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Leveraging France’s Key Strengths
.

Fact: France’s economy is not going well and is facing a very
real risk of lapsing into critical condition

| — A negative demand shock aiming to boost competitiveness
would be the most dangerous path that could be taken

Il - France has other strengths, let’s give them some
consideration
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Industrial production: returning fifteen years back in
time
.

Declining for over a year, industrial prodution is not higher today than it was in
1994.

Industrial Production Excluding Construction, France
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Exports stall, consumption drops back

Contribution of Exports of G&S to Real GDP Growth
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Contribution of Consumption to Real GDP growth
4 -

I I I I I I I
2001 2003 2005 2007 2009 2011 2013

Sources: RichesFlores Research, Macrobond

Leveraging France’s Key Strengths , Spring 2013



Consumption, stalled since the 2008 crisis, shows an

increasing weakness
.

e The situation aggravated itself over the past few months

Real consumption expenditure of households
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The lack of the support given by consumption
eliminates all chances of growth comeback

Contribution to Real GDP Growth (smoothed over 2 years) and Average 2000-08
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The private services, primary source of growth, are

the most impacted
.

Houlsehold private Real consumer spending on services

services expenditures
has been the main
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Consumption stall results in the fading out of the

major source of employment creation
.

Employment by Sector, France, 1990-2011, Employment by Sector, Germany, 1990-2011,
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Another year of recession
.

e Our forecast, which was recently considered « pessimistic »,
turns out to be increasingly pausible.

» In September, we estimated a -0.7% contraction of France’s GDP in
2013, a figure that was revised in January to -0.5% in the hope of a
radical change in the current EU economic policy.

» Our hopes were dashed. Despite some advances, European policy
remains pro-cyclical, an orientation from which France cannot escape.

» The risks coupled with our previsions are once again increasing...

e In these conditions, decreasing the budget deficit by 4% of
GDP (against 4,8 % in 2012) would already be quite an
achievement.
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What should be done?

Competitive deflation?

» Economists are resigning themselves to the idea of a negative
demand shock (drastic cuts in public spending and in wages), a
measure that may be able to reduce public finance imbalances and to
restore the weakening competitiveness.

» This recipe has already been tested. This policy leads to a dead end
and is a major source of risk for France and, thus, to the whole
Eurozone (whose fate is intrinsically linked to France’s economy
unfold).

Same policies, same effects: a negative demand shock is the most
dangerous route that could be taken.
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The collapse of consumption is to a large extent the

result of budgetary restriction
.

Taxes, Social Contributions and Social Transfers in %
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Contrary to a common idea, France’s budgetary
policy is already extremely restrictive

Ex Ante Impact of Policy Mix on E.M.U GDP (%)
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Be careful of the hidden traps...

e Economic decline and debt reduction are not compatible

Annual Nominal GDP Growth, in % Spread between 10 year-bond yields ans nominal GDP
growth
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You can’t cure debt with austerity

Nominal GDP and Public Debt Growth
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Japanese Nominal GDP and Public Debt
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Competitive deflation: five reasons why it won’t
work

INDEPENDENT RESEARCH

Demography

German context and
specificities

Deceleration of
International Trade

From competitive
deflation to deflation

France, is the only
country that can
stimulate EMU demand

France cannot endure a decade of income stagnation: Germany
was able carry through it because its poulation had stagnated, a
similar evolution in France would have made cut per capita
disposable income by 10%.

Germany has benefited from exceptional conditions that don’t exist
in other countries: regional dynamics; global capex boom; high
specialization in machinery; company sizes; outsourcing to Eastern
Europe ; overvalued yen....

Foreign trade is no longer the driving force it used to be, due to:
debt reduction in developed countries

lower import content of Chinese growth

reappearance of external constraints in emerging countries

This policy cannot work when every country uses it at the same
time:

one’s gains are the other’s net losses

the race will conduct to deflation in the Eurozone

Second economy in the Eurozone, France has a major spill-over
capacity: depression in France would mean depression in the whole
zone.

France is the only reserve of potential demand.
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How to leverage France’s advantages?
.

France cannot compare its industrial power to Germany, but it has
nevertheless other important assets:
» Its demography
Its productivity
Its level of education
Its geographical position
Its diversity
Its infrastructures

Its image

YV V V V V V V

Its relatively low inequality level

» |ts attractivity

A great deal of assets that provoke other countries’ envy. What is the best way to
take advantage of them?

. RICHES

P, B Leveraging France’s Key Strengths , Spring 2013 16

:::::::::::::::::::::



France’s attractiveness: often where we wouldn’t

expect it...

France’s ranking based on main attractiveness criteria (out of 14 countries,* 2012)
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Opinion of foreigns CEOs about France’s

attractivness
e

France in comparison to other European countries
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1- Demographic specificity: strong population

growth and relative youthness
.

Population growth in France and Germany Live Births per year in France and Germany Fertility Rate
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A privileged position within ageing Europe made
France the main source of demand

Contribution to EMU Consumption Growth:

2000-2011
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A specificity that reflect the gaps between different
national labor markets

Employment in Private Services, 1995=100
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Demographics: a source of diversification of

demand and activity

Per capita consumption gap between France and Germany
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The strengths and limits of a younger and more

dynamic demographic
.

STRENGTHS LIMITS

e A source of domestic e A higher vulnerability to
demand growth employment stagnation

e A source of FDI e Inability to tolerate
attractiveness deflation...

e Higher savings and,
consequently, financing
capacity

e Areduced intergeneration
income distribution shock...
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2- Productivity

e France has the highest productivity level (output per hour worked)
among the major European countries.

e France still enjoys a comfortable advance over its European peers for
productivity in private sector services and scientific and technical fields

Industrial productivity (Excl. Construction) Productivity in private sector services Productivity in specialized, scientific, and technical
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3- Professional Education/Research
.

% of the 24-35 population having a high-
education degree (2009)
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4- Household Wealth
e

e French households are among the richest ones, expecially because of their
non financial assets (dwellings and land).

Net Household Assets per capita, '000 USD 2010
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So

5- An attraction confirmed by numerous foreign

investments...

FDI stock (Strn)
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For each of the following criteria, is France
attractive to foreign investors?

Labor costs
Labor productivity

Corporate taxation

Domestic economic
dynamics

Innovation & R&D
Business environment
Professional Skills
Industrial base

Economic stability

Communication
infrastructure

French market size

Transport and logistics

Source: Opinion s
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... And by a diversity of investment sectors
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6- Geographical position: tourism...

Foreign tourist arrivals (in millions of people)
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Source: UNWTO, RichesFlores Research

Transit country for Spain or Italy?
Deficient tourism infrastructure?

->> Considering that France receives 50%
more tourists than China and has the
same level of Tourism income, we can
definitely say that something is going
wrong...
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Leveraging the French economy’s strengths to
follow an alternative path

¢ Mainly domestic
* High export potential
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RichesFlores Research is an economic and financial research provider. We produce international economic analysis
and forecasts, as well as research on broader short-, medium-, and long-term trends in the global economy.

RichesFlores Research is a transparent company, with the databases and information resources we need to remain
fully independent and objective. Because RichesFlores Research is not an investment service provider and does not
sell financial products, we can offer clients added confidence in the independence and objectivity of our assessments,
recommendations, and advice.

This document is provided for information purposes only. It is not and should not be construed as investment advice,
or as an offer or solicitation of an offer to buy or sell securities. It contains strictly confidential information intended
only for the use of the individual or entity to which it is addressed. This document may not be disclosed to any third
party without the express written consent of RichesFlores Research.

This research and its content are the sole property of RichesFlores Research. They may not be reproduced without the
express consent of RichesFlores Research and without indication of the source and date thereof.

RichesFlores Research makes no warranty, express or implied, nor assumes any legal liability or responsibility for the
accurateness, completeness, or usefulness of the research, conclusions, data, and assessments available on this
website.

The content of this website does not constitute a contract and is non-binding. It is not and should not be construed as
investment advice or as an offer or solicitation of an offer to buy or sell securities.

Véronique Riches-Flores,contact@richesflores.com
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