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Eurozone on path to strong recovery

Growth, jobs and debt figures paint a positive picture of the euro area, in contrast to some other parts of the world

By JOERGEN DERSTROEM MOELLER
HE second half of 2013
will show an unexpected-
ly srong economic recav-
ery for the aurezone.
suguring well for 2014,
The Ggures rarely ke and
they are quite good.
second quarter 2013 Ta-

vealed growth of 0.3 per cent. The

Markit purchasing managers’ index

rose to 51.4 in August from 50.3 n

July, indicating that the recovery is

gaining momentum.

Most mainstream prognoses still

polnt to » conteaction of 0.5 per cent

for 2013, bat this is wildly pessimis-
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sult of close to zerw — neither grawith

nor eontracton. The cusrént account

15 running at a healthy surplus of 1.8

par cent of gross domeste product

(GDP) on an anmual basis. Unemploy-

ment is still high - 12.1 per cent - for

the Gitb consecutive month, but has
stopped going up and ma) fall in view
of growth coming in

Tbr.- debt burden - for so long a
millstone around the peck - is undar
control at a level between 90 and 95
per cont of GDP for 2013 and 2014,
depending on actual growth. No fur-
thér upside in sight. Public deficit for
the zone as & whale [ell from 4.1 per
cent in 2011 to 3.7 per cent in 2012
and is forecast 1o be around 2.7-2 8
por cent for 2003 and 2014,

Househeld debt as a share of GDP
looks reassuringly good. With figures
between 80 and 100 per cent for Brit
ain and the United States, Germany is
below 60 per cent. France below 50
per cent and ltaly at about 45 per
ceot, leaving only Spain slightly
above 80 per cant and thus vulnera-
ble = but still below Hritain and the
US. The household debt level is deci-
siva for & recovary. Luw debt ratio re-
moves the incentive o even necessity
fur housebolds to channel rising in-
come into balance-sheer recovery
[daleveragingl. The hike in incomes
following from the recovery will lead
tw higher consumption, consalidating
the rocovery.

The Msh US debt ratio for house-
bolds may lead to deliveraging of
debt, preventing rising incomes from
aﬂnmlluug consumption and thus
hold down. If highat P
tion does ocour - the current-account
defich would go op. the

Better times ahead? An anti-eciction activist blocking a windoe of a house in Madrid to prevent its jobless occupant’s eviction dure ron-payment af
reat. Unemployment in the eurazone is still high, but has stopped rising and may fall in view of growth figures coming i, mo: some

now in balance for the current ac-
counl or even in surplus.

Structural reforms have been un-
dertaken, forcing a more Sexible eco-
numic sconomy sllowing adjusment
o take place, instead of the old model
buslt en privileges and restrictions
that clearly did not work but was kept
alive by depreciations, and after the
single currency, by reckless barmow-

Just one or twe '_vurs age, many

already high need for US borrowing
on global capltal markets. The euro-
znne Is pot caught in a similar trap
Eurctone austerity has worked, In
a number of “weak™ eurozone coun-
tries = Greece, Italy, Spain and Porte-
fal = unit Jabsour costs have fallen, i
proving competitiveness. They a

al

observers the opinlon that
the banking sector in one or several
of these countries {Spain most fre-
quently mentioned) would implode.
Not any more. On the contrary. The
leading Spanish banks wrade on the
stock market about 1/3 sbove the
price a lirtle more than one year ago.
The figures for ltaly may be slightly

lower, but are stll good. France, of-
n mentioned as the next domine 1o
fall. has stock-market prices for
banks displaying even higher profits.

Compared o third quarter 2011,
Italian and Spanish 10-year Troasury
bonds bave risen, for ttaly slightly
above 20 per ceot, for Spain slightly
below 20 per cent, bringing the ylsld

union addressing lmsl. u not all, of
the sh

Irmpmm ofall the commution sur-
of

n!r.hwﬁlsﬂm:ssmﬂﬂmmdnm

‘be settled. The eurczone doss not

work like a camera’s shutter - click
and the business is done. [t takes time
and tha pelitical process is cumber-
some and laborious; seen from the
outside unnecessarily so.

It ds the

o new
chairman fnr the US Federal Reserve,
the warld 55 going lo see taparing of
quantittive easing. Il is only a ques-
tion of when and how much; in fact, it
has already started.

Only peopla living in & quixotic
wwid o closing their eyes can es-

down 1o 4.4 per cent. The
US rata is 2.84 per cont. 2

Confidence is growing. The Finbs®
cial Times reported some weeks ago
that pension funds and other big US
groups invested US$65 billion in Euro-
pean stocks in the first six months of
2013, the highest in 36 years.

The longer-térm plans to put
things right afler the hard-earned
lessons during the nancial crisis are
maturing, First of all, a banking

15 ingor-
porating compromises lo bring every:
body on board. A stricter regime cov-
woring fiscal deficits and borrowing ~
seme kind of fiscal union - also seems
0 b on its way. These new elements
are not perfect - but how many polit-
cal milestones can sefely be safd to
fall in this enviable but aimost unat-
tainable category?

Now we come to the best part of
the story: for the curozone at least.

that this will lead
w hogher global interest rates. Again,
it is already here. On June 1, 2012,
the 10-Treasury nute yield hit the
lowest lovel for 200 years with 1442
per cent. Now it is at 2.84 per cent
approaching 3 per cent and expected
to go abowe 3 per cent before the end
of the year. After that still higher.
For the US, the omens are disturb-
ing without any mitigaling elements
Just do the mallﬂ It takes approxd-

mataly 64 manths to renew the out-
standing mass of US Treasury bonds.
About Bye years from now the net in-
tecest burden for US government will
have more than doubled, maybe even
wripled, with an interest rate explod-

ing upwards towards 3.5 per cent,

possibly higher.

A number of other countries
around the world with current-
account deficits are in for a similar
agonising awakening, The global eapi-
tal markets may still be able and may
be willing to step in and finnce these
delicit countries, in particular the US,
but not indefinitely and not without a

that from 2013 1o 2016 the federal
deficit will bo manageahle - about
4 per cent of GDF - whereafter it will
rise again. This will not escape the
attention of those having the funds 1
Ginance the US, espedally as the prog-
noges are built on rather oplimistic
assumptions of cconomic growth.

Lock. an carthquake bas taken
place in the global capital market
wver the provicus fve years. Before
the financial crisis, the world's sav-
ings was supplied by China. Japan
and the Middle East but it was not
invested by them. Instead, it was shuf-
fled around by financial institutons
under American and British manage-
ment. Neither of these two circum-
stanens prevails any more,

The world's savings in 2014 and
the years after that will take place in
China, the eurozons and parts of the
Middle Easi, barring catastrophic
paolitical dovelopments. Japan's sur-
plus on the current account is shrink-
ing [ast as it moves towards deficit
somewhere around 2016-2017. After
the ombreak of the financial crisis in
2007-2008. a number of sovereign

. wealth funds and other players in

Asia bought partnership in Western
Gnancial institutions.

The consequence is cbvious. Place-
ment of the world's savings will in-
creasingly be done with an eye to
their interests. aot America’s. Both
elements augur a much less beaiyn
flobal capital masket than the US has
grown usad to.

When the world salls into this
vortax, and it will in the course of
2014, the curozone will be among the
ereditors; not the debtors. What a dil.
ferenca a couple of years can make,
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