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EUROZONE: FROM REBOUND TO RELAPSE

Hélene Baudchon, Louis Boisset

The 03 2020 rebound in the Eurozone GDP
growth was stronger than expected: 12.7% q/q,
compared to expectations of 10.5%. Of the re-
gion’s four biggest economies, France reported
the strongest rebound followed by Spain, Italy
and Germany.

This rebound only partially erased the massive
negative shock earlier this year. In Germany,
France and Italy, GDP was still about 4% below
the Q4 2019 level, while Spanish was still down
by 9%.

All components of demand contributed to
French GDP growth. Sector differences reveal
the heterogeneous impact of the shock.

Inall four countries, the rebound was largely
mechanical, but other factors also came

into play. Emergency measures to offset the
impact of the lockdown last spring constituted
a strong support. The shock was essentially
absorbed by the public sector.

Unfortunately, the rebound will be very short-
lived. To curb a second wave of the Covid-13
pandemic, lockdown measures lasting at
least a month were reintroduced at the end
of October. Economic forecasters now expect
(4 GDP to contract, although the size of the
downturn remains to be seen.
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A STRONGER-THAN-EXPECTED REBOUND, BUT THE GAP HAS NOT BEEN CLOSED YET

Social distancing and lockdown measures implemented to halt the spread of the Covid-19
pandemic triggered an historic recession throughout all of the European countries. Widespread
measures to lock down local populations in March and April 2020 created a triple shock: supply,
demand and uncertainty. As a result, Eurozone GDP plummeted at a quarterly rate of 11.8% in Q2
2020, after declining 3.7% g/q in Q1. By country, Spain was hit hardest with growth plummeting
17.8%, followed by France and Italy (about -13%) and then Germany (-9.8%)*.

Certain sectors were hit harder than the others by these lockdown and social distancing
measures. The services sectors, especially those related to tourism, accommodation and food
services, were hit harder than the manufacturing sector. Consequently, the size of the shock and
the countries’ post-crisis capacity to rebound depend on its economic structure. The severity of
the lockdown and the economic support measures accompanying these restrictions also play a
role. Although the recovery’s profile depends in part on the intensity of the preceding decline,
the rebound in Eurozone growth was surprisingly strong in Q3 2020, up 12.7% g/q compared to
a consensus forecast of 9.4% and our forecast of 10.5%. This observation was replicated for the
four biggest Eurozone economies, especially Italy (+16.1% vs. a consensus forecast of +11.2%)
and France (+18.2% compared to +15.4%).

1 Comparisons of growth rates between Eurozone member States must be interpreted cautiously. The statistics institutes
have indeed observed that different reporting methods were used for certain activities (notably public administrations).
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Given the amplitude of the Covid-19 shock on the Eurozone economies,
it seems better to look at the level of activity rather than at growth
rates. The big question is when Eurozone member states will return to
pre-crisis levels of GDP. At Q3 2020, Eurozone GDP was still more than
4% below the year-end 2019 level, prior to the health crisis. Germany,
France and Italy are basically positioned in the same catch-up phase.
Spain is the only country that still lags behind, and its GDP is 9% below
pre-crisis levels. Looking beyond the severity of lockdown measures,
the Spanish economy is also suffering from its structure, especially
its high exposure to the tourism sector?, which was very hard hit by
the lockdown and social distancing measures implemented all across
Europe.

All components of demand contributed to the rebound in French
GDP. It was offset only by the very negative contribution of changes
in inventory, which was expected after major involuntary stocking
during the first half of 2020. Quarterly growth rates were impressive,
with household consumption up 17.3% (which explains half of
quarterly growth); household investment, +30.3%; public expenditure,
+15.4%; and business investment, +20.2%. It is also worth noting that
consumption of services grew faster than that of goods (+20.2% and
+16.4%, respectively). Yet since it also followed a bigger decline, the
consumption of services is still 5% below the Q4 2019 level, while the
consumption of goods is 1% higher. Along with public consumption,
these are the only two components of GDP that have returned to
normal. Total investment is still 5% below pre-crisis levels, while
exports are lagging even further behind, down 15%. By sector of activity,
there was also a general rebound in value added in Q3 2020, although
sector disparities were still high, revealing the heterogeneous impact
of the shock (see chart 3).

AN AUTOMATIC REBOUND, ALTHOUGH OTHER FACTORS
ALSO CAME INTO PLAY

Although activity was expected to rebound in Q3 2020, there was
great uncertainty over its amplitude. The certainty of a rebound can
be attributed to its automatic nature, as the economy opens up again
after being shut down during the lockdown. The size of the rebound
is uncertain for several reasons. First, there was uncertainty over
the evolution of the pandemic. Second, it was hard to anticipate how
households and corporates would react to such an unusual situation.
The gradual, partial reopening of the economy at the end of the
lockdown period was also a source of uncertainty: not all sectors had
the same capacity to return to normal. Uncertainty over the size of the
rebound can also be attributed in part to doubts about the effectiveness
of the emergency fiscal measures that were taken during the initial
lockdown. The rapid, massive response used a combination of measures,
from short-time schemes to direct subsidies, debt moratoriums, the
postponement or exoneration of charges, and the issue of state-backed
loans. The goal was to cushion household and corporate revenues in
real time as best as possible from the impact of the lockdown, thereby
creating the conditions for restarting the economy more rapidly once
the lockdown phase was lifted.

As to France, these measures proved to be effective, as illustrated by
the mild decline in household purchasing power compared to the sharp
drop in GDP (see chart 4). The importance of preserving revenues is
also illustrated by the big increase in the household saving ratio in
Q2 2020 and its downturn in Q3 (see chart 5). Estimates by the French
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Ministry of Finance on the distribution of the shock between economic
agents also shows the size of the buffer created by these emergen-
cy measures®. Before the intervention of the public sphere, companies
were more directly and massively affected since they suffered nearly
80% of the loss of income, with public administrations and households
both accounting for around 10%. After government intervention, the
bulk of the shock was absorbed by public administrations (63%), com-
pared to 23% for companies and 14% for households.

A SHORT-LIVED REBOUND

The good news concerning the Eurozone's strong Q3 2020 rebound was
quickly brushed aside by the introduction of new lockdown restrictions
in most of the member countries, in order to struggle against a second
wave of the pandemic. These restrictions will hamper the recovery and
the economic catching-up dynamics. Most economic forecasters have
significantly revised down their Q4 2020 GDP growth estimates for the
Eurozone countries, which are expected to swing rather largely into
negative territory.

It is difficult to determine the size of the economic downturn and
the medium-term impact of the new restrictions. The new lockdown
measures do not seem to be as strict as in March and April. Consequently,
the supply-side shock might not be as severe (schools, for example,
will remain open, which will enable parents to go about their business
activities). Yet some companies - already weakened by the first wave
of the epidemic and strapped with a higher debt burden - are now in a
more delicate financial situation, which will place a further damper on
investment. On the demand side, even though fiscal support measures
have been maintained, there is still high uncertainty over the spread of
the pandemic and the difficulty of bringing it under control, as well as
the health of labour market conditions. So far, Eurozone unemployment
has increased relatively mildly (to 8.3% of the labour force) given the
size of the shock.

Nonetheless, there are some upside risks to this macroeconomic
scenario. Less exposed to social distancing measures and lockdown
restrictions, the manufacturing sector continues to catch up at a quite
decent pace. The manufacturing Purchasing Managers Index (PMI)* for
the Eurozone continued to pick up in October, which augurs well for
the year-end period. Secondly, China is in better economic situation
than during the first phase of the European lockdown, which should
benefit the Eurozone's export manufacturing sector. Lastly, economic
policy will remain largely expansionist. The European Central Bank
(ECB) is expected to introduce additional monetary stimulus before
year-end 2020, notably to guarantee that governments have access
to particularly favourable financing conditions and to limit the risks
of financial fragmentation (i.e. increase in sovereign rate spreads
between member countries). Member states should also maintain
fiscal support measures, which will help partially offset the shortfall
in private demand.

Hélene Baudchon, Louis Boisset

3 See Economic, social and financial report (2021), October 2020 (pp. 142-158).
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4This survey of business Leaders provides a snapshot of the economic health o)f various sectors of activity (manufacturing, tradeable services and construction).

gl BNP PARIBAS

The bank
for a changing
world



GROUP ECONOMIC RESEARCH

William De Vijlder
Chief Economist

ADVANCED ECONOMIES AND STATISTICS

Jean-Luc Proutat
Head - United States

Héléne Baudchon
France - Labour markets

Louis Boisset
European Central Bank watch, Euro area global view, Japan

Frédérique Cerisier
Euro area (European gouvernance and public finances)

Hubert de Barochez
United Kingdom, Nordic countries

Guillaume Derrien
Spain, Portugal

Raymond Van Der Putten

Germany, Netherlands, Austria, Switzerland - Energy, climate - Projections

Tarik Rharrab
Statistics

BANKING ECONOMICS

Laurent Quignon
Head

Laure Baquero
Céline Choulet

Thomas Humblot

EMERGING ECONOMIES AND COUNTRY RISK

Francois Faure
Head - Argentina

Christine Peltier
Deputy Head - Greater China, Vietnam, South Africa

Stéphane Alby
Africa (French-speaking countries)

Stéphane Colliac
Turkey, Ukraine, Central European countries

Perrine Guerin, Sara Confalonieri
Africa (Portuguese & English-speaking countries)

Pascal Devaux
Middle East, Balkan countries

Hélene Drouot
Korea, Thailand, Philippines, Mexico, Andean countries

Salim Hammad
Latin America

Johanna Melka
India, South Asia, Russia, CIS

CONTACT MEDIA

Michel Bernardini

+33 1557747 31

+33 158167332

+33 158 16 03 63

+33157430291

+33143169552

+33143169552

+33155777189

+33 142985399

+33143 1695 56

+33 14298 56 54

+33143169550
+33143169554

+3314014 3077

+331429879 82

+33 14298 56 27

+331429802 04

+33 14298 43 86

+331 429843 86

+33143169551

+3314298 3300

+331429874 26

+3315816 05 84

+33142980571

william.devijlder@bnpparibas.com —

jeanluc.proutat@bnpparibas.com
helene.baudchon@bnpparibas.com
louis.boisset@bnpparibas.com
frederique.cerisier@bnpparibas.com
hubert.debarochez@bnpparibas.com
guillaume.derrien@bnpparibas.com
raymond.vanderputten@bnpparibas.com

tarik.rharrab@bnpparibas.com

laurent.quignon@bnpparibas.com

laure.baquero@bnpparibas.com
celine.choulet@bnpparibas.com

thomas.humblot@bnpparibas.com

francois.faure@bnpparibas.com
christine.peltier@bnpparibas.com
stephane.alby@bnpparibas.com
stephane.colliac@bnpparibas.com
perrine.guerin@bnpparibas.com
pascal.devaux@bnpparibas.com
helene.drouot@bnpparibas.com
salim.hammad@bnpparibas.com

johanna.melka@bnpparibas.com

michel.bernardini@bnpparibas.com

gl BNP PARIBAS

The bank
for a changing
world



GROUP ECONOMIC RESEARCH

CONJONCTURE

Structural or in news flow, two issues
analysed in depth

EMERGING

Analyses and forecasts for a selection of
emerging economies

Eco

PERSPECTIVES Analyses and forecasts for the main countries,

emerging or developed

ECOFLASH

Data releases, major economic events. Our
detailed views...

ECOWEEK

Weekly economic news and much more...

ECOTV

In this monthly web TV, our economists make
sense of economic news

ECOTV WEEK

What is the main event this week? The answer
is in your two minutes of economy

MACROWAVES

The economic podcasts

Eco

JBSCRIBE ON OUR WEBSI

RECEIVE OUR PUBLICATIONS

Edited by the Economic Research - BNP PARIBAS
Head office: 16 boulevard des Italiens - 75009 PARIS / Tél : +33 (0) 1.42.98.12.34

Head of publication : Jean Lemierre / Chief editor: William De Vijlder

The information and opinions contained in this report have been obtained from, or are based
on, public sources believed to be reliable, but no representation or warranty, express or im-
plied, is made that such information is accurate, complete or up to date and it should not be
relied upon as such. This report does not constitute an offer or solicitation to buy or sell any
securities or other investment. It does not constitute investment advice, nor financial research
or analysis. Information and opinions contained in the report are not to be relied upon as
authoritative or taken in substitution for the exercise of judgement by any recipient; they are
subject to change without notice and not intended to provide the sole basis of any evaluation
of the instruments discussed herein. Any reference to past performance should not be taken
as an indication of future performance. To the fullest extent permitted by law, no BNP Paribas
group company accepts any liability whatsoever (including in negligence) for any direct or
consequential loss arising from any use of or reliance on material contained in this report. All
estimates and opinions included in this report are made as of the date of this report. Unless
otherwise indicated in this report there is no intention to update this report. BNP Paribas SA
and its affiliates (collectively “BNP Paribas”) may make a market in, or may, as principal or
agent, buy or sell securities of any issuer or person mentioned in this report or derivatives
thereon. BNP Paribas may have a financial interest in any issuer or person mentioned in this
report, including a long or short position in their securities and/or options, futures or other
derivative instruments based thereon. Prices, yields and other similar information included in
this report are included for information purposes. Numerous factors will affect market pricing
and there is no certainty that transactions could be executed at these prices. BNP Paribas,
including its officers and employees may serve or have served as an officer, director or in
an advisory capacity for any person mentioned in this report. BNP Paribas may, from time to
time, solicit, perform or have performed investment banking, underwriting or other services
(including acting as adviser, manager, underwriter or lender) within the last 12 months for any
person referred to in this report. BNP Paribas may be a party to an agreement with any person
relating to the production of this report. BNP Paribas, may to the extent permitted by law, have
acted upon or used the information contained herein, or the research or analysis on which it
was based, before its publication. BNP Paribas may receive or intend to seek compensation
for investment banking services in the next three months from or in relation to any person
mentioned in this report. Any person mentioned in this report may have been provided with
sections of this report prior to its publication in order to verify its factual accuracy.
BNP Paribas is incorporated in France with limited liability. Registered Office 16 Boulevard des
Italiens, 75009 Paris. This report was produced by a BNP Paribas group company. This report
is for the use of intended recipients and may not be reproduced (in whole or in part) or deli-
vered or transmitted to any other person without the prior written consent of BNP Paribas. By
accepting this document you agree to be bound by the foregoing limitations.
Certain countries within the European Economic Area:
This report has been approved for publication in the United Kingdom by BNP Paribas London
Branch. BNP Paribas London Branch is authorised and supervised by the Autorité de Contréle
Prudentiel and authorised and subject to limited regulation by the Financial Services Authority.
Details of the extent of our authorisation and regulation by the Financial Services Authority are
available from us on request.
This report has been approved for publication in France by BNP Paribas SA. BNP Paribas SA
is incorporated in France with Limited Liability and is authorised by the Autorité de Contréle
Prudentiel (ACP) and regulated by the Autorité des Marchés Financiers (AMF). Its head office is
16, boulevard des Italiens 75009 Paris, France.
This report is being distributed in Germany either by BNP Paribas London Branch or by BNP
Paribas Niederlassung Frankfurt am Main, a branch of BNP Paribas S.A. whose head office is
in Paris, France. BNP Paribas S.A. - Niederlassung Frankfurt am Main, Europa Allee 12, 60327
Frankfurt is authorised and supervised by the Autorité de Contrdle Prudentiel and it is autho-
Eised a)nd subject to limited regulation by the Bundesanstalt fir Finanzdienstleistungsaufsicht
BaFin).
United States: This report is being distributed to US persons by BNP Paribas Securities Corp.,
or by a subsidiary or affiliate of BNP Paribas that is not registered as a US broker-dealer. BNP
Paribas Securities Corp., a subsidiary of BNP Paribas, is a broker-dealer registered with the
U.S. Securities and Exchange Commission and a member of the Financial Industry Regulatory
Authority and other principal exchanges. BNP Paribas Securities Corp. accepts responsibility
for the content of a report prepared by another non-U.S. affiliate only when distributed to U.S.
persons by BNP Paribas Securities Corp.
Japan: This report is being distributed in Japan by BNP Paribas Securities (Japan) Limited or by
a subsidiary or affiliate of BNP Paribas not registered as a financial instruments firm in Japan,
to certain financial institutions defined by article 17-3, item 1 of the Financial Instruments and
Exchange Law Enforcement Order. BNP Paribas Securities (Japan) Limited is a financial instru-
ments firm registered according to the Financial Instruments and Exchange Law of Japan and
a member of the Japan Securities Dealers Association and the Financial Futures Association of
Japan. BNP Paribas Securities (Japan) Limited accepts responsibility for the content of a report
prepared by another non-Japan affiliate only when distributed to Japanese based firms by BNP
Paribas Securities (Japan) Limited. Some of the foreign securities stated on this report are not
disclosed according to the Financial Instruments and Exchange Law of Japan.
Hong Kong: This report is being distributed in Hong Kong by BNP Paribas Hong Kong Branch,
a branch of BNP Paribas whose head office is in Paris, France. BNP Paribas Hong Kong Branch
is registered as a Licensed Bank under the Banking Ordinance and regulated by the Hong Kong
Monetary Authority. BNP Paribas Hong Kong Branch is also a Registered Institution regulated
by the Securities and Futures Commission for the conduct of Regulated Activity Types 1, 4 and
6 under the Securities and Futures Ordinance.

Some or all the information reported in this document may already have been published on
https:/globalmarkets.bnpparibas.com

© BNP Paribas (2015). All rights reserved.

@il BNP PARIBAS

The bank
for a changing
world



N°20-22 5 November 2020

—— ECONOMIC RESEARCH

The bank

gl BNP PARIBAS for a changing




N°20-22 5 November 2020

—— ECONOMIC RESEARCH

The bank

gl BNP PARIBAS for a changing




