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Euro zone: mixed opinions for the 4" quar-
ter

GDP growth in the euro zone for the third quarter of 2013 was
confirmed at 0.1%. In order to achieve the forecast drawn up
by the European Commission in November — predicting a
decline of 0.4% in euro-zone GDP over 2013 as a whole — all
Member states are set to turn in a performance of at least
0.2% over the last quarter of the current year. Opinion sur-
veys in the final months of the year, which indicate favourable
trends overall, hold out the hope that this challenge will be
met, although a number of indicators are showing worrying
signs for the start of the 4" quarter.

Confidence still high among businesses...

As indicated in economic surveys, business leaders in the
euro zone believe that the prospects for activity are generally
more favourable. The Economic Sentiment Indicator drawn up
by the European Commission thus posted a rise in November
for the seventh month in a row, standing at 98.5 points, close
to its long-term average (100 points). The composite PMI in-
dex for the euro zone for its part fell in October and Novem-
ber, but rallied considerably in December, and over the final
quarter its level was compatible with activity growth of about
0.2%. Germany was again key to this improvement in busi-
ness morale, despite somewhat disappointing output figures.

... but initial results for the 4™ quarter disappoint

Industrial output in the euro zone fell significantly in Septem-
ber and October (by 0.2% and 1.1% respectively), with Ger-
man output a considerable factor in this counter-performance
(falling 0.7% and 1.2% over the same period). The national
surveys (ZEW, IFO) did not predict such a disappointing trend
for German output. In fact, the manufacturing sector across
the euro zone was marked by a certain disconnect between
improved opinions and weak output results at the end of
2013.

No 4™ quarter data is as yet available for the construction sec-
tor but the pronounced slump in output in September (down
1.3% in the euro zone) is not a good sign.
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Retail sales are also not providing much reassurance. After
falling 0.6% in September, they contracted again by 0.2% in
October. What's more, the consumer confidence indicator
dropped in November for the first time in a year. On this last
point, however, it should be noted that the very negative, bi-
zarre trend among French consumers — with a veritable peri-
od of depression in November — has weighed heavily on euro-
zone results (in other countries, consumer morale has gener-
ally continued to rise). More generally, there is little solid evi-
dence of reinvigorated household consumption, particularly in
view of labour market data. The unemployment rate remains
high (dipping slightly to 12.1% in October after peaking at
12.2% in September), and employment stagnated in the 2"
and 3" quarters. This has affected consumer prices, with an
inflation rate at just about 1% at the end of the year (for gen-
eral inflation and underlying inflation alike).
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Confidence and output

Manufacturing
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Widespread but general recovery

Industrial output in Luxembourg dropped 1.5% over one
month in September, a slight drop compared to the rises of
2.8% in July and 2.7% in August. Over the 3™ quarter as a
whole, output rose almost 4% compared to the 2" quarter.
This recovery in output is in line with the improvement in
manufacturers' opinions noted since spring and is set to con-
tinue over the 4" quarter as a whole in view of results that
were favourable up to November. It is true that output is still
far off the levels seen in early 2011, but the current improve-
ment is relatively widespread across the various manufactur-
ing sub-sectors, indicating that it may well be cyclical. The
various components of economic surveys also point to more
general momentum: the improved outlook which related ini-
tially to output and order books has since September extend-
ed to employment and prices.

Growing optimism

Economic surveys in the construction sector indicate that
morale has improved among business leaders in the sectors.
The confidence indicator — which provides an overview of
opinions on order books and employment prospects —
slumped significantly last September but rallied over the
following two months. Regarding output results (available up
to September), there is a marked trend towards recovery
since the 2nd quarter, but this is as yet quite moderate. Based
on opinions collected in October and November, this recovery
is likely to strengthen over the 4th quarter.

In any event, 2013 will remain marked by exceptionally low
levels of activity in the 1st quarter, due to the particularly bad
weather conditions. This will probably have a fundamentally
positive effect on 1st quarter performance in 2014 (at least
that expressed as an annual variation).

Air transport results take off

The statistics for Luxembourg airport show a sustained rise in
traffic recorded. Whether in terms of passenger numbers or
freight volumes, the data for 2013 (based on the first eleven
months of the year) show considerable growth of 14% and
9% respectively compared to last year. This performance is
well ahead of the average noted across Europe (up about 2%
for both passengers and freight - AEA data). While the num-
ber of passengers has been rising regularly since 2010, most
likely linked to the arrival of several new airlines since end-
2012, freight transport has witnessed a true trend reversal in
2013, after two difficult years. In terms of turnover, the air
transport sector has also held up the transport sector this
year, while land transport and auxiliary transport activities
have trended downwards.
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Financial sector UCIs recover after a difficult summer

Undertakings for collective investment Net assets of Luxembourg UCls reached a record EUR 2,590
30 2700 billion in October 2013. The investment fund industry is thus
returning to more favourable momentum after a summer

60 2600 period that was severely disrupted by market trends (espe-
40 2500 cially in June and August). Net capital investment amounted
5 20 II I I [, 1 || | 2400 to a little under EUR 20 billion in October, a return to normal
L0 Hobd o 2300 _ compared to the value observed from the 4" quarter of 2012
w20 2200 2 to the 2" quarter of 2013.
5 -40 2100 3 Over the 3" quarter as a whole, Luxembourg lost a little
kS -60 2000 ground compared to other European countries involved in
5 80 1900 fund domiciliation — with its market share dropping to 26.6%
-100 1800 (against 26.9% at the end of the 2" quarter - EFAMA data) —
-120 1700 particularly France and the United Kingdom. It must be noted
ST ¥y that investor concerns about US monetary policy during the
§ é‘é_ § g § é‘é_ § g § é‘s'_ § g summer hit bond markets particularly badly and therefore also

bond funds (the bulk of Luxembourg funds).
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Inflation Services contribute greatly to inflation

Consumer prices for services As in the previous month, the inflation rate in Luxembourg
2.0 stood at 1.2% in November 2013, the lowest level recorded in
four years. In the euro zone, inflation bounced back slightly in

. 35 November, from 0.7% in October to 0.9%, at a rate that is still
i below that observed in Luxembourg.
§ 30 Much of the differential is due to price trends in services,
kS which continue to grow more rapidly in Luxembourg (up 2.7%
g 25 over one year in November) than in the euro zone (up 1.4%
) over the same period). Prices for services account for 90% of
S 20 general inflation in Luxembourg, against just 60% in the euro
< zone.

1.5

The low contribution of prices on goods is also due to the
downward impact of oil prices, which made a negative contri-

1.0 o o - - ~ ~ o . bution of 0.5 percentage points in Luxembourg (other goods
b A by A by A by A generated 0.6% percentage points in inflation in November).
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Labour market Partial unemployment rises slightly at the end of

the year
Partial unemployment — Applications made
12 000 180 After falling considerably since January, the number of partial
160 unemployment applications rose again over the last two
10 000 months of the year. Thus, 42 companies applied to work
140 reduced hours in December, compared to a low of 28 in Oc-
8 000 120 tober (although the rise was less pronounced in terms of
100 numbers of employees affected). In annual terms, the number
6 000 of applications for this employment maintenance scheme rose
80 on average from 37 units in 2012 to 39 in 2013, although the
4 000 60 number of people affected by partial unemployment was
40 lower (2,400 people on average per month in 2013, against
2 000 20 3,700 in 2012).
0 0 The rise in recent months is mainly due to an increase in
® Y Y Y SO T NN applications made for cyclical reasons. Although these rose
£ = ¢ = ¢ = ¢ = ¢ =5 ¢ = from 14 units in October to 24 in December, there has been a
§5 858585 85 85 slight drop in applications due to economic dependence (from

11 units to 9 over the same period). Companies in the manu-
facturing industry remain the principal users of partial unem-
ployment, accounting for 78% of applications made in De-
cember.

— Staff affected by partial unemployment (left-hand scale)
—Number of companies (right-hand scale)

Source: Comité de conjoncture
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Hotel and catering sector

Hotel & catering - Trends in turnover volumes
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Tableau de bord

The sector beefs up again

The hotel & catering sector rallied somewhat in 2013. Turno-
ver in volume (i.e. deflated by prices in the sector) rose 1.8%
over the first nine months of the year (rising some 3% over
one year in the 2™ and 3™ quarters). Data for the 3™ quarter
are still provisional, but they seem to be more or less in line
with the favourable trend seen since end-2012. While turno-
ver rose most among canteens and caterers in 2013 (up 6%
over one year over the first nine months), hotels contributed
the most to the overall increase, probably linked to the rising

tourist numbers this year.

This more favourable trend should have a positive effect on
employment in the sector in the 3¢ quarter (which had already
started to pick up in the 2" quarter). Employment in this

sector accounts for roughly 5% of total employment.

Mar-13 _ Apr-13 _May-13

Average
over the last

Same period

Jun-13  Jul-13 _ Aug-13 Sep-13  Oct-13 _ Nov-13 three months previous year

Activity

Industrial output per working day, in volume 9.2 -3.8 -5.8
Construction output per working day, in volume -9.6 21 -4.4
Turnover by volume of total retail trade -3.2 -0.6 -1.8
Prices, wages

Consumer price index (NCPI) 2.0 1.7 1.6
Underlying inflation 22 2.3 2.3
Oil product index -0.6 -3.9 -5.0
Industrial producer price index -1.5 -25 -2.8
Construction price index" 25 1.9 1.9
Average wage bill, per person (National accounts) 23 27 2.7
Foreign trade

Exports of goods (volume) -10.3 6.6 3.9
Imports of goods (volume) -9.8 10.4 -8.9
Employment, unemployment

Domestic number of employees 1.4 1.4 1.9
National employment 1.5 1.6 1.8
Unemployment rate (% of working population, seas. adj.) 6.7 6.8 6.9

Annual variations in %, except where otherwise indicated

-9.7 -5.7 0.8 -1.2 -2.2 -4.3
-3.7 -4.4 -5.0 0.3 -2.7 -0.8
-3.0 1.0 0.4 -1.8 -0.1 14
21 1.8 1.8 1.5 1.2 1.2 1.3 2.8
24 2.0 2.3 21 2.0 1.9 20 2.2
-1.0 -0.1 -3.8 -4.7 -7.9 -6.2 -6.3 9.2
-3.2 -3.5 -3.3 -3.3 -3.0 -3.2 0.4
1.9 1.9 3.0
27 27 23
=71 0.0 -4.2 -3.7 -2.6 -4.7
-4.2 -6.6 -9.8 =71 -7.9 4.2
1.8 23
1.8 24
6.9 6.2

Source: STATEC
Data blue coloured are estimates
" Estimations based on half-yearly data
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