‘Riding out the recession’ from the Financial Times (18 April 1978)

Caption: On 18 April 1978, the British daily newspaper Financial Times remarks that Luxembourg is less
affected than its neighbours by the prevailing economic recession.

Source: Dans l'article "Riding out the recession" publié dans son édition du 18 avril 1978, le journal
britannique Financial Times remarque qu'a I'opposé de ses voisins, le Luxembourg est moins affecté par la
récession économique de 1'époque.
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LITTL'D LUXEMBOURG ha': S0
fer ridden out_ the recession
with' Jess. apparent discomfort
than many of its bigger neigh-
boeurs, That-does not necessarily
say-much. -* More cars, 'bigger
houses, “and’ st.lll one of the
highest 1iving. ‘standards -fin
Europe help conceal stagnatmn
in manufacturing output and a
gross domestic product growth
of barely 2 per cent. last year
and- perhaps less .this year.
Prime Minister- ‘Gaston .Thorn
in. his more - old Testament
moods- likes .to vemind - kis
electorate of the dangers of
whoring after ‘false economic

indicators and ignoring the
couniry's . basm structural
prob‘ems PR NG eL e

But the"e are certain sm‘.ple
equations operating in - the
Duchy’s favour. Low or falling
inflation in 'its ‘maid trading
partner countries has brought
Luxembour2’s owna rate down. A
etrong  currency, incide the
“ snake™ joint float, keeps the
import -bill frem soaring. A
booming banking sector has off-
set jts sick steel industry, both
in covering the balance of pay-
ments and in taxes paid to the
state. Moderate borrowings by
the state has }\ept interest
rates low. -

The main impdse .lo the
ceonomy 15 from private con-
sumption these days, mot from
industrial preduction which last
vear on.y jneressed 0.6 per cent.
in velnme while construction
fell 1.2 per cent. This was
mainly due to companies refus-
ing 10 put 2ny more money into
fived assets, because the fresi-
dential housing sector is still
doing quite well. In fact since
3875/6 ke government has
taken off the glamps: which it
hzd previously applied to hous-
ing and consumer credit. The
lztter hes soared, increasing by
243 per cent. over 1877, The
foct thetl nenetheless the infla-
tion rete was -down to 3.3
per cent. on an annual basis by
February 1878 shows how litlle
of Luxewsbourg’s indation is
domyertirally generated.
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~.*But for historical- reasons,
there is no reason why with
this level of inflation we could
not be directly linked with West,
‘Germany,” says M. Pierre Jaans,
‘the Commissaire Bancaire, and
Luxembourg's - nearest eqmva-
ient to a centrzl bank governor.
The actual monetary link is in-
direct but strong.- The Luxem-
bourg franc is tied at .parity
with the Belgian frane. and
both are in the .snake tied to

. the mighty D-Mark. The Belgian |

: national bank,, which- manages
the - Belgo-Luxembourg - cur-
rency, secms determined {o
‘Keepi-inside " the -.snake, .and
Luxembourg, which has" three
seats on the 10-man - Belgo-
Luxemhourg Exchange Insti-
 tute has absolulely no quarrel
iwith this.© Luxembourg has
now followed Belgium in pass-
ing legislation to strengthen its
armourv against’ speculators,
The powers, which 3L Jaans
stresses are- o be kept- in
reserve {o prevenf unwelcome
infiows into. the Belgian and
Luxembourg franc, include sus-
ipension of interest on and
“blocking of accounts. - But the
powers are double edged, end
“ could egually be used to dls~
comge outﬂows. & R
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“The: Lmembourg “caze for
staying in the snake is in fact
stronger thas the Belgian. Last
vear 71 per cent, of its imports
came from just -two <snake
vountries. Germarny and Bel-
gium, which also took 48.5 per
cent. of Luxcmbourg™ exports.
The Duchy no longer has wade
surpluses, but . at -least 'its
deficit seems 1o have stabilised,
staying at between: Lux.Frs.
8-9bn. both in 1¥77 &nd 1576
(Luxembourg {rade siatisties
are frequently <Gifficult o dis-
entangle frem Belgium, with
wihom it forms =z complete
customs and currency union).
The ' price performance of
Luxembourg exports is hardly
sensational (rising 0.6 per cent.
in value lest yeer 10 Lux.Frs.
65.4bn., thaugh 2 per cent. in

e e <

'm!eA rnal

volume). - This reflects very

-slack demand not only for steel,

54 per cent. of total experts, but
to a lesser degree for plastics
and rubber (10.7 per cent. of
exports) and textiles (9.2 per
cent.). Prices of the much

wider range of goods that the

Duchy
risen

imports have of course
faster, though feeble

demand and the
stren"th of the franc have kept
their volume 2nd cost within
reasnnable hounds.

More crucially, invisible re-
_ceipts_earned by the_financial

_sectnr whxch now mdudes some

90 banks, are .enough to cover
ke trade and put the overall
balence of payments into the
black (by Lux.Frs10bn. last
_year). This sector is now very
much the golden ege of the Lux-
embourg economy. Grand Ducal
governments have to tread 2
'marrow path between maintain-
ing the informal system of con-
trols- that attracts banks to
Lm:embourg, and making sure
hat slipshod banking does not
‘undermine confidence in the
Luxcmbourg market. place. Ini-
“tial. fears that Finance Minis-
‘ter Jacques Poos, a former edi-
‘tor of Luxembourg’s Sccialist
paper Tageblatt, might take a
more doctrinaire line with the
banks have now dissipated. On
the other hand, here were un-
welcome rumours at the start
of the year that come of the
German banks in Luxembourg
had made considerzhle foreign
exrhange losses with the abrupt
fall of the dollar. Official checks
and published hank results now
prove these rumouts tu be with-
out serious Ioundallon

Nevertheless, M. Jaans has
discreetly been persuzding Lux-
emhourg banks to improve the
solidity of their aperations and
management, with the "resuit
that over the last vear whiie
totz] banking business grew by
16 per cent., banks' capital and
reserve backing rose by 23 per
cent. Banks have been encour-
aged temporanly 10 forego vome
dividend pavments to. their
parent banks outside Luxem-
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bourg, so that their average
ratio .of paid up eapitzl to thxrd
party debt rose from 3.5 per
cent. in 1976 to 38 per cent.
last vear (the legal minimum is
3 per cent.). Parent hanks have
alsy been encouraged to make
the manager of -their Luxem-
bough subsidiaries 2 member
of the lacal board, & move w hich
increases  the " Luxembourg
authorities’ lega) hold over him,
and also to make more use of ex-
ternal auditors (in addition to
the normal - controls from _the
Banking Commission), "

- Luxemboursg finance ministers
have made th~ happy error in
recent. years of consistently
urxderesUmatm" the amount of
taxes brought in by the financizl,
sector of the state. This wind-
-fall has come in very handy
to finance increased public
works, Lux.Frs.2ba. in 1874 to
an estimated Lux.Frs.3.3bn.
this year, needed to. provide
employment and counteract.lay-
offs or short-time -working: in
the.-private sector. Unemploy-
'ment at ‘about 1,000 workers or
less' than 1 per cent. of the
active workforce, is nonethe-
less 2t an historic high for the
‘Duchy, and is bound to increase
not” oply because the  steel
industry hag considerably mare
"people to shed but also because
of the number of young people
‘coming on to the labour market
up to 198485, Only after that
.date will the post-1966 plummet
in the Luxembourger birthrate
contract the labour market. But

‘despite . this _counter-cyclical
Spending,-. s&aLe finances  are

prettv healthy " For this vear,
somé two thirds of.the publie
capital spendmg _.programme
will .be covered by the surplus
on_ current account, leaving
only 3.8 per cent. of the total
budge! 1o be fipanced out of
borrowing.  This would séem
tn refute 1h.e argument by some
members of the Christian Social

opposition * that the Thorn
Government- has Jet- - state
finances go 211 1o hell, though

H equally bears out their baast
that. M., Thorn -took over. .in
1974 from an. ..cxcey mnally
. <ound base. :

lt is only partly true to_say
that Lu\embour" “labour law
makes legal strikes so com-
plicated - 10 arrange that 1ihe
uriong do not. bother. Tradi-
dondl Luxembourzer ~phlezm
even among the unions, coupled
with v.ihe Thorn Coalitiun's
close links  with “the -uninn
Jeadership, are the other factors
making for socizl peace even
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during this troubled recession.

Wages; rises, too, -, have
moderated, rising 9.6 per ceqt.
last year {(12.7 per ocent .in

1976), angd of that 7.2 per cent
was due to the automatic link
with the. cost of h\fmg dndex.:.

But the close v.orkmg“ rela-
tinnship with the unions” bore
its most spectacular result in
the so-callcd “tripartite. agree-
ment” made belween govern-
ment, unions and employers
Jast summer and now, to the
dismay of the political opposi-
tion, pasced into law. The basje
premise is that the gavemment
will continue . to’ use’ public
money to  Stimulate and
diversify the econcmy, the
unions will not strike or black
necessary plant closures, and
the employers will do their best
to keep -on investing. It is
meinly aimed at the steel “in-
dustry. But the most jnterecting
featuré  ‘'is = the = series of
measures te be triggered -off
automatically by set levels of
unemplovyment. For instance,
once the level of 1:500 unem-
ploved-is passed, then the gov-
emmment is o introduce and
pey for a compulsory early
retirement scheme (not :n.st for
the * steel industry’  =as- at
presnnt) If thé threshold of

2,500 jobless is reached, the
‘government is to further in-
creasg tax bresks for investors,
and _in the wvaguely worded
event of a “ manifest crisis,”
the zovernment hes the power
‘to ]unzle the index ‘o keepn
jwaze rises down, hlock all
iprices and ‘rents, and prevent
fany further 7edundanc1es

Pla'mmg

. host of this.is happﬂ\ hvpo-
'thetical as yet, but it is a far
‘reaching. kind of advence plan-
ning. perhaps only possible in
a smell end tizhtly knit com-
mueity, Certain measures under
the tripartite agreement have
been taken ziready. notzbly-.a
fiexikle ban on overtime and a
temporary ban pn &Ny new
immigrant lubour coming {0 the
duchy, and the crezticn of the
Sariete Nationale cde Credit ot
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d'Investissement. The SNCI,
fermed in Januar;.- wiili a start
up capital ¢i Lux.Frs.ibn, end
some private pamc.p::xcﬂ has
three roles. First, it will state
perticipations in certzain com-
panies, and alraady has done
so in the *‘lame duck ” case of
the Rodange steel company to
the tune of Lux.Frs. 200m, M.,
Raymond Kirsch, ‘the top
finance ministry cfficial ‘who
now heads the SNCI, says the
approach here will be * empiri-
cal, not jdeological.” The SNCI
has no aims, nor indeed resour.
ces, to take over the command-
ing heights of the Luxembourg
economy, and is already turn-
ing away. more, requests for
intervention thian it is grantmg
Second, the SNCI will loan
cheap- investment . credit by
financing - ‘part of new projects
al 45 per cent. (some - four
pomts below prevailing market
irates): This, Mr. Kirsch says,
iwill ‘be” channelled particularly
l“’ small ~and medivm-. sized
businesses;'and he pmnt out that
‘the SNCI will be “ sharing some
of the'risk; bv pu'tmg Up some
«af the principal, as well zs sub-
<1dac'n" the interest.” - So far
lsame ‘20 credits of this type
'Have been granted te a total
l\alue of Lux.Frs80m. Last,
<though the SNCI has mot -yet
'started business in rthis field,
it will provide export cndit—
,within the new QECD guidelines
‘on- espert - credu Mr. Kirsch
assures."All of which is deslg'ned
to put Luxcmhvurg companies
on sgmething of an -equal foot.
ing .with, their forezg,n coumer

par‘ts.
I D.B.

www.cvce.eu



