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This time is still different for France

Taking the plunge: approval rating of Macron and his two predecessors (%)
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e Coming down to earth: The sun was shining on France and President Emmanuel Macron in 2017. This year, the
sky has turned cloudier. With softer-than expected economic growth and only moderate job gains, Macron’s
policies have increasingly drawn criticism. Unpopular measures (ie higher taxes for pensioners and lower speed
limits) and ill-judged decisions such as his belated reaction to the misbehaviour of his bodyguard Benalla irritated
many voters. His approval rating collapsed from 64% in June 2017 to 29% in September 2018.

e Another French Icarus flying too close to the sun? Macron’s fall from grace is not unusual. For his two
predecessors, voter satisfaction plunged in a similar way over the first 15 months of their presidencies. Due to his
alleged “Jupiterian” governance style, some observers claim that he does not connect well with “ordinary” voters.

e “It’s France”: Over the last three decades, various French presidents have risen to the sky with ambitious plans to
reform the country - before diving into the sea after failing to deliver these plans. Sceptics thus argue that France
is unreformable, suffering from specific traits that make serious progress almost impossible. Having fallen silent in
2017 these voices have become louder again this year.

e Macron stays the course: We expect Macron and his reform agenda not to suffer Icarus’s fate. Instead, we think
there is a high likelihood that he will prevail, unlike his predecessors. Despite obstacles, Macron still drives an
ambitious reform agenda. Notwithstanding occasional irritations within the political party he founded himself, he
can still count on a comfortable majority of loyal MPs in parliament.

e Key reforms until 2019, some gifts from 2020 onwards: After introducing his seminal labour code reform
and scaling up previously planned corporate tax cuts in late 2017, Macron managed a controversial overhaul of the
SNCF railways this year and made some tweaks to the unemployment insurance, professional training and
education systems. Next on his agenda are changes to the welfare state system. The 2019 budget brings further tax
cuts to make it more attractive to companies to hire and for workers to accept a job. Although his initial schedule
for a sweeping reform has slipped, Macron continues to work towards a major overhaul of the pension system.

e This time is still different: Last year’s economic and political tailwinds have turned into headwinds. Macron is
experiencing some turbulence. Higher oil prices, recent strikes, some fiscal tightening and trade war concerns are
restraining demand growth. However, Macron has not veered far off course. Unlike his predecessors, he has
already pushed through some significant changes and will likely deliver more even if he may have to water down
some of his plans. Pro-growth reforms take time to show results, as they did in the UK after the Thatcher reforms
almost 40 years ago and in Germany following the “Agenda 2010” reforms of 2003/2004.

e No reform drive is perfect — but it does not have to be: As long as Macron can achieve a critical mass, his reforms
can work. We maintain our call that the results of his reforms will manifest themselves in stronger trend growth
and healthy employment gains over time, paving the way for a French “golden decade”.

Holger Schmieding

Chief Economist

+44 20 3207 7889
holger.schmieding@berenberg.com

Kallum Pickering

Senior Economist

+44 20 3465 2672
kallum.pickering@berenberg.com

Florian Hense

European Economist

+4420 3207 7859
florian.hense@berenberg.com




Economics W

]

BERENBERG

PARTNERSHIP SINCE 1590

Disclaimer

This document was compiled by the above mentioned authors of the economics department of Joh. Berenberg, Gossler &
Co. KG (hereinafter referred to as “the Bank”). The Bank has made any effort to carefully research and process all
information. The information has been obtained from sources which we believe to be reliable such as, for example,
Thomson Reuters, Bloomberg and the relevant specialised press. However, we do not assume liability for the correctness
and completeness of all information given. The provided information has not been checked by a third party, especially an
independent auditing firm. We explicitly point to the stated date of preparation. The information given can become
incorrect due to passage of time and/or as a result of legal, political, economic or other changes. We do not assume
responsibility to indicate such changes and/or to publish an updated document. The forecasts contained in this
document or other statements on rates of return, capital gains or other accession are the personal opinion of the author
and we do not assume liability for the realisation of these.

This document is only for information purposes. It does not constitute investment advice or recommendation to buy
financial instruments. It does not replace consulting regarding legal, tax or financial matters.

Remarks regarding foreign investors

The preparation of this document is subject to regulation by German law. The distribution of this document in other
jurisdictions may be restricted by law, and persons, into whose possession this document comes, should inform
themselves about, and observe, any such restrictions.

United Kingdom
This document is meant exclusively for institutional investors and market professionals, but not for private customers. It
is not for distribution to or the use of private investors or private customers.

United States of America

This document has been prepared exclusively by Joh. Berenberg, Gossler & Co. KG. Although Berenberg Capital Markets
LLC, an affiliate of the Bank and registered US broker-dealer, distributes this document to certain customers, Berenberg
Capital Markets LLC does not provide input into its contents, nor does this document constitute research of Berenberg
Capital Markets LLC. In addition, this document is meant exclusively for institutional investors and market professionals,
but not for private customers. It is not for distribution to or the use of private investors or private customers.

This document is classified as objective for the purposes of FINRA rules. Please contact Berenberg Capital Markets LLC (+1
646 949 9000), if you require additional information.

Copyright
The Bank reserves all the rights in this document. No part of the document or its content may be rewritten, copied,
photocopied or duplicated in any form by any means or redistributed without the Bank’s prior written consent.

© 2018 Joh. Berenberg, Gossler & Co. KG
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