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Construction: a high-potential sector for a French economy
still in need of targeted support measures

e The construction outlook remains gloomy in 2014: volume -1.5%
e Construction contributes 5% of GDP and involves 5% of the working population in France
e A faster exit from crisis would be possible with the right support measures for this complex sector

PARIS — 17 April 2014 — Euler Hermes, the global leader in credit insurance, has taken stock of the
construction sector in France, with a new report which analyses the problems and areas for potential growth
for the French economy, provided the right support measures are in place.

The problems of 2013 have led to a gloomy outlook for 2014

In 2013, housing starts in France dropped -5% year-on-year (318,748 compared with 336,277 at the end of
2012). This was far below the government target of 500,000 starts which was set in January.

“In 2013,we entered the danger zone. We slipped below the 350,000 threshold, which is the minimum for
meeting yearly needs corresponding to France’s sociological changes and demographic growth”, noted
Didier Moizo, sector advisor for Euler Hermes. “Housing starts are still falling, but at a slower rate”.

Figures on residential permits do not herald an anticipated recovery during the first half of 2014. They fell
significantly during 2013 (-11.7%). The movement in the cement production index confirms the sector’s
troubles. At year-end 2013, this index was at its lowest level since 2001, and 23% below the March 2007
peak.

The realities and the overall sector analysis are more complex, because the latter covers many types of
businesses: non-residential construction and public works, which also suffered in 2013 with volumes down
an estimated -3% and -4% respectively. This means that improvement in certain segments or regions may
help to offset some of the sector’s problems in 2014 despite the dim global outlook. Overall, construction
sector activity may contract another -1.5% in 2014 by volume.

Moreover, the number of business failures in construction remains very high: 15,500 in 2013, as many as in
2012, giving a true indication of the structural fragility.

“This represents 25% of all failures, which is out of proportion to the sector’'s weight in the economy.
However, even with the very difficult and persistent problems, construction is showing a degree of resilience,
and we see the number of failures stabilising”, added Sophie Allégot, head of Risk Arbitrage in the
construction sector for Euler Hermes France.

Construction is a key sector with real growth potential

Construction is a linchpin of the French economy. It represents 5% of GDP and 25% of investment. The
sector employs 1.3 million people, or around 5% of the active population, including many temporary workers.
An increase in construction activity has an immediate positive effect on employment for the country, because
most of the activities it involves cannot be outsourced to other countries.

1) Solid industry players that can compete internationally
Four large French construction firms have climbed to the ranks of the top 10 in Europe by revenues. French
building firms are also positioned to benefit from the major highway and housing construction programme
launched by Russia for the 2014-2020 period.

2) Favourable demographic trends
Unlike other European countries, France’s demographics are a growth factor for housing construction.
During this decade, the annual growth rate of the population is likely to average 0.5%. Meanwhile,
Germany'’s population, for example, may continue to contract. In France, 700,000 people are caught in the
housing shortfall.
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3) The urgent need for renovation and upgrading to standards
France has a housing vacancy rate to the order of 7%, including units requiring renovation work before they
can come back onto the market. Compliance with environmental standards is also a potential expansion
factor. The needs are vast: 75% of housing units need work to bring them up to standards. In the near term,
at least 100,000 units require emergency rehabilitation.

A faster exit from crisis still depends on implementing support measures to meet the needs of this
complex sector

1) Re-launching large public sector projects:
In infrastructure, much highway and railway maintenance and modernisation has been deferred for budget
reasons. The effect has been further amplified by suspension of the ecotax. In all, this represents several
hundred million euros in revenues. Some of the spending will gradually become unavoidable. Major high-
speed LGV rail projects, currently on hold, would revitalise the public works sector.

2) Re-launching purchasing power and confidence with incentives
The builiding trades sector, which includes many small firms, is paying a heavy price, but specific reforms,
such as setting the VAT at 5% for thermal renovation, may help to breathe new life into it. Consumers’ weak
purchasing power also remains a major brake on a sector relaunch. Incentive measures to make new
housing affordable and zero-interest-rate loans would also help revive the market.

Appropriate measures would contribute to strengthening the climate of confidence in construction, and a
signal for change in the sector’s confidence index is needed. In February, it stood at -31, representing an
almost inversion of the September 2007 value of +29, making an average value of -7. If measures are not
taken, the exit from crisis will be longer and more uncertain. It is even more urgent to take such actions
because inertia will slow their positive effects on companies and hiring.

“Construction firms have been rendered vulnerable by several years of crises, especially as there are many
small firms with little capital that have not managed to rebuild their own equity since the 2009 crisis”, said
Nicolas Delzant, Chairman of the Management Board of Euler Hermes France. “Some measures are
urgently needed to give the sector a boost and immediately create jobs in France”.
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Euler Hermes France

As the market leader for credit insurance in France, Euler Hermes France, a subsidiary of Euler Hermes
Group, contributes to the profitable growth of companies by insuring their receivables. Its mission is to
mitigate customer risk in France and abroad, collect late payments and indemnify losses incurred.

Euler Hermes is the global leader in trade credit insurance and a recognized specialist in the areas of
bonding, guarantees and collections. With more than 100 years of experience, the company offers business-
to-business (B2B) clients financial services to support cash and trade receivables management. Its
proprietary intelligence network tracks and analyzes daily changes in corporate solvency among small,
medium and multinational companies active in markets representing 92% of global GDP. Headquartered in
Paris, the company is present in over 50 countries with 6,000+ employees. Euler Hermes is a subsidiary of
Allianz, listed on Euronext Paris (ELE.PA) and rated AA- by Standard & Poor’'s and Dagong. The company
posted a consolidated turnover of €2.5 billion in 2013 and insured global business transactions for €789
billion in exposure at the end of 2013. Further information: www.eulerhermes.com, LinkedIn or Twitter

@eulerhermes.



mailto:Sophie.remy@eulerhermes.com
mailto:remi.calvet@eulerhermes.com
mailto:romain.sulpice@mslfrance.com
http://www.eulerhermes.com/
http://www.linkedin.com/company/163708?trk=vsrp_companies_res_name&trkInfo=VSRPsearchId%3A19660261391788849790%2CVSRPtargetId%3A163708%2CVSRPcmpt%3Aprimary
https://twitter.com/eulerhermes

Cautionary note regarding forward-looking statements: The statements contained herein may include statements of future expectations and other forward-
looking statements that are based on management’s current views and assumptions and involve known and unknown risks and uncertainties that could
cause actual results, performance or events to differ materially from those expressed or implied in such statements. In addition to statements which are
forward-looking by reason of context, the words "may", "will", "should", "expects", "plans”, "intends", "anticipates", "believes", "estimates”, "predicts",
"potential”, or "continue" and similar expressions identify forward-looking statements. Actual results, performance or events may differ materially from
those in such statements due to, without limitation, (i) general economic conditions, including in particular economic conditions in the Euler Hermes
Group’s core business and core markets, (ii) performance of financial markets, including emerging markets, and including market volatility, liquidity and
credit events (iii) the frequency and severity of insured loss events, including from natural catastrophes and including the development of loss expenses,
(iv) persistency levels, (v) the extent of credit defaults, (vi) interest rate levels, (vii) currency exchange rates including the Euro/U.S. Dollar exchange rate,
(viii) changing levels of competition, (ix) changes in laws and regulations, including monetary convergence and the European Monetary Union, (x) changes
in the policies of central banks and/or foreign governments, (xi) the impact of acquisitions, including related integration issues, (xii) reorganization
measures, and (xiii) general competitive factors, in each case on a local, regional, national and/or global basis. Many of these factors may be more likely
to occur, or more pronounced, as a result of terrorist activities and their consequences.

The company assumes no obligation to update any forward-looking statement.
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