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THE ELECTRONICS BOOM IS DRIVING CONSUMER SPENDING FORWARD  
 

Consumer spending grew at an exceptional pace in the first half of the year, led by the remarkable strength of consumer 
electronics sales. The spread of digital technology has led to falling prices, upgrades and a broadening range of products, 
stimulating significant demand for “brown goods”. 

 
 
 

• The consumer electronics boom 
 

The volume of consumer spending rose by a very healthy 1.8% in 
the first half of the year, thanks to a strong increase in expenditure 
on manufactured products (+3% over the period). This was led 
solely by durable goods expenditure, and indeed consumer 
electronics spending, which has been rising rapidly since spring 
2003 (17% p.a. in the third quarter after 26% in the second). Sales 
of consumer electronics were still very brisk in October, growing 1%, 
and in November (+2,1 %, +20,9 % p.a). They currently represent 
11.6% of manufactured goods purchases by volume (27% of total 
consumption) versus 9.2% in the first quarter of 2003 and 3.4%  
10 years ago.     
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The high-speed growth of sales in terms of volume in the consumer 
electronics sector is attributable to a few key products from the 
digital universe such as cameras (sales rose 68% in 2004 from 
127% in 2003 and 30% of households will have one at the end of 
the year, according to the GFK Institute), camcorders, MP3 players 
and camera phones as well as flat screens and DVD players (60% 
of French households are likely to own a DVD player at end-2004 
versus 42.6% at end-2003, according to GFK). These developments 
more than make up for the erosion of sales of “traditional” products 
such as film cameras, cathode televisions and video recorders. 
Products arising from digital technology currently represent two-
thirds of sales to the detriment of analogue products.   
 

• A technological departure and falling prices 
 

Apart from a traditional effect associated with the year’s major 
sporting events, part of the strength of consumer spending on 
“brown goods” is connected to the housing boom. More 
fundamentally, however, it is the result of a major shift in technology, 
namely the transition from analogue to digital broadcasting – what 
might be dubbed the “technological big bang”. Indeed, unlike 
previous breakthroughs, this shift encompasses all the domains of 
sound, image and content. It also provides a link between IT and 
electronics. As well as bringing new features to traditional products 
– the typical example being flat screens for television – digital 
technology is creating new products (such as the DVD recorder and 
the camera phone). Product expansion – which is bringing multiple 
technologies into the home – has been accompanied by an 
improvement in quality and product upgrading, which is further 
stimulating demand.   
Added to this is a “price effect”, hefty price falls are being observed 
in the sector. The price of “brown goods” fell some 4% in the first 
half of the year, after an average of 7% in 2003. Most importantly, 

the fall in the price of key products has speeded up since early 2002. 
A digital camera with an optical quality three times greater than its 
2003 predecessor sold for 20% less, while the price of flat screens 
has fallen an average of 30% p.a. since 2001.  
Apart from the fall in the dollar (the majority of consumer electronics 
are imported), the acceleration of price falls is due to increasing 
competition in the sector. The convergence of sound, image and 
content has increased the number of players, while the 
disappearance of the boundaries between IT and consumer 
electronics has brought PC manufacturers into key products (e.g. 
Apple’s iPod), generating furious competition. This encourages 
innovation of course, but also tends to bring down prices, especially 
since overcapacity has appeared a few specific sub-segments. At the 
same time, investment and R&D costs are constantly rising. The 
intensification of competition and the permanent need to innovate 
renders products commonplace more and more quickly and shortens 
their life span, which further stimulates demand and intensifies the fall 
in prices. As a consequence of lower prices, consumer electronics 
consumption is rising significantly less quickly in value terms than in 
volume: the value of spending rose a “mere” 7% in the first half of the 
year after an average of 5.6% in 2003. By way of example, “home 
cinema” sales grew 80.5% p.a. in volume between H1 2003 and  
H1 2004, whereas turnover grew “only” 13% over the same period.     
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Manufactured goods consumption should continue to benefit from 
strong consumer electronics spending in the short term, especially 
since the end of the year is traditionally a boom period for these 
products. Furthermore, in late 2004/early 2005 “brown goods” 
consumption will benefit from the extra cash pumped into the 
economy by the “Sarkozy measures” (EUR 3.9 billion had been 
injected into the economy at end-October – EUR 3.9 billion by way of 
a one-off release of employee savings and EUR 3 billon in the form of 
gift tax exemptions). 
Beyond that, the factors behind soaring consumer electronics 
spending should remain in play over the next few years. The fall in 
prices should accelerate. Digital technology has a rich potential to 
create new high-value-added products. Innovations such as 
interactive televisions, television as a multimedia centre supporting 
other digital equipment, or new types of telephony (UMTS) and 
product upgrades will continue to fuel demand. The household 
ownership rate of consumer electronics is still a long way from having 
reached its peak.  

              Caroline de TINGUY – +33 1 42 14 93 49 

 FRANCE                                                                                                         DECEM
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All opinions and estimations included in the report represent the judgment of the sole Economics Department of Société Générale and do not 
necessary reflect the opinion of the Société Générale itself or any of its subsidiaries and affiliates. These opinions are subject to change 
without notice. It does not constitute a commercial solicitation, a personal recommendation or take into account the particular investment 
objectives, financial situations. 
 
Although the information in this report has been obtained from sources which are known to be reliable, we do not guarantee its accuracy or 
completeness. Neither Société Générale nor its subsidiaries/affiliates accept any responsibility for liability arising from the use of all or any part 
of this document. 
 
Société Générale may both act as a market maker or a broker, and may trade securities issued by issuers mentioned in this report, as well as 
derivatives based thereon, for its own account. Société Générale,  including its officers and employees may serve or have served as an 
officer, director or in an advisory capacity for any issuer mentioned in this report. 
 
Additional note to readers outside France : The securities that may be discussed in this report, as well as the material  itself, may not be 
available in every country or to every category of investors.   

 
© [2004] Société Générale, All rights reserved.
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