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Groping their way
ludovic subRan

As a recovery starts to take shape, certain sectors plod
sorely towards a future that is still much too uncertain.
Even though sector risks seem to show an improvement in
2014, certain hotspots remain, in construction, the metal
industry and retailing. The big industrial sectors in the
West and the East are transforming at a rapid rate. The
textile, machinery and equipment, and automotive sectors
are all examples of industries that reinvent themselves
with every decade in response to crises and new modes of
consumption. Today again, all hands are on deck to revive
those industries that remain the hallmark of a country's
know-how. In the United States, reindustrialization
continues and investment in industrial equipment is
surging. In Europe, efforts are focused on restoring
competitiveness and attractiveness all round. In Asia, value
chains vary with circumstances. They form and break, first
with one ASEAN country and then another, but in their
wake they create growth and employment. In Latin
America and the Middle East, industrial policies are
multiplying without being clearly labeled as such, with
clear effects in terms of diversification. Everywhere,
financing is being reinvented to make up for scarce dollars.
New business services, insurance products, innovative
financing and management tools are becoming
widespread, and offered each day to more companies.
Despite globalization, there are as many industrial

trajectories as there are countries and companies. Some
seek raw materials, while others jump from innovation to
innovation as their margins stumble through the crisis.
Others concentrate on staying solvent. Every sector has
groped along like this for several quarters, awaiting the
right time and the right opportunity: an acquisition or
deregulation in a key market. Business plans are
multiplying also, leaving behind them the scars of a
difficult year but one that helped them prepare for better
days. Certain sectors, such as pharmaceuticals, chemicals
or agrifood, are showing that despite increased
competition, product innovation still produces results.
Companies, therefore, must continue to strive and search
without wavering too much and, more importantly,
without losing heart. Their hard-won resilience will without
doubt pay off in 2014. However, if they are not audacious
and open to change, further turbulence and more knock
backs cold be in store.
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All things come to those who
wait
maXime lemeRle

The global economic recovery expected in 2014-2015 is good
news. Too modest and heterogeneous, it remains however a
necessary but not sufficient condition to benefit fully a majority of
sectors the world over.

25 %
of sectors with sound fundamentals in
the short term in all countries
monitored

The balance of change in our
sector risk assessments has
reversed since mid-2013 in
favor of more upgrades in risk
ratings (78 in total in 2013)
than downgrades (67).
However, this turnaround
masks contrasting trends:
positive in Asia-Pacific and
Africa and the Middle East,
stable in North America, but
still negative in the other
regions - especially in Europe.
For the vast majority of sectors
short-term risks have just
stabilized (nearly nine cases
out of ten).
4

All in all, 2014 began with a
still large number of sectors
either showing signs of
weakness (49%) or in a state of
structural weakness or
recognised crisis (25%), as this
is the case in the construction
and textile sectors. By
contrast, the three sectors that
present the best risk profile on
a global level remain the
chemicals industry,
pharmaceuticals and the
agrifood industry.

Sector risk in the world in 2014
Evaluation at the end of 2013, countries weighted according to
their share in global GDP

Source: Euler Hermes
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the number of countries that form it, Asia-Pacific
is home to the most sectors displaying favorable
prospects in early 2014, all of which are closely
linked to household consumption (agrifood industry, retail, automobile, pharmaceuticals). For
all that, several sectors are locally in a state of
structural weakness, as is the case with construction (Japan, South Korea, Australia), textiles
(China, Thailand, Taiwan), metal (China, South
Korea) or air transport (India, Indonesia, the Philippines). In addition, several challenges threaten
to exacerbate sector risks in the region from
2014, such as China's transitioning economic
model, the next stage of Abenomics or the market's reaction - in particular the currency and
credit markets - to the adjustment of monetary
policies (see our Economic Outlook No. 12021203).

north america
the crisis seems to be well and truly in rear
view for most sectors, despite a few remaining weaknesses (construction, textiles,
transport) and uncertainties about the pace
of the recovery.

asia-pacific
Resilient to the global cycle in 2013, the region's challenges in 2014-2015 are among
the largest with, for some sectors, structural
weaknesses (textile, metal and construction).
Up to the end of 2013, Asia-Pacific remained
sufficiently vigorous, despite a downward gear
change, and sufficiently spared from the sources
of instability, despite occasional disruptions in
particular via the currency or credit markets.
The region continues to be fertile ground for a
wide range of sectors: alongside Africa and the
Middle East, it is the region of the world that
saw the highest number of improvements in

sector risk ratings (27 out of a total of 78 for the
world between end-2012 and end-2013). This
improving trend was nevertheless not uniform
across the board. It was concentrated in four
countries: the Philippines, Malaysia and Indonesia, thanks to more upbeat trends in particular
in construction, IT equipment, telecoms and IT
services, and Australia. In addition, almost all of
this improvement was felt only in the first half
of the year. Last, it was felt neither in Japan (except for chemicals), where the real structural
reforms are a long time coming after the first
series of stimulus measures (Abenomics), nor
China, which has not been immune to the important changes at work in terms of financing
and its struggle against shadow banking. Altogether, of all the regions, and in proportion to

In 2013 the situation recovered in two sectors
that are symbolic of the recent crisis in the United
States: car component makers and construction,
although structural weaknesses subsist in the
latter - as they do also in textile, transport and
consumer electronics devices in the United
States, in addition to the textile and paper sectors
in Canada. For all the other major sectors, risks
stabilized in 2013 thanks to the recovery in manufacturing activity and the upturn in employment, without any big change in competitiveness. Most of them still show signs of short-term
fragility in early 2014 (this is the case for eight
out of 17 sectors in the United States and ten in
Canada), while the pace of the recovery depends
on fiscal and monetary considerations (spectrum
of shutdown and tapering calendar). However,
the US recovery, driven by consumption and investment (USD 550 billion expected in manufacturing investment over the period 2014-2015)
in the wake of the country's energy revolution
and reindustrialization, could quickly offer more

5
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▶ favorable prospects. In the meantime, this is already the case for three sectors that present a
low level of sector risk both in the United States
and Canada: chemicals, car manufacturing and
the agrifood industry.

Main factors driving prices downwards in eurozone
by main kind of household expenses



Transport

Food

Housing

Consumer
electronics

Transport=purchases of vehicles/moto cars, transport services, fuel etc.; Food=food and nonalcoholic beverages; Housing= rents, repair, water supply, electricity costs; Household equipment
(and furnishing); Clothing and footwear; Telecom= postal services, telephone etc.
Source: Euler Hermes

Irrevocably, Europe finished 2013 in first place
in terms of the number of sector risk downgrades, with 24 during the year in Western Europe and 18 in Central and Eastern Europe (out
of a total of 67 worldwide). Despite the beginnings of a recovery in economic growth in several countries, the situation regressed in several
sectors, particulary in Spain, Belgium and Finland
in Western Europe (and the Czech Republic, Slovenia and Latvia elsewhere). On the whole, these
revisions were concentrated in the metal sector
(eight countries concerned), plagued by severe
overcapacity, followed by, and mainly in Central
and Eastern Europe, retail (six countries) and
the food industry (five countries). The global
outlook for sectors remains seriously downbeat
still in early 2014. Indeed, the growth recovery
is gaining traction only slowly and, above all, is
too heterogeneous to eradicate the lingering
effects of the crisis, reflecting the persistence
of challenges that many European companies

are facing: costs (labor, energy, taxes), price and
non-price competitiveness, financing and competitive pressures, with deflationary risks. Above
all, the construction sector is in a situation of
crisis in over ten countries. Unsurprisingly, this
crisis situation can also be found in the sector
most closely linked to consumers, i.e. retail, in
the southern European countries (Greece, Portugal, Spain, Italy), where the situation of employment and households remains tricky, but
also in the Netherlands and Ireland. Four other
major sectors also stand out for their structural
weaknesses in many countries: in descending
order, air transport, steel, household goods and
textiles. From a different angle, the main exceptions to this still-fragile overall picture are found
mainly in Germany and two of its neighbors,
Austria and Switzerland, as well as in Scandinavia, the Czech Republic and Russia. From a sector

2013 changes in sector risks per region
Changes from Q4 2012 to Q4 2013, in number of countries for each sector
WITH A SECTORIAL DOWNGRADE

WITH A SECTORIAL UPGRADE

Metal
Food
Chemicals
Paper
Car component
Retail
Automobile
North America

Construction
Air transport

Latin America

Textile
Machinery & Equipment

Western Europe

Pharmacy
Central and Eastern
Europe

Semiconductors
IT Services

Africa and Middle
East

Consumer electronics
Aeronautics

Asia-Pacific

Computer & Telecom

6

-5

Telecom

Cyclical downside
pressures
(economic cycle, input prices
– raw materials, labour costs)

the growth recovery remains too heterogeneous and modest for its remedial effects
to spread quickly throughout all sectors, in
particular the steel industry, retail and construction, when many european companies
still face important challenges (competitiveness, financing and competitive pressures).

-10

Restaurants
& hotels

Structural downside
pressures
(competition, offshoring)

europe

Source: Euler Hermes
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viewpoint, these exceptions still concern above
all the agrifood industry, chemicals and pharmaceuticals, but also, albeit less widespread,
the automobile industry (Germany and a few
Central and Eastern European countries), aeronautics (Germany and France) and information
technology and telecoms, in both equipment
and services, although mainly in Central and
Eastern Europe.

latin america
the lack of vigor in the region's economy in
2013 and renewed signs of vulnerability in
some countries under the effect of resurgent currency and funding risks, are
weighing on a large number of sectors, in
particular construction.
The region stood out in 2013 for a relatively
large number of sector risk downgrades (22
over the full year for the 11 countries studied in
the region). This surge can be explained by the
combination of several factors: a more moderate pace of recovery than expected, including
in demand for commodities, and a marked upturn in inflation in three significant countries
(Brazil, Argentina and Venezuela), leading to a
sharp hike in key policy rates in Brazil - but also
a series of rate cuts elsewhere in the region and steep exchange-rate depreciations. In this
context, and in addition to IT and telecoms
equipment in Brazil and Argentina, it was mainly
construction where the increase in difficulties
was concentrated, with seven countries concerned by deteriorating risk in this sector in 2013.
This was the case in particular for Chile and ▶
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Hourly compensation costs

Exchange rate

Manufacturing average, USD

Change in value of USD as of February 2012, in %
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49.8

Germany
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Sources: IHS Global Insight, Euler Hermes

Sources: Bureau of Labor Survey,
Euler Hermes

Mexico, but not Brazil, which is benefiting from
its preparation to host the Soccer World Cup
and Olympic Games. Altogether, only two sectors - construction and textiles - have begun
2014 in a situation of structural weakness, but
most sectors show signs of short-term weaknesses in a large number of countries, the main
exceptions being the food industry and pharmaceuticals. 2014 therefore promises to be
tricky again, reliant on the global - and especially
US - recovery, and the capacity of the most vulnerable countries to hold up. Note, however,
that not a single downgrade in sector risk took
place in Q4 2013.

africa and middle east
sector risk profile improved clearly in oilexporting countries, especially in Gcc
members, but it stabilised elsewhere, at levels on average much more favorable in
south africa and morocco, than in countries
hit by political or social turmoil.
The region can be clearly split into two groups.
On the one hand, countries for which the overall
picture of sectors is rather favorable despite a
few weaknesses in one or another sector: this
includes in particular the GCC countries, where
the benefits of the oil bonanza are clearly being
felt by the chemicals industry and have spread

to sectors closely linked to consumers (automobile, food, retail) and to construction, although with the risk of giving rise to bubbles;
this group also includes Morocco, despite its
structural weaknesses in construction and textiles, and South Africa, despite its difficulties in
textiles. The second group unsurprisingly includes all the countries where chronic political
instability is hampering the performances of the
economy and business in a large number of
sectors to a greater (Libya, Egypt) or lesser extent (Algeria, Tunisia). *
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Outlook 2014

sector risks
by country

24 downward revisions of risk and 14 upward
revisions of risk at the end of 2013

Q4 2013
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38 changes of sector risk ratings
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aGRiFood and Retail

Under contrasting auspices
for 2014

sector Risk

Retail
Q3 2013 Q4 2013
United States

bRuno GoutaRd

Brazil

Between relief (easing of agricultural supply costs), uncertainty (economic)
and dynamism (geographical opportunities and search for new models).

France

◾ the prospect in europe is for a fall in consumer prices in 2014: adjustment in the face of falling
agricultural commodity prices or early signs of deflation?
◾ emerging countries are a source of growth but no easy row to hoe for Western agrifood producers and
distributors.
◾ us agrifood industry is on the up, but forced to evolve.

Germany
United Kingdom
Sweden
Finland
Italy
Spain
Netherlands
China
Australia
Japan

n
n
n
n
n
n
n
n
n
n
n
n
n

n
n
n
n
n
n
n
n
n
n
n
n
n

Source: Euler Hermes

Food and beverage industry
Annual average
output

2013/2012 2012/20111

Germany*

-0.6%

0.4%

France*

-1.6%

-0.4%

Italy*

-0.7%

-1.1%

Brazil

-0.1%

-1.4%

United States

1.2%

3.7%

* over 11 months
Sources: Eurostat, National Statistics

prices will be the focus of attention in the european union in
2014.
Sales volumes in food retail have
dropped once again in the European Union, whose economy remained moribund in 2013 (-0.8%
to November, including beverages
and tobacco, after -1.0% in 2012),
leading agrifood industrial production to slip -0.4% in the first 11
months (-0.9% in 2012). In 2014,
activity should continue its upward
trend initiated in late 2013, although its pace will remain moderate and vary according to the situation of each member state. On
the other hand, the observation of
stabilization in prices, even contrac-

10

tion in the last quarters of 2013 (retail and/or production), may lead
one to question the foundations of
this growth. Are they cyclical? Is this
a response to the easing of the
prices of a wide range of agricultural commodities (7.1% in 2013
according to the World Bank index
as a result in particular of the correction recorded for corn and
wheat) and, if this is the case, will
this weakening continue in early
2014 like most current supply-demand equilibria? Or are they structural? Are they in response to the
trough in household purchasing
power, dragging retail and then automatically the agrifood industry
into a price war, and thereby triggering a deflationary cycle sustained by the economic climate?
The first of the two cases is the
most plausible: the gradual knockon effect of the fall in commodity
prices offers many producers the
possibility to restore margins and
cash reserves somewhat and, for
retailers, to give consumers some
welcome financial leeway to nibble
on additional sales volumes. If the
second possibility prevails, the fi-

nancial situation of the sector's
players would come under renewed pressure, in particular if the
prices of agricultural commodities
were to shoot back up in the future.
middle classes in emerging
countries still targeted but not
without difficulty.

Retail sales of food, beverages
and tobacco

Bolstering exports by tapping into
Quarterly index, basis 100=2010
these new destinations (+7.0% for
US exports of food products in vaSpain
Italy
Germany
United Kingdom
France
lue terms to end-September 2013 120
and +8.4% for European exports
excluding intra-zone in value
terms to October 2013) is an ob- 110
vious growth lever for European
and US companies. Also, the gro100
wing needs in such countries are
shaping the sector landscape, like
in the milk powder sector, where
90
China's difficulties to meet sanitary
standards locally translate into in80
vestments (Chinese or otherwise)
07
08
09
10
11
in additional industrial capacity in
France, Ireland, Germany or the Source: Eurostat
Netherlands. In a context of pressure on profitability in 2013, some
Western distributors have carried ▶

European Union

12

13
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▶ out disinvestments and, especially,
strategic refocusing in their domestic markets, which generally contribute the lion's share of earnings.
Nevertheless, regional heavyweights such as Russia, which is expected to be Europe's largest retail
market by 2018, or India (changing
regulatory environment) continue
to be host to the biggest maneuverings. More generally, 2013 provided a reminder of the potholes
on the road for Western groups in
emerging regions: with negative
currency effects, high cost inflation,
the development of local competitors and, above all, lower economic
growth. On this last point, it has become apparent that some players
need to rethink their strategy and
reposition themselves in the uppermiddle-class segment, which is
smaller but also less sensitive to
such inevitable economic fluctuations.
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in a growing us market, could
the competitive lines of the
future be taking shape?
In a more buoyant economic environment, operating profitability
in food retail has held up, at 3.1%
on average over the first three
quarters of 2013 (according to the
Census Bureau) but is still below
pre-crisis levels (3.8% in 2007).
Comforted by another year of
growth in production (+1.2% compared with 2012), profitability in
the agrifood industry also strengthened, this for the second year in
a row. Two developments in particular reflect the renewed confidence taking root in American soil:
the +1.8% increase in capacity in
the agrifood industry (catch-up after the cuts carried out in the years
2009/2010/2011 to improve capacity utilization and therefore productivity), and, in the spirits sector,
the takeover of US company BeamInc (for USD 16 billion!) by Japan's Suntory. In addition to this
glowing report, deep changes are
under way, as shown by the ongoing rollout, albeit still limited, by

Amazon of its delivery service for
fresh products or the inflection of
direction by Wal-Mart, which in
2014 is set to open more smalland medium-sized stores than superstores for the first time!

-3.2%
retail sales of food products,
beverages and tobacco in
the European Union
in 2013 compared
with 2010
Consumer prices - food
Quarterly change in %
2.0

United States

European Union

1.5

1.0

0.5

0.0

-0.5

-1.0
2012

2013

Source: Eurostat
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sector Risk

car
automobile
component
Q4 2013

automobile
Brazil
Germany
France
China

in line with economic cycles

n
n
n
n
n
n
n
n
n

n
n
n
n
n
n
n
n
n

United States

Japan
India
Russia

yann lacRoiX

Turkey

Global market still growing although some emerging (promising) countries
stalled in 2013.

Source: Euler Hermes

◾ united states and china are driving global growth.
◾ the european market hit a 17-year low but is slowly picking up.
◾ some emerging countries stalled in 2013, with weak growth prospects in 2014.

+5%
Global sales
in 2014

the united states and china
alone account for more than
55% of global car sales.
Car sales in China returned to double-digit growth in 2013 (+15.7%)
and hit a record level of almost 18
million units sold. The country thus
consolidated its place as the largest
market in the world held since
2010, and where Western manufacturers - via joint ventures with
Chinese state-owned makers have a 60% market share. In 2014,
we expect growth to continue at
around +10% in a market that will
head towards 20 million vehicles

sold. The gap with the US market,
the second-largest in the world, will
therefore continue to grow. Sales
in the United States increased by
+7.5% to nearly 16 million units in
2013 and should grow more moderately in 2014, at around +4% for
16.5 million units sold. A salient
point from 2013 is the recovery in
the market shares of US manufacturers and the ongoing competitiveness gains by the US car industry.
Once again profitable, US carmakers are replacing and strengthening their product range to ramp
up their international development.

the european market is expected
to return to the growth track in
2014 after hitting a 17-year low
in 2013.
The European market hit bottom
in 2013 with 12.3 million vehicles
sold, down by -1.8%. Nevertheless,
monthly data show signs of a rebound in 2014. Over the course of
2013, the low point was reached in
June, when the market barely sold
more than 12 million units (12month moving average). The recovery in the market therefore
consolidated in the second half of
the year and everything suggests

this should continue through 2014.
With expected growth of +3% in
2014, the market could thus see a
sales volume of 12.6-12.7 million
units. While this incipient recovery
is welcome, the level of sales will
remain very low compared with
the 16 million annual sales in 2007.
Problems of overcapacity and profitability for volume carmakers will
therefore persist, especially as the
trade war to preserve market

Productivity gains in the US automotive industry
Number of vehicles produced and size of the industry
14

Auto production (left axis)
millions units

Size (right axis)
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Zoom

Car component:
profitable growth
yann lacRoiX

strong but geographically disparate global
growth, requiring investment and disinvestment.

Car component output
the world of auto-part makers has changed
over the past decade.

Change from H1 2012 to H1 2013, in %
Slovenia
France
Belgium
Poland
Czech Republic
Japan
India
Canada
South Korea
Russia
Germany
Italy
Turkey
United Kingdom
Mexico
United States
Spain
Slovakia
China
Brazil
Argentina
Thailand
Romania

-30

-20

-10

0
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Considered a few years ago as mere subcontractors, they have succeeded in freeing
themselves from the shackles of their traditional clients - in most cases national - and
investing in buoyant new markets. This
global presence alongside carmakers makes
them indispensable and allows them to
better absorb research and development
costs, notably in equipment to reduce fuel
consumption and therefore CO2 emissions,
or in driver assistance systems providing
more comfort and safety. It is with this strategy, by positioning themselves as leaders
in their industry and pruning non-core ope-

40

Sources: National Statistics, Euler Hermes

▶

shares will continue, as will its negative effect on margins.
in 2013, the Ribs (Russia, india,
brazil) posted volume declines
of between -3% and -10%.
Caught between economic slowdown and rising inflation - and therefore rising interest rates - some
emerging markets stalled in 2013.
In Brazil, the market's fall gathered
pace late in the year under the effect of interest rate hikes (BACEN
base rate), from 7% in the first
months of 2013 to 10% by the year
end. With an interest rate of 10.5%
in January 2014, the market's recovery will be slow and gradual, although we expect a small +3% in
2014 with a volume of 2.85 million
units, still below its 2012 level. After
double-digit growth in the period

2010-2012, the Russian market fell
by -5.5% in 2013, and a slight
contraction of -2% is also expected
for 2014. Aware of the limits of the
Russian car industry, the government has announced subsidies of
almost EUR 6 billion for research
and development, support for employment in the sector and compensation for costs resulting from

the requirement to adapt to new
emissions standards. Last, India recorded a steep -10% fall in 2013,
returning to 1.8 million units after
three years also of strong growth.
For 2014 we expect a recovery in
the car market to get under way in
the second half after the elections
in May, with a modest +3% to +4%
over the full year.

rations, that they have strengthened their
bargaining power to impose selling prices
that enable them to post a healthy level of
profitability. The profits thus earned are
vital for financing productive investment
in growth regions (United States and Southeast Asia) at the same time as restructurings (plant closures and job redundancies)
in regions where activity is in decline, such
as Western Europe. *

Car registrations per region
Annual change in %, passenger cars,
light commercial vehicles
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change

China

17.93

15.49

15.7%

United States

15.88

14.79

7.4%

Europe (30)

12.29

12.50

-1.8%

Japan

5.38

5.37

0.1%

Russia

2.78

2.94

-5.5%

Brazil

2.76

2.85

-3.1%

India

1.81

2.01

-10.0%

total

58.82

55.95

5.1%
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United States : 1 - Europe : 0
sector Risk
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Upward cycle in the United States
Q3 2013 Q4 2013
◾ Global chemicals production expected to grow by +4% in volume terms in 2014 after +2.5% in 2013,
with the market valued at around usd 3,700 billion.
◾ broad spectrum of activities comprising five major segments: consumer chemical products (16%),
specialty products (28%), polymers (14%), inorganic chemicals (16%) and petrochemicals (26%).
◾ excluding pharmaceuticals, industrial realities contrast from region to region: the petrochemical
industry, for example, is under duress in europe but not in the united states.
◾ sector invigorated in the united states but still on the defensive in europe, while asia continues to
gain market share thanks to vigorous domestic demand.

n
n
n
n
n
n
n

United States
Brazil
Germany
United Kingdom
Belgium
Russia
Japan

n
n
n
n
n
n
n

Source: Euler Hermes

+3%
US chemical activity
expected to grow
in 2014

america at the forefront.
The renaissance of the US chemicals industry is under way, as illustrated for example by one of its leading players, LyondellBasell. After
filing for bankruptcy in 2009, the
company returned to a better path
and, in 2013, posted a bumper year
with earnings of almost USD 4 billion. After its relative stability last
year, activity in the US chemicals
industry is expected to grow by
+3% in 2014. Its massive use of
ethanol produced from its abundant shale gas resources - in place
of naphtha, which is sold at four
times the price in Europe - has enabled the upstream US industry
and, more specifically, its petrochemical industry, to produce much
cheaper ethylene, which is used in
a vast array of applications such as
construction and public works,
packaging and the automobile in-
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dustry. The price competitiveness
of the European petrochemical industry is therefore no longer able
to keep pace with that in the United States. With regard to prospects for the US chemical industry
out to 2015 (with growth expected
to be in excess of +3.5%), investments in capacity are gathering
pace in this sector. To date, investment in the sector in the United
States is estimated at USD 90 billion, including a total of 136 new
plants, half of which from non-US
chemicals groups. In addition, the
number of related jobs created out
to 2018 is estimated at 1.2 million.
The appeal of the US chemicals
market is such that, just recently,
Saudi petrochemicals giant SABIC
mentioned the possibility of investing in an ethane-based steam
cracking facility in that country.
europe on the defensive.
The European chemicals industry
is yet to return to its pre-crisis production levels. At end-October
2013, output was still 7% below its
2007 level. While the recovery in
European chemicals production remains fragile at present, its performance last quarter was nonetheless reassuring: it grew by +2% on
the back of polymers (+7%) and
specialty chemicals (+3%) despite

persistent difficulties in petrochemicals, which weakened a further
-5% much to the chagrin of French
group Kem One among others. Altogether, 2013 volumes were down
slightly by around -0.8% y/y. Throughout the past year, European chemicals sales are likely to have decreased by around -1.5% compared
with 2012 as a result of more pressure on prices, which are expected
to have decreased by around -0.8%.
For all that, and this is a first positive
point, the pricing power of European chemicals remains intact:
prices are still 12% higher than in
2008. The second good point is the
resilience of its positive trade balance: EUR 38 billion (+2.4%) for Q3
2013 compared with 2012, although its EUR 5 billion surplus with
the United States masked a pronounced downturn in flows of
around -30% over the period. In a
way, the situation of Asia's chemicals industry is similar to its European counterpart: both suffer from
the disadvantage of exorbitant raw
material procurement costs. A
huge difference between the two,
however, lies in the fact that the European industry lacks the dynamism of Chinese manufacturing
production - its largest market - to
feed off which, while slowing, is nevertheless preferable to weak
growth.

Price of ethylene by region
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2,000

United States

Western Europe

1,500

1,000

500
05 06 07 08 09 10 11 12 13

Sources: Nextant, Bloomberg

Euler Hermes

Economic Outlook no. 1204 | February 2014 | Global Sector Outlook

sector Risk

phaRmaceuticals
Q3 2013 Q4 2013

innovating more despite zero
growth in R&D budgets
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Growing medical needs, but not all players are benefiting
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◾ Global pharmaceuticals market estimated at usd 950 billion in 2013.
◾ medical advances and access to medicine among the middle classes in emerged countries is fuelling
growth in demand for medication. not all medicines are benefiting from this to the same degree,
however, depending on whether they belong to the family of patented drugs (proprietary drugs),
generics or otc drugs.
◾ positioned in proprietary drugs, the major laboratories are suffering from the expiry of patents for
their flagship medicines to the benefit of generic competition. the trend in their revenues is forcing
them to be more selective with their investments in R&d.

mature countries are inclined to
reduce their spending on pharmaceuticals: deflationary pressures
in europe and obamacare in the
united states.
Europe remains under pressure to
reduce its budget deficits, compounded to a large extent by recurrent losses in public health insurance regimes. The time is
therefore for wholesale savings to
be made in healthcare and, in particular, the pharmaceutical sector.
For example, France has taken the
same path as the United Kingdom
and Germany and given preference
to generics in overall medicine
sales, in order to curb its greater
consumption of pharmaceutical
products (the prices of which tend
to be higher the more recently they
hit the market). The mechanism
chosen is to authorize pharmacies
to substitute a generic drug for a
proprietary drug at their discretion.
European laboratories felt the effect on their revenues last year. For

+4%
Global market up
in 2014

example, the revenues of British
company AstraZeneca are estimated to have fallen -9%, those of
France's Sanofi -6%. The choice to
reduce healthcare spending is just
as important in the United States,
as its per capita spending on drugs
is the highest in the world (USD
985 on average compared with
USD 483 in the OECD in 2012). Yet
this is less visible because of the
opacity of the US healthcare system resulting mainly from its private funding. In addition, the recent implementation of the ACA
law or "Obamacare", giving the
United States the system of universal health coverage it previously
lacked, blurs the visibility over the
effectiveness of the two mechanisms that contribute to keeping a
lid on healthcare spending: the
tight regulation of prices in the Medicare and Medicaid public programs, and the strong competition
between private insurers, which
negotiate each year with the laboratories discounts on the (displayed) price of a medicine in return for their choice to reimburse
only one within the same therapeutic class. While Obamacare
should improve the access of Americans lacking health insurance to

the latest medical treatment under
acceptable financial conditions, its
real incidence is still not clear, apart
from generating +5% of additional
demand for drugs in 2014 as a result of the expected 7 million
newly-insured.
more efficient pharmaceutical
R&d and access to emerged
markets as antidotes
The context of tighter control over
healthcare spending in mature
markets has not changed the strategy of laboratories to continue to
invest in medical advances. This is
reflected in the USD 135 billion
(once again) invested in 2013 in
global pharmaceutical R&D, even
if this constitutes a -1.5% decline
from 2012. They need to be more
selective in the R&D programs they

pursue, given the -1.6% decline in
sales of proprietary drugs alone at
the global level. This is a consequence of the expiry of the patents
of their former star drugs still in circulation. Pharmaceutical revenues
"at risk" out to 2018 - to the benefit
of generic makers - have been estimated at USD 110 billion. As a result, Big Pharma is hastening to invest in emerged markets, where
demand for pharmaceuticals is expected to grow by more than +8%
in 2014, sometimes at the price of
disappointment. In India, for example, the legal framework for patent
protection struggles to prevail. In
China, meanwhile, the public investigation into GSK's marketing
practices has surreptitiously spread
to those of all Western laboratories.

Breakdown of drugs spending
annual
average
growth

usd billions

2013

2014

United States

323

340

1%

European Union 5 (1)

143

145

0.3%

Japan

114

115

0.2%

Rest of the world (China included)

370

500

8%

950

1 ,100

4%

World

(1) Germany, France, United Kingdom, Spain, Italy
Sources: IMS, estimations Euler Hermes
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new trends in 2014?
sector Risk
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Numerous and persistent pressures, but more favorable regional and national
trends.
◾ Global revenue growth in the construction sector remains weak (+3% in 2013 to around
usd 9.3 trillion).
◾ persistent difficulties in many countries. the contribution of the sector’s companies to insolvencies
remains high, at up to 20% of the total, whereas construction accounts for 7% of Gdp on average.
◾ highly variable regional and national situations, between marked recovery, premonitory signs of
housing bubbles and hopes of emerging from cycle troughs, at the mercy of numerous local vagaries,
commodity prices and stimulus measures from public authorities.

Q3 2013 Q4 2013
United States
Brazil
Mexico
Saudi Arabia
Bahrain
UAE
China
Japan

USA work started for dwellings
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Level, cumulative 12 months
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the recovery is consolidating in
north america while the situation is more mixed in latin
america.
In the United States, growth in housing starts gathered pace in 2013
(924,000 in the 12 months to endNovember 2013 compared with
759,200 over the same period one
year earlier) albeit without an expansion in stocks. On the contrary,
the number of houses available for
sale stabilized at around 1.6 million,
which is slightly less than during
the decade from 1995 to 2005. The
annual rate of growth in house
prices is gradually increasing (+9%
at end-October 2013). In Canada,

16

the slowdown in housing starts in
2013, after surging late in 2012,
stabilized late in the year, benefiting from public investment in infrastructures. Prospects are more
mixed in the rest of the American
continent. For example, the
construction sector in Brazil is
boosted by sporting events in 2014
and 2016, with a few exceptions.
But this growth could quickly come
to a halt if inflation and the increase
in interest rates were to trip up this
temporary El Dorado. Real estate
prices in Rio de Janeiro have grown
by +27% per year on average since
2009. Building permits are stagnant in Chile, and were down -16%
in residential housing in Q4 2013

compared with Q4 2012, while excess supply in the Mexican
construction sector led to a decline
in building activity of -8% at endOctober 2013 compared with October 2012.
asia and the Gcc countries,
lands of opportunities and risks.
It is in Asia and the Gulf countries
that the construction sector is the
most buoyant and solid, underpinned by structural needs of (re)building infrastructure and housing.
In Asia, the two regional engines
(China and India) still occupy dominant positions. Real estate investment in China picked up, with
growth of +19.8% in 2013 (compared with 16.3% in 2012). Accordingly, keeping a lid on soaring
prices remains a major difficulty:
the price of new residential housing
increased by +16% in Beijing in
2013, despite measures to control

their rise, which could prove to be
insufficient in 2014. In India, economic growth, demographic
trends and increasing urbanization
are fuelling investments, in particular in infrastructure. This idyllic
vision is weakened by macroeconomic setbacks, the trend in purchasing power and the 2014 elections. The situation in Japan is very
different, but we note that housing

Investment in real estate
CNY billions
10,000

8,000

6,000

4,000

2,000

0

00 01 02 03 04 05 06 07 08 09 10 11 12 13

Source: National Bureau of statistics of China
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european construction sector
on the road to recovery?
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starts are gradually increasing, in
particular in Q4 2013 (+14% at
end-November 2013). The
construction sector in the Gulf
countries also presents growth
prospects. In Qatar, for example,
the National Vision 2030 development plan will continue to boost
the construction sector for several
years to come.

The persistent difficulties in the
construction sector in Europe in
2013 affected the entire continent.
Housing starts were down again in
Spain (-28% in the 12 months to
end-October) and Portugal (-21%
at end-September) and continued
to be in freefall in Greece. The sector also struggled in Northern Europe. This was the case in the Netherlands, but also in Belgium and
Finland. 2013 was a bad year in Poland, a country where construction
is highly volatile. In Norway, the
stagnation of activity was enough
to trigger a jump in insolvencies
despite the support coming from
the renovation sector. All in all, production declined by -3% in 2013
(compared with -5% in 2012). Nevertheless, the contraction in production in the sector lost its intensity from quarter to quarter (-2.5%

in the EU-28 in Q3 2013 compared
with -7.1% in Q4 2012) and the low
seems to have been reached in Europe, where needs are growing as
time passes: upkeep and upgrade
of infrastructures, renovation of
housing, housing shortfalls. Some
countries are already in recovery.
In the United Kingdom, the production index and, more particularly, housing starts have consolidated their uptrend on the back of
targeted support measures. In Germany, despite a negative demographic effect, building permits are increasing (+12% in the 12 months
to end-November 2013). Altogether, 2014 could be a pivotal year
for the European construction sector, with growth expected to be
between -1% and +1%, although it
will still not be enough to shelter
all the sector's companies.

40
countries
Where the sector is very
fragile or in crisis
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inFoRmation and communication

semiconductors
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Finland

How to create value without
prices
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electronics
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A diffuse sector facing strong pressure on prices, requiring investment.

6.8

◾ Growth of +3% in information and communication technologies (ict) in 2013 with revenue of around
euR 3,300 billion, on the back of deployment in all countries despite very wide gaps.
◾ a grouping of disparate universes, from semiconductors to equipment manufacturers and service
providers, but all with one common denominator: pressure on prices.
◾ Forced to innovate and to invest, for the time being companies in the sector are busy rolling out and
securing networks, the cloud, big data, connecting things and developing related services.

needs in constant renewal.
Like transport infrastructure, information and communication technologies (ICT) are the bedrock of
economic development. This situation is becoming established and
all countries have got the message,
in particular South Korea, which sits
above the Northern European
countries, including the United
Kingdom, on the ICT Development
Index. There are still many needs
to be met. Needs are growing by
8% in Africa and the Middle East,
which represent only 6% of the
market. While three-quarters of the
population in developed countries
own a computer or have internet
access, this proportion is only 30%
in developing countries, albeit
where growth is more rapid. At the
same time, usage is changing.
Fixed-line telephony declined in
2013 (ownership rate of 16.5%
compared with 16.8%) in the world
in subscription terms to the benefit
of mobile telephony (96.2% compared with 91.2%) all regions combined. Craving new products,
hopes in the electronic consumer
goods sector are pinned on an increase in purchases in developing
countries and on product connection.
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electronic components (+15% in
the Americas, but -11% in Japan, for
a global market growing at +4% in
which Asia has a 55% market share,
compared with 23% for the Americas). Japan's decline is also appreciable in the area of electronic
goods: it became a net importer of
these products in 2013, with a deficit of JPY 452 billion.

World semiconductor market

0

billions

13

Source: World Semiconductor Trade Statistics

massive investments needed.
Investments need to be made to
meet needs, in particular in highspeed networks in order to offer
sufficient speeds to cover growing
use in terms of applications, services and content, and the connection of things, the success of which
among consumers has already
been proven. South Korea, for
example, recently launched a program of more than EUR 1 billion
to develop an ultra-rapid 5G network, at a time when not all European countries have succeeded in
putting 4G to widespread use.
China and the United States are investing large amounts of capital,
while Europe is aiming to bring 5G
to the market in 2020. The cards
are evolving also in the area of

against a backdrop of widespread falling prices.
Just like electronic consumer goods,
whose prices have been on an
unyielding decline, all ICT prices are
subject to this constraint. This has
been the case for many years for
electronic components, the price
index of which in Taiwan is at one-

third of its value in 1987. The prices
of fixed-line broadband suffered
from strong downward pressure
between 2008 and 2012, especially
in developed countries. Today it is
the turn of mobile broadband services to feel this pressure. This pressure is all the more unavoidable as
their growth in volume terms is dependent on developing countries,
where services are proportionally
more expensive relative to the incomes of the population. The same
holds for IT equipment, whose average price index decreased a further -0.5% in 2013. As a result,
spending on technological products will fall by -2% in value terms
in 2014.

World Gross Output Price,
Computers & Communications
ICT market*
2013
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Paper industry: prices maintained
through capacity adjustment
maRc livinec

Paper and cardboard
producers, whose
outlets include packaging, is subject to the
ups and downs of
consumption and the
troubles of print
media in mature
countries. The sector
is dominated by
China.

Global revenue for the pulp and paper industry, estimated at usd 910 billion, has
been driven by a slight increase of around
+1.5% in volumes, led by asia. Global production of paper and cardboard is expected
to have passed 405 million tons in 2013.
China's vigor (+7% growth) is unrelenting
and contrasts starkly with the decline in North
America and Europe (more severe in the former than the latter). Asia is the most dynamic
region in terms of investment in the sector,
to the detriment of South America and Africa.
Europe, however, has maintained its position
as the largest exporting region, with 20% of
its production for export while its domestic
demand decreased by around -4% last year.
Weak economic growth and structural problems in the segment of paper for graphic
use, and more specifically in print and publishing (affecting the US also) are the main
causes of this decline in demand for paper
products. With the rise of digital technologies,

Zoom

the irreversible shift from paper to electronic
media is no stranger to this new market
order. Moreover, the pulp and paper industry
includes two types of products, pulp and paper/cardboard, the former making up 40%
of the raw material for the latter. Total pulp
production has grown slightly at the global
level because production of market pulp has
increased (in Finland for example), while this
is not the case for integrated production,
which includes production of pulp and enamelled paper and cardboard, where there
have been plant closures. Altogether, China
is comfortably the leading producer of paper
and cardboard. 2014 looks set to unfold along
similar lines for the paper sector, which is
continuing its adjustment with the shutdown
of capacity on both sides of the Atlantic to
adapt to changes in their respective demand.
As a result, the benchmark pulp price is expected to remain stable or possibly inch up
slightly to around USD 900 per ton. *

Global index of pulp prices
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Textile industry: Focus on costs
yann lacRoiX

THE TExTILE INDUSTRY, WHOSE
MAIN OUTLET REMAINS THE CLOTHING INDUSTRY, IS DIRECTLY
SUBJECT TO THE UPS AND
DOWNS OF HOUSEHOLD CONSUMPTION AND THE FOCUS
REMAINS PREDOMINANTLY ON
PRODUCTION COSTS.

in clothing, an industry light in capital but
heavy in labor costs, activity has moved
massively offshore to countries with low
hourly wages.
China is still the biggest producer and the
biggest exporter in the world, with 38% of
total sector exports. However, after steep
growth in wages (+25% in 2012 and +20%
in 2013), which are between USD 300 and
USD 400 per month, it faces increasing competition from even lower-cost countries in
Southeast Asia. These include Bangladesh

(5% of global exports), with an extremely
low wage of USD 68 per month - despite
being raised in late 2013 following protests
and incidents in that country - Thailand and
Indonesia, or even, in Europe, Romania and
Bulgaria, where wages are now fairly similar
to those in China. The situation in Europe is
downbeat, owing to listless household
consumption: demand for clothing has declined for three years running in France (1.4% in 2013 after -2.1% in 2012 and -2.7%
in 2011) and in Italy and Spain also. The
textile industry has been a victim of globalization and cost competition; in this respect,
it represents a symbol of the deindustrialization that has afflicted a number of developed
countries, for instance in Europe where production in volume terms has practically halved
since 2000! Nevertheless, two sub-sectors
remain for industrialized countries for which
the notion of production costs is markedly
less sensitive: technical fabrics and upmarket
garments. Substantial spending on research
and development is needed for the former,
and in the brand and quality for the latter.
The development of technical textiles makes

it possible to depart from household consumption, by developing products designed for
sectors as diverse as construction, the medical
industry or the environment. Both these subsectors are growing, but they cannot offset
the structural decline in textile production
in industrialized countries. *

Textile production in volume terms
in Europe (EU-17)
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