitude of the public transfers, particularly the short-time work mechanism and the solidarity
fund, this does not offset businesses’ overall loss of activity and the stickiness in employment.

Over time, this “asymmetric” distribution of income losses is tempered slightly. The share incurred by general government declines
marginally as the exceptional support measures are discontinued, but still remains far higher than the usual share of general
government in national income, which is consistent with a lasting deterioration in the government deficit. The share of losses absorbed
by households increases gradually as employment deteriorates. It amounts to around 25% of the cumulative loss for 2020-22. This
figure is still far lower than households’ normal weight in national income, however, due to the effect of the automatic fiscal stabilisers.
It is counter-balanced by the decline in the share attributable to businesses as the employment correction and upturn in activity take
effect.

Inflation is expected to be weak over the entire projection horizon

The measurement of inflation during the weeks of lockdown is somewhat delicate, as certain transactions were
simply not carried out. In addition, the public health and economic crisis may lead to temporary price pressures on
a certain number of products and services. This is the case, for example, for HICP inflation for unprocessed food,
which came out at 12.2% in April. Equally, the need for firms to implement certain health and safety measures will
lead to increased costs in some sectors, which could be passed on to the final consumer.

Nevertheless, the macroeconomic forces driving inflation show a clear downward trend which should predominate
in terms of the evolution of the general level of prices. First, the recent crash in oil prices should lead to a year-on-
year fall in energy prices of almost 9% in the second quarter of 2020. This decline in input prices is expected to
spread gradually to the non-energy components of inflation. Second, the deterioration in activity should weigh — as
it normally does, but very heavily in the current circumstances — on the growth in prices.
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HICP excluding energy and food had already Chart 8: HICP and HICP excluding energy
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into negative territory at the end of 2020 (see

Chart 8) and prices should increase by an annual average of only 0.4% over the year, after 1.3% growth in 2019.
Headline inflation should pick up somewhat at the beginning of 2021, reflecting the fading of the base effect caused
by the sharp fall in energy prices. However, in our baseline scenario it is assumed that it remains generally low,
rising to a rate of 0.9% at the end of 2022.

While the macroeconomic trend appears to be on the whole deflationary, we cannot rule out the possibility that the
costs linked to the health crisis could be passed on to the final consumer to a greater extent than is assumed here,
placing temporary upward pressure on inflation. This will of course depend on the general macroeconomic
environment: firms should be more able to raise prices to reflect the additional costs incurred as a result of the health
crisis if the macroeconomic environment is favourable than if, on the contrary, the environment suffers a sharp and
lasting deterioration (see Box 1).

Government debt is expected to rise sharply to close to 120% of GDP in the period 2020-22

As a result of the Covid-19 epidemic and the Chart 9: Government debt in France
resulting economic crisis, the government has and the euro area
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in 2022. The deficit should nonetheless remain larger than it was before the health crisis. As a result of the wider
deficit and the fall in GDP, government debt should rise substantially to 119% of GDP in 2020, from 98.1% in
2019, and should scarcely decline over the rest of the projection horizon. The average debt-to-GDP ratio for the

! The projections presented here take into account the information contained in the initial budget law for 2020, the supplementary budget laws of March
and April, and the 2020 stability programme, as well as the measures announced by the government and set out in sufficient detail up to 25 May (plan
for the tourism industry). They do not take into account any additional measures announced since that date (plan for the automobile industry, etc.) and
any possible future measures, including those that may be included in the supplementary budget law to be presented on 10 June.

? Crédit d’impdt pour la compétitivité et 1’emploi (Tax Credit for Competitiveness and Employment).
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euro area should also increase in parallel, but to a more limited extent (to 101% of GDP in 2022, easing to 100%
by end-2022).

In our projections, government spending (excluding tax credits) is expected to rise sharply by 4.3% in nominal
terms in 2020 as a result of the support measures adopted by the government (mainly the short-time work
mechanism, the exceptional healthcare expenditure and the solidarity fund). In parallel, taxes and social security
contributions are projected to fall by 8.9% due to the contraction of output and, to a small extent, the cuts set out in
initial 2020 budget law. In 2021-22, the recovery in activity should lead to a normalisation, and in 2022 the overall
tax-to-GDP ratio should be close (slightly below) to the level expected before the crisis. As the exceptional
government expenditures come to an end, the ratio of government spending (excluding tax credits) to GDP is
projected to be 55.7% in 2022. The spending-to-GDP ratio should still remain around 2 percentage points higher
than projected before the crisis.
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Appendix A: Eurosystem technical assumptions

Table A: Technical assumptions and international environment?

June 2020 projections Revisions since
December 2019 projections

6 2019 2020 2021 2022

Technical assumptions

Brent oil price (USD/barrel) 440 544 711 640 36.0 372 407 02 -236 -203 -1641
Brent oil price (EUR/barrel) 398 482 602 572 331 344 376 02 -209 -17.7 -13.9
Non-energy commodity prices in EUR (annual percentage change) -2.1 58 -0.6 1.6 0.3 4.0 3.0 0.1 -4.9 1.4 0.7
USD/EUR exchange rate 111 1143 118 112 109 1.08 1.08 0.0 0.0 0.0 0.0
Euro nominal effective exchange rate (annual percentage change)® 3.8 2.2 5.2 -1.0 1.4 0.4 0.0 0.0 2.0 0.4 0.0
3-month Euribor® -03 -03 -03 -04 04 -04 -04 0.0 0.1 0.0 -0.1
10-year French government bond yields® 0.5 0.8 0.8 0.1 0.0 0.2 0.3 0.0 0.0 0.0 0.0

International environment, annual percentage change
Extra euro-area competitors’ prices on the export side (in EUR) -4.8 1.5 0.1 3.0 -2.9 0.0 20 -08 57 22 -0.1

World real GDP 3.2 3.8 3.6 28 45 6.0 3.8 0.1 -74 2.8 0.6
World (excluding euro area) real GDP 3.4 3.9 3.8 3.0 -4.0 6.0 3.9 0.1 -7.1 2.7 0.5
Global (excluding euro area) trade 1.8 6.3 4.6 -0.3 -12.9 8.0 43 -03 -137 5.7 1.6
Foreign demand for French goods and services 3.1 5.6 3.7 1.1 -13.7 8.0 48 -02 -153 5.6 2.1
Intra-euro area 4.1 5.8 3.2 1.9 -13.0 8.2 56 -02 -154 5.5 2.8
Extra-euro area 2.3 5.4 4.1 0.3 -14.3 7.9 41 -02 -15.1 5.7 1.5

D]
Sources: Eurosystem. Blue-shaded columns show Eurosystem projections.

Revisions to the December 2019 projections are expressed as absolute variations for levels and as percentage points for rates of growth.

a) These technical assumptions and international environment projections were constructed by the Eurosystem on 18 May 2020 for market data and foreign demand for French
goods and services, in accordance with the principles set out in A guide to the Eurosystem/ECB staff macroeconomic projection exercises, July 2016, available at: https://iwww.
ech.europa.eu/pub/pdf/other/staffprojectionsguide201607.en.pdf. Foreign demand corresponds to the average imports of France’s main trading partners weighted by the share
of each country in France’s exports. The method of calculation is described in the Occasional Paper “Trade consistency exercise in the context of the Eurosystem projection
exercises — an overview”, available at: https://www.ecb.europa.eu/pub/pdf/scpops/ecbocp108.pdf.

b) Calculated against 38 trading partners of the euro area.

c) The forecasts for interest rates were calculated using the yield curve.
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Appendix B: Revisions to projections since December 2019 and breakdown of contributions to

GDP growth

Table B1: Revisions to projections since December 2019

June 2020 projections

Revisions since

December 2019 projections

2019 2020 2021 2019 2020 2021 2022
Real GDP 1.3 -10.3 6.9 3.9 0.0 -11.4 5.7 2.6
Contributions to GDP growth (in percentage points)®
Domestic demand (excluding changes in inventories) 1.8 -9.8 7.8 4.3 0.2 -11.3 6.5 3.0
Net exports -0.1 -0.3 -0.3 -0.3 0.1 0.0 -0.2 -0.4
Changes in inventories -0.4 -0.2 -0.6 0.0 -0.2 -0.1 -0.6 0.0
Household consumption (52%)° 1.3 9.3 8.4 4.3 0.0 -10.8 6.9 3.1
Government consumption (23%) 1.3 0.7 0.9 1.4 0.2 -0.2 -0.3 0.2
Total investment (23%) 3.7 -21.2 15.0 7.0 0.3 -23.4 13.7 5.6
Government investment (3%) 4.2 -7.3 4.6 1.0 0.4 -8.8 5.2 1.0
Household investment (5%) 2.0 -24.5 16.8 6.9 0.4 -24.9 16.4 6.0
Business investment (NFCs-FCs-IEs) (14%) 4.2 -23.3 17.4 8.6 0.3 -26.4 16.3 6.7
Exports (31%) 2.0 -14.3 8.6 4.6 -0.2 -16.2 6.0 1.9
Imports (32%) 23 -12.9 9.0 54 -0.5 -15.8 6.2 29
Real household gross disposable income 21 -0.5 0.9 21 -0.1 -2.2 -0.2 0.8
Net job creations (thousands) 284 -552 -355 427 18 -705 -436 349
ILO unemployment rate (France and overseas departments, % of labour force) 8.4 10.1 11.7 10.4 -0.1 1.9 3.6 2.4
HICP 1.3 0.4 0.5 0.9 0.0 -0.7 -0.8 -0.5
HICP excluding energy and food 0.6 0.4 0.5 0.7 0.0 -0.7 -0.8 -0.8
GDP deflator 1.5 11 -0.1 0.4 -0.1 0.3 -1.0 -0.8

Source: Blue-shaded columns show Banque de France projections.

Annual percentage change except where otherwise indicated. Revisions are in percentage points.
a) Individual contributions may not add up to GDP growth as figures have been rounded.
b) The revisions presented here have been calculated using unrounded figures and then rounded off to one decimal.

c) Percentages in brackets refer to each item’s share of GDP in 2018.

Table B2: Breakdown of contributions to GDP growth

Revisions since
December 2019 projections

2022 2019 2020 2021 2022
Real GDP 1.0 2.4 1.7 1.3 -10.3 6.9 3.9 0.0 -11.4 5.7 2.6
Contributions to GDP growth
(in percentage points)?®
Private consumption 0.9 0.8 0.5 0.7 -5.0 4.5 2.4 0.0 -5.8 3.7 1.7
Private investment® 0.5 1.1 0.5 0.7 -4.7 2.9 1.5 0.1 -5.2 2.6 1.2
Public demand? 0.3 0.4 0.3 0.5 -0.1 0.4 0.4 0.1 -0.4 0.1 0.1
Net exports -0.4 -0.1 0.7 -0.1 -0.3 -0.3 -0.3 0.1 0.0 -0.2 -0.4
Changes in inventories -0.3 0.2 -0.2 -0.4 -0.2 -0.6 0.0 -0.2 -0.1 -0.6 0.0

|
Source: Blue-shaded columns show Banque de France projections.
Annual percentage change except where otherwise indicated. Revisions are in percentage points.
a) Individual contributions may not add up to GDP growth as figures have been rounded.
b) The revisions presented here have been calculated using unrounded figures and then rounded off to one decimal.
c) Private investment groups together business and household investment.
d) Public demand groups together government consumption and investment.
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Appendix C: Additional indicators

Table C1: Change in household consumption and purchasing power

(annual average percentage change) 2016 2017 2018 2019 2020 2021 2022
Real household consumption 1.6 1.6 0.9 1.3 9.3 8.4 4.3
Purchasing power 1.6 1.4 1.2 2.1 -0.5 0.9 21
Purchasing power per capita 1.3 1.1 1.1 1.9 -0.7 0.6 1.8
Saving ratio (% of GDI) 14.0 13.8 14.2 14.9 22.3 16.6 14.8

Sources: INSEE quarterly national accounts published on 30 April 2020. Blue-shaded columns show Banque de France projections.

Table C2: Ratios of non-financial corporations

(annual average, in %) 2016 2017 2018 2019 2020 2021 2022
Margin rate (% of value added) 31.7 31.8 31.3 32.8 30.5 31.2 32.6
Investment ratio (% of value added) 23.2 23.7 241 24.6 215 23.2 241
Self-financing ratio (investment/savings) 97.2 98.2 93.8 97.3 97.3 98.8 102.5

Sources: INSEE quarterly national accounts published on 30 April 2020. Blue-shaded columns show Banque de France projections.

Table C3: Change in wages and productivity in the market sector

(annual average percentage change) 2016 2017 2018 2019 2020 2021 2022
Value added deflator 0.6 0.0 0.4 1.7 0.9 -0.2 0.2
Unit labour costs 1.3 0.6 14 -0.7 6.3 -5.2 -1.8
Productivity per capita 0.2 1.2 0.3 0.0 -10.0 10.2 2.6
Average per capita nominal wage 1.6 1.7 1.7 1.9 -2.7 3.0 0.5
Average per capita real wage? 1.4 0.8 0.2 0.8 -2.7 2.7 -0.2

Sources: INSEE quarterly national accounts published on 30 April 2020. Blue-shaded columns show Banque de France projections.

a) Adjusted for the household consumption deflator.

Note: In the national accounts, only social security contributions are included in unit labour costs. The CICE (Tax Credit for Competitiveness and Employment) therefore has no
impact on this indicator: the decline in unit labour costs in 2019 is thus attributable to the cut in social security contributions introduced to replace the CICE.

Table C4: Change in employment and unemployment for the entire economy

(annual average change, in thousands) 2016 2017 2018 2019 2020 2021 2022

Total employment 177 275 341 284 -552 -355 427
Market-sector salaried employment 152 282 293 260 -535 -316 428
Non-market sector employment 25 -11 -23 -5 -7 0 0
Non-salaried employment -1 4 71 30 -9 -38 -1

Labour force 92 94 235 98 -20 139 44

Unemployed -85 -181 -106 -186 531 493 -383

ILO unemployment rate (France and overseas departments,

% of labour force) 10.0 9.4 9.0 8.4 10.1 1.7 10.4

Sources: INSEE data (Labour Force Survey, quarterly national accounts published on 30 April 2020). Blue-shaded columns show Banque de France projections.
Note: The labour force projections from the fourth quarter of 2019 onwards are based on INSEE’s baseline scenario projections for the labour force up to 2070.
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