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2019 was marked by record high uncertainty and two recessions, though a broad-based recession
was avoided, thanks to swift and sizeable rmonetary policy reactions. Amid high social tensions,
rapidly multiplying political risks and rising clirnate change risks, 2020 could represent o turning
pointin policies to defend growth at all costs.

Our top 10 calls for 2020-21:

1. Global economic growth is likely to remain muted in 2020-21 after bottoming out at the
turn of 2019. The trough in global growth is expected in Q4 2019, thanks to the end of
trade and industrial recessions. However, global growth is likely to converge towards but
remain below +3.0% at the horizon of 2021 In o context of lower growth, global insolvencies
are expected torise by +6% in 2020 compared with +9% in 2019

2. US.-China trade tensions should not escalate nor de-escalate much further in 2020. The
rmini-deal is not a game changer but it announces slightly lower uncertainty as a tariff escala-
tion is unlikely in an electoral vear. We expect the US. average tariff to remain at 7%, com-
pared to 35%in 2018, Trade growth will be capped by a lasting trade feud and below poten-
tial economic growth (+1.8%in 2020 and +2.5% in 2021).

3. The US. will further explore the road of higher public and corporate debt. A moderate
democratic win (55% probability) would raise the level of budgetary risks and reduce the U S,
-originated foreign policy risk. US. GDP growth return closeto +2%in 2021 due to even more
accommodation on the fiscal side.

4. The global economy cannot rely on a new Chinese bazooka stimulus. W e expect Chi-
na's GOP growth at +5.9% in 2020 and +58% in 2021, after +6.2% in 2019. Such growth rates
shiould still allow the leadership’s goal of doubling 2010 GDP by 2020 to be met. The policy
mix is supportive, but the aim is to manage the slowdown, not reverseit.

5. The Eurozone econormy will grow below its potential rate of +1.4% in 2020-21 as indus-
trial production will only see a gradual recovery. The consurmer will continue to save the
day, thanks to favorable labor market conditions and robustwage growth. The UK should
not be a drag on growth anymore, but difficulties of the German economy, fragile govern-
ment coalitions in several Eurozone economies, lingering high social discontent and the
threat of US. import tariffs levied on the car sector remain significant downside risks.

&, Monetary policy will remain a safety net for growth and markets. The U.5. Federal Re-
serve will continue the easing of its monetary policy with onerate cutin March 2020 to cope
with the recession of the US. manufacturing sector and start hiking from H2 2021 (+50bp)
only. The European Central Bank is likely to implerment another depositrate cut of 10bpin
April 2020 to -0.6%, while maintaining its Quantitative Easing purchases at the pace of
EURZ0BN until the end of the vear. The People’s Bank of China and several central banks in
ererging economies will continue to ease their monetary policies in 2020,

7. High social discontent will persist and call for fiscal policies to be more redistributive.
Folitical stability will be tested across rmajor European countries, while the U5, Presidential
elections will have significantimplications in terms of economic and foreign policies. We
don't expect any significant reduction in {geo)-political tensions in the Middle East, while the
unrest and political instakility in Latin America and Hong Kong could continuein H1 2020 As
has been the case for several months, the sharing of value-aodded will bring more benefit to
salaries instead of profits, further eroding margins of companies.

8. Domestic sectors will outperform. The very expansionary stance of monetary and fiscal
policies will prirnarily benefit domestic demand. Domestic-driven companies (services and
construction) will outperform cornpanies relving on foreign revenues and globally integrated
supply chains. The automotive sector will continue its muddling through.

Q. Capital markets should remain in a low volatility regime as the dampening effect of
unconventional monetary policy prevails. However, the divergencein risk scenario
priced into risky assets and safe havens is likely to persist. On the one hand, risky assets, like
equities, corporate bonds, emerging markets equities and bonds are not priced for a deterio-
ration of current econornic and political conditions. On the other hand, safe-haven assets like
sovereign bonds in the developed world are not priced for an improvement of the economic
and political environment. In o context of the wait-and-see posture of investors, linked to the
U5 elections and progressive erosion of profits, the global equity market is expected to regis-
ter aninflexion in its upward {monetary driven) trend. The correlations between the asset
classes will remain low, limiting the potential of portfolio diversification.

10. A-4% depreciation of the Dollar is expected to support Emerging Market assets. Low
inflation, a solid safety net provided by expansionary fiscal and monetary policies and an
expected depreciation of the USD are likely to nurture risk appetites and lead to an out-
performance of emerging assets {equity, bonds and currencies).
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Figure 1: World GDP, annual growth (%)

2016 2017 2018 2019 2020 2021
World GDP growth 27 33 31 25 24 28
United States 1.6 24 29 23 1.6 2.0
Latin America -1.1 1.0 1.0 0.0 11 2.0
Brazil -33 13 13 11 20 25
United Kingdom 1.9 18 1.4 12 1.0 1.6 . o
Eurozone members 17 27 19 12 1.0 13
Germany 21 2.8 15 0.6 0.6 11
France 1.0 24 1.7 1.2 1.2 14
Italy 1.4 1.8 0.7 0.1 0.4 0.8
Spain 3.0 29 24 2.0 1.6 14
Russia 03 16 23 11 13 15 E p ct d gl b l G DP
Turkey 3.2 75 2.8 0.1 23 35 x e e 0 a
Asia 5.0 53 4.9 4.4 4.4 4.6 O
China 6.7 6.9 6.6 6.2 5.9 5.8 g rowt h In 2 02 0.
Japan 0.6 1.9 0.8 0.8 0.9 1.6
India 81 71 6.8 52 6.0 6.2
Middle East 4.9 1.2 1.1 0.5 21 3.1
Saudi Arabia 17 -0.7 24 0.4 1.2 2.0
Africa 12 32 2.7 19 18 2.7
South Africa 0.6 14 0.8 0.3 0.0 0.7

* Weights in global GDP at market price, 2019

NB: The revisions refer to the changes in our forecasts since the last quarter
Fiscal year for India

Sources: National sources, Euler Hermes, Allianz Research
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LOOKING BACK, 2019 WAS THE YEAR OF
NEGATIVE SURPRISES

2019 was marked by record high un-
certainty and two recessions

The trade conflict between the U5 and
China rapidly escalated The US aver-
age import tarff moved from 3.5% in
2018 to close to 8% in 201%. However,
the uncertainty cost more in terms of
GDP growth than the tariffs While tar-
iffs had an annual cost of -0 2pp to
global GOP growth, we estimate the
annual cost of uncertainty at -0 3pp of
global GDP growth. Companies have
faced awvery rapid increase of invento-
ries os a consequence of higher uncer-
tainty and soft globol demand. The
trade conflict coupled with difficulties of
the automotive sector pushed global
trade in goods into o recession. Hence,
global manufacturing production fell
into recession in Q32 201%. Global invest-
ment also remained impaired by the
high uncertainty and lower trade flows.

A broad-based recession was been
avoided, thanks to the swift and size-
able monetary policy reactions The

number of central banks initicting a
monetary policy easing in 2019 reached
o record high since 200% There was no
hesitation to use unconventional tools
of monetary policy to inject liquidity,
both at the Fed and ECB levels. This
along with limited fiscal support helped
domestic-ariented sectors, notably resi-
dential construction and services. How-
ever, the protrocted usoge of unconven-
tional monetany policy tools has en-
trenched the warld in an environment of
low-to-negative interest rates for long
and raised guestions about their effi-
ciency.

Social tensions and political risks mul-
tiplied at a rapid pace

Increasing inequalities over the past
years and high fiscal pressures on
households resulted in outbreaks of
social crisis in several countries. Unex-
pected protests escalated across re-
gions, such as Hong Kong, several coun-
tries in Latam (Chile, Colombia), while
the yellow vest protests continued in

Francein H1 201%. Geopolitical tensions
also prevailed in the Middle East, partic-
ularly between Soudi Arabio and lran,
and between the US and Iran.

Environmental shocks

The regulotony shock in the cutomotive
sector almost pushed Germany into re-
cession and had global repercussions.
Major climate events (fires in the U.S,
EBraziland Australic) occurred at o mare
frequent pace. Concomitantly, the new
European Commission announced o
Green Deal, including o Just Transition
Mechanism worth EUR100kbN to help
regions most heavily dependent on fos-
sil fugls The implementation of naw
green and enviranmeantal, sociol and
governance policies has storted to bite
companies, with further adjustments to
be seen and new initictives to support
energy transition.

Figure 2: World trade in goods and services, growth in volume and value (%, y/y)
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LOOKING FORWARD, 2020 WILL BE ABOUT
DEFENDING GROWTH AT ALL COSTS

We expect global growth to muddle
through in the next two years Monetary
policies have to dealwith o threefold se-
ries of disturbances, ie political risk, an
external shock on trade and structural
issues reloted to the ecological transition.
Maonetary policy alone is particularly ill-
equipped to tackle these kinds of shocks,
which have long-lasting impacts. Mareo-
ver, the size of the global monetany im-
pulse, as measured by the acceleration of
the global monetary bosis across 2019,
hos reached an intermediate level only,
confirming o limited capacity to absorb
the uncertainty shock Hence, going back
to its potentiol would reguire the waorld
economy benefitting from further accom-
modative monetany policies and higher
fiscal stimulus.

The trough in global growth is expectad in
Q4 2019, thanks to the end of tfrade and

industrial recessions. Global growth is like-

ly to converge towards but remain below
its potenticlof +3 0% at the horizon of
20271 we expect GDP growth to further
decelerate in 2020 at +2.4%, from +2.5% in
201% and accelerate starting in H2 2020
to reach +2 8% in 2021 (2016 lavels) Ina

Figure 3: Fed funds rate vs. ECB deposit rate (%)
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context of lower growth, global insolven-
cies are expected to rise by +6% in 2020,
comparad with +9% in 2019

U.S-China trade tensions should not
escalate, nor de-escalate much further
in 2020 The mini-deal is not o gome-
changer but it announces slightly lower
uncertainty as o tariff escalation is unlikely
in an electoralyearin the U.S. We expect
the US average tariff to remain at 7%,
compared to 35% in 2018 Trode growth
will be capped by o losting trade feud and
below potential economic growth (+1.8%
in 2020 and +25% in 2021}

Maonetary policies will remain a safety
net for growth and markets. We expect
monetary policies to remain very accom-
madative in 2020 The Fed will continue
edsing its monetory policy, with one rate
cut in March 2020 to cope with the reces-
sion of its manufocturing sector, and start
normalizing anly from H2 2021 onwards
(+50bp). The ECB is likely to implement
another deposit rate cut of 10bp in April
2020 to -0.6%. Monthly QE purchases will
be maintained ot the current pace of
EURZ20bn per month until the end of the
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year. The PBOC and several central banks
in emerging economiaswill continue to
ecse their monetary policies in 2020,

High social discontent will persist and
call for fiscal policies to be more redis-
tributive and less business friendly. Po-
litical stability is frogile across major Euro-
pean countries while the U S Presidential
elections will have significant implications
in terms of policies We don’t expect any
significant reduction in (geo) political ten-
sions in the Middle East while the unrest
and political instability in Latin America
(Chile, Colombiag, Bolivia, Ecuador, Peru)
and Hong Kong could continue in H1
2020 Hence, the limited impact of mone-
tary policy, and stronger demand for re-
distribution call for more fiscal spending
across regions. In addition, we expect fur-
therchangein the sharing of value-added
to the benefit of salaries and to the detri-
ment of profits. Company profit margins
should continue deteriorating, given that
companies absorb most of the wage in-
crease amid already tight job markets
and that expansionary ecanomic policies
will make labar markets even tighter.

Figure 4: Fed vs ECB balance sheet
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Domestic sectors will continue to out-
perform. The decoupling hetween
supply and demand will prevail on the
back of the very expansionary stance of
monetary and fiscal policies, which pri-
marily benefit domestic demand. Do-
mestic-driven companies (services and
construction for example) will outper-
form those companias genearating
profits abrood or relying on globally
integrated supply chains. This decou-
pling will impact non-residential invest-
ment, which will turn out to be less resili-
ent than consumption in developed
ecaonomies, being exposed fo protec-
tionism and persistently high uncertain-
ty. The U5 elections in particulor will
incite companies to adopt a wait-and-
see approdch in 2020 The erosion of
profits at o global level will explain this
muted level of growth in investment and
represants the main driver of another
important move of decoupling, i e be-
tween fundamentals and market prices.
We expect the gutomotive sector to sta-
bilize in 2020-2021 However, any recoyv-
ery in the automaotive sector hinges ona

Figure 5: Taxes - companies vs households (OECD average)

revival of the Chinese market, which is
experiencing a deep trough. A lack of
outlook visibility remains for now. MNew
significant disruptions of the car industry
are likely. Like the carindustry, other
sectors are likely to suffer from increcs-
ingly tight regulations for the protection
of the environment The energy, steel, air
and maritime transportation sectors are
the most exposed to regulatory shocks.

We do not expect a shift in the low
volatility regime as the dampening
effect of unconventional monetary
policy prevails. Political risk will re-
main the main volatility driver which
implies a high probability of recurring
short-term news related spikes. The
divergent perception of risk hetween
markets for risky assets and safe howvens
is likely to persist. On the one hand, risky
assets, like equities, corporate bonds,
emerging markets equities and bonds
are not priced for o deterioration of cur-
rent economic and political conditions.
On the other hand, safe-haven gssets
like soversign bonds in the developed

Average personal income (% of GDP, Ihs)
Average corporate tax (% of GDP, rhs)

world cre not priced foran improve-
ment of the econamic and political envi-
ronment (reclyields are low or negative
inflation expectations remain stubbornly
subdued) Against the backdrop of mod-
erate but stable growth rates, continu-
ing subdued inflation expectations, and
dampening effects of unconventional
manetany policy, the upward potential
for yieldson US and euro government
bonds remains limited. In o context of
the wait-and-see posture of investaors
linked to the US elections and progres-
sive erosion of profits, the global equity
market is expected to register an inflex-
ion in its upward {monetarny-driven)
trend.

The Dollar depreciation (-42) is ex-
pected to support EM assets. Low in-
flation, o monetary-based safety net for
growth, o context of long-loasting low
interest rotes nurturing risk appetite and
more fiscol support to come are point-
ing at an environment that is traditional-
ly fovorable to emerging ossets. The
latter could outperform in 2020

Figure 6: Capital markets forecasts overview

241 15 EMU

Policy rate (deposit rate) -0.6 -0.6
239 1.0

10y Bund -0.1 0.1
237 10.5 10y Swap 0.2 0.3
235 10.0 Corporate |G spread (bps) 100 105

MSCI EMU (TR, % p.a.) 3.1 4.8
233 95 USA
231 90 Policy rate 1.25 1.50

10y UST 1.9 2.3
229 85

Corporate IG spread (bps) 120 130
227 8.0 MSCI USA (TR, % p.a.) 2.1 2.0

06 07 08 09 10 11

Sources: OECD, Euler Hermes, Allianz Research

12 13 14 15 16 17 18

Sources: Euler Hermes, Allianz Research



15 January 2020

THE ECONOMIC ENVIRONMENT WILL REMAIN
CHALLENGING ACROSS ALL REGIONS

In the U.S, no matter the Presidential
election outcome, more fiscal spend-
ing is likely

The resilience of the U S job market was
an element of surprise to us in 201% os
we were expecting tangible signs of
weckening in hiring intentions of manu-
facturers in particular, who were experi-
encing o significant deceleration of ac-
tivity (the ISM manufacturing PMI has
evolved below 50 since July 2019). Two
elements can explain this resilience:
The Fed swiftly reacted to the shock of
uncertainty by rapidly interrupting its
cycle of monetary policy normalization
(from the end of 2018}, operating rate
cuts as early as 2H1% and reinjecting
liguidity from September 2019 onward.
We expect one rate cut in March 2020
alongside o further deceleration of the
economy. The Fed will adopt a wait-
and-see approach thereafter In 2H21,
the Fed could implement two rate hikes
when there is evidence of a stronger
footing of the U.S economy.

The fiscal policy represents another ele-
ment explaining the resilience of the US
economy. Initially, we thought that the
high degree of polarzation in the US
political class was likely to trigger o gow-
ernment shut-down as the Congrass is
the final decider on budgetary issues.
The opposite was actually true as Dem-
ocrats and Republicans agreed on July
201% on o bi-partisan agreementon
higher caps for government spending.
Instecd of automatic procedures impos-
ing severe reductions in fiscal spending,
o supplementary spending amounting
to USD300kbn was agreed forthe fiscal
yearsof 2019 and 2020, neutralizing the

debt ceiling constraint until mid-2021.
From 2021 onwards, we expect even
more expansionany initiatives on the
fiscal side, which will maintain the LS,
deficit between -4 5% and -5.0% of GDP
in the coming years.

This activism, currently visible at the lev-
el of US economic policies explain why
we d see o lower probability of recession
in 1HZ20, even if we persist to think that
growth will be particularly low at this
time. We expect +1.6% in 2020 from
+2.3%in 201%. In 2021, the macroeco-
nomic scenario will be determined by
the outcome of the 2020 Presidential
elactions. We attach for now o probabil-
ity of 555 to o victory of o {centrist)
Democrot, as Prasident Trump's eco-
nomic policy turned out to be at the dis-
advantage of segments of his core elec-
torate such as farmers (which insolven-
cies have rapidly increased following
Chinase retaliations) and manufactur-
ers, while mahilization of Democrats will
be high US GDP growth should be
back close to +2% in 2021 due to even
mare accommodation an the fiscal side.

The slowdown of the Chinese econo-
my is not over

We expect GDP growth at +5.9% in 2020
and +5.8% in 2021, after +6.2% in 201%.
such growth rates should still allow the
leadership’s goalof doubling 2010°s
GDP by 2020 to be met. The policy mix is
supportive, but the gim is to manage the
slowdown, not reverse it. External trade
should remain under pressure, given the
still tense relationship with the 1S, On
the domestic side, we struggle to see
positive catalysts. Consumers are facing

o deteriorated labor market, and they
areunlikely to receive another fiscal
boostasin 201819 Infrostructure in-
vestment should continue to be support-
ed by the fiscal policy, but the impulse in
2020 should be smaller than in 2019,
Manufacturing investment growth is
likely to continue maoving sideways, as
credit growth is only stabilizing. The
housing sectar, which has been the
bright spot for most of 2019, has been
showing signs of softness in the post few
months Housing policies have remained
tight, as authorities seem more con-
cernad about affordability.

The monetany and fiscal policies are
likely to continue providing support to
the economy in the coming year, butin
o prudent way, given structural con-
straints. We expect 2 7% of GDPwaorth
of fiscal support in 2020 (compared to

5 7% over 2018-2019), mainly through
the increasad quota of local govern-
ment special bonds gimed at infrastruc-
ture investment. On the monetarny side
we expect 30bp warth of cuts in the
Locin Prime Rate, and 150bp worth of
cuts in the Reserve Reguirement Ratios
The bigger concermn for the central bank
in ouropinion should be on financial
stability: several bailouts this veor have
raised concerns regarding the Chinese
kanking sector, especially smaller
banks. Pressure on these banks could in
turn ke transferred onto smaller compa-
nies and consumers in smaller cities,
raising guestions on the efficiency of
monetary palicy transmission.
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Activity is showing signs of bottoming
out in the Eurozone

There are increasing signs of green
shoots in the Eurozone economy that
suggest momentum will bottom outin
the final quarter of 2019 Leading eco-
nomic indicators, however, do not point
to o sharp rebound. For one, industrial
production willonly see o gradual re-
start as inventory levels - despite an
already notoble correction — remain at
elevated levels. Moreover, Eurozone
export growth will only see o moderate
pick-up as global trade momentum
remains subdued and downside risks
around trode and Brexit continue to
loom lorge. Lastly, while cyclical head-
winds may be gradually fading, struc-
tural challenges, including lingering
protectionism but also the ongoing
slowdown in Chinese GDP growth, will
continue to weigh on Eurozone eco-
nomic activity.

Just as unlikely as o swift v-shaped re-
covery, though, is o recession scenario
forthe Eurozone We expect the con-
sumer to save the day, thanks to the
fovorable labar market situation and
robust wage growth. A fiscal bozooko is
unlikely, given the relatively low reces-
sion risk, but o fiscal impulse to the tune
of 0.5ppts should boost disposabla in-
come in both 2020 and 2021, Overall,
domestic demand will nevertheless de-
celerate thanks to a notable slowdown
in investmeant activity as the recovery

remains moderate and capacity utiliza-
tion rates in industry are now close to or
below long-term averages in most Eu-
rozone countries. Overall, we expect

GDP growth to register at +1.0% in 2020

and to only moderately pick up in 2021
to +1.3%.

In 2020, the ECB will remain under pres-

sure to adopt o mare accommaodative
policy stance as inflation —at 1.2% in
2020 and 1.5% in 2021 —will fail to
redch the target of below but close to
2%, the economic recovery proves grod-
uolat best and the Fed implements a
further rote cutin H1. As political can-
siderations around healing divisions in
the ECB's governing council make an
increase in monthly gsset purchoses
less feasible, we expect the ECB to opt
fora further 10bp cut in the deposit
rate to -0.6% in H1 2020, Monthly QE
purchases meanwhile continue at the
current pace of EUR20bn befare being
wound down by end-2020 In 2021, the
more robust economic upswing and the
ongaing increase in care inflation to
1.4% will allow the ECB to remain an
hold under the assumption that the
ECB's comprehensive strategy review to
ke completed in late 2020 does not call
fara higherinflation target.

Germany will remain the Eurozone
laggard

Even though the German economy nar-
rawly avoided slipping in recession, this

is hardly any reason to celebrate. In
view of the cautious outlook for global
trade and the automotive industny and
lingering elevated political uncertainty
surrounding trode and Brexit, mini GDP
growth rates at best can be expectad in
the coming guarters. Leading indicators
point only to o tentative stabilization in
industry so that the risk of another neg-
ative quarterly GDP growth reading or
¢ technical recession remains elevated
in 2020. Only the more pronounced
acceleration in global trade in 20271 will
put the German economy on o mora
robust footing. Damestic demand will
continue to be the backhone of the
German economy. Private consumption
and investment in construction will re-
main key drivers of economic growth in
2020 and 2021, but gradually loose
some steam in ling with the slowing
labor market Fixed investment will
largely stagnate in 2020 and stoge o
gradual recovery only in 2021 as export
growth is picking up more markedly
again.

Fiscal policy will remain very supportive,
but o larger stimulus pockoge is only
likely if the German econamy experi-
ences d mare pronounced sethack For
both 201% and 2020, we expect GDP
growth of only +0.6% for Germany, and
therafora about half the rate as for the
Eurozone gs o whole, after which GDP
growth should rise to +1.1%4in 2021,




The consumer will continue to drive
France’s growth in 2020

In France we expect fiscal support
{additional EUR ?bn in 2020) to ba-
lance the impact of negative external
(trode, low growth in Germany, Brexit)
and domestic shocks (pension reform).
Allin all, GDP growth should remain
stable gt +1.2%in 2020 as in 2019, but
with winners and losers. Household
spending should increasingly drive
growth but should be bigsed towards
durable goods (housing, household
eguipment). The prolonged strike follo-
wing the pension reform reprasents the
biggest downside risk fo our scenario os
it would cost as much as-02pp of real
GDP growth in Q1 if prolonged until
March.

Growth dynamics in ltaly will remain
weaker than in the Eurozone amid
fragile political stability

With economic activity bottoming outin
Q1 2020, we expect real GDP growth to
reach +04% over the whole year With
wage and employment growth losing
momentum, the impulse from privote
consumption remains moderate In-
vastment has beean surprisingly resiliant
over the year despite trade disputes
und paolitical uncertainty. But thein-
vestment cycle seems to have peaked
now. As sentiment indicators remain at
depressed levels and capocity utiliza-
tion decreases, we expect lower GCFC
growth in 2020. Thanks to their sectoral
and geographicol orientation (less Chi-
na and UK, less automotive, more final
goods), [talion exports proved rather
resilient last year,

In 2020, however, this resilience might
ke challenged with external headwinds
persisting, possibly spreading also to
consumer goods, As to public finances,
we still expect a rising debt-to-GDP
ratio as average interast rates on go-
vernment debt still exceed nominal
GDP growth, while ot the same time the
primary surplus continues to be redu-
ced With the new coalition acting ina
more condiliatony manner towards EU
institutions, we do not expect o renewal
of last year's budget conflict. But given
the fragile situation of the government

coalition, political uncertainty is still
going to weigh on econamic activity in
Italy. Although we expect the negative
impact to weaken, political develop-
ments must bewatched closely. The
regional elections in Emilia Romagna
taking ploce in the end of Januany will
e the next critical moment.

In Spain, the new government would
bring fewer business friendly reforms
After two elactions and eight months of
political deadlock in Spain, PM Pedro
Sénchez was finally able to securea
simple majarity in Parlicment (by a
margin of only two votes) and will now
form o government

We expect an improved outlook for
consumer-oriented sectors and small
companies, along with potential lon-
ger-term benefits from productivity
gains due to higher spending on edu-
cation. However, competitiveneass will
be reduced in the short term, and
higher labor costs could indent profit
margins (to below 40% of value added,
down from o peak of 44.3%0); in addi-
tion, we expect the construction and
services sectors to be most negatively
impacted by o highar minimum wage;
banking and energy by higher toxeas
and the real estate sector by rent con-
tral

In conseguence, we still expect a gro-
dual deceleration of GDP growth in
Spain from +22in 2019 to +1.624 in
2020 and +1.4% in 2021, Higher pur-
chasing power due to accelerating so-
laries and social spending will be o mo-
dest buffer for private consumption,
amid the slowest job growth since 2014
and an increasing savings ratio. De-
creqsing competitivenass in an uncer-
tain global trode environment should
slow exports. But significant progress
on structural reforms and climate-
reloted investment could help growth
accelerate again in the medium-term.

The hardest is yet to come forthe UK:
the trade deal with the EU, and not
before 2022. Mind pockets of volatili-
ty again!

In the UK elections, the Consenvative
Party won o solid majority of 74 seats -
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the party's largest since Thatcher's elec-
tion in 1987 This will allow them to "get
Brexit done” in 2020, reducing the un-
certainty in the UK economy. Risks of
early elections are rather low in the
next three years. As o resulf of lower
uncertainty and higher fiscal spending,
we revised on the upside our 2020
growth forecast for the UK from +0.8%
to +1.0% and we expect growth to con-
tinue to recover into 2021 (+1 &%),
Stronger domestic demand would be
positive in o context of slowing com-
pony tumover growth. However,
downside pressures on prices should
prevail, given the still “obove normal”
levels of inventories post contingency
stockpiling throughout the year We
expect business insolvencies to slow
down to +3% in 2020, after +6% in 2019
In 2021, a moderate foll of -224 is likely.
However, the hardest is yet to come the
trade deal with the EU isunlikely to be
completed before 2022, given the chal-
lenges of implementing the border con-
trols in the Irish Seq.

Emerging markets should see a sta-
bilization in growth in 2020

Emerging Markets are still experiencing
o growth slowdown, and this slowdown
is broadening from expart-oriented
economies already hit by the trade re-
cession to major EM such as Indig, Rus-
sic and South Africa. A prolanged
growth slowdown is also highlighting
political risk in many areas (Latin Ame-
rica, Africa, Middle East, Hong Kong), At
the same time, lower inflation and @
leeway to increase fiscol support are
letting us expect growth stabilization in
the next gquarters. More daovishness in
terms of ecanomic policy is o pulling
factor for capital flows, also attracted
by high yields in frontier markets.
However, this debt financing may well
push debt ratios further to o level that s
hardly sustainakle in o subset of coun-
tries {Lebanan, Zambig, Angolg, Argen-
tinay).



The View by Euler Hermes Economic Research

10

We expect Asia-Pacific GDP growth
at +4.3% in 2019, +4 2% in 2020 and
+4.5% in 2021

Soft global growth and the Chinese
slowdown are still weighing on the re-
gion. There are also idiosyncratic foc-
tors at play. In Japan, the economy
needs to digest the negative impact of
the rise in sales tax implementad in Oc-
tober The large fiscal stimulus announ-
ced in early December (1.7% of GDP of
spending aver 15-month) and a central
bank ready to ease further if necessary
should provide buffers. In Indig, growth
hos disappainted so farin FY2020, but
the bottom should be behind us. The
governmeant should announce suppor-
tive fiscal measures that will help an-
charthe recovery. In the export-
oriented economies, policymakers are
reacting at different degrees. South
Korea is proposing o record budget for
2020, while Hong Kong has announced
supportive measuras worth less than
1% of GDP. Toiwan expects o balanced
budgetin 2020, and Singapaore has
much roeam for fiscal support but has
not announced concrete measuras yet
In ASEARN, thereis room for monetary
support given relatively subdued infla-
tionary pressures. Fiscal leeway is ovai-
lable in Indonesia, the Philippines and
Thailand but less so in Malaysia and
Vietnam.

Annual GDP growth in the Emerging
Europe region as a whole is forecast
to pickup from +1.9% in 2019 to
+21% in 2020 and +2.4% in 2021
Thereis limited monetany policy leeway
in the region as interest rates are alrea-
dy low, except for Russic and Turkey,
but maost countries have fiscal policy
leaway, given moderate budget deficits
and public debt and are likely to step
upstimulus in 2020, if and as neaded.
As o result there will be o divide bet-
ween domestic and external demand,
with the former being the main growth
driver and the latter being affected by
the stillweak global trade environment.
Growth in the 11 EU member econo-
mias will continue to moderate in 2020,
as this sub-region is behind the curve,
and stabilize in 2021 Turkey should
continue its gradual but bumpy recove-

ry path after the 2018-2019 crisis and
recession, while annual growth in Rus-
sict will remain subdued at around
+15%

In Latin America, 2020 will be the
seventh consecutive year of below
2% growth (excluding Venezuela). In
2020 weakness in investment shou ld
persist due to high political uncertainty,
which hampers confidence and partial-
ly limits the transmission of monetary
policy easing. The region is sgueezed
between investor demands forsound
fiscal accounts and o continuation of
reforms on the one hand, and consu-
mers asking for social spending and
redistribution on the other. While mo-
netary policies hove eased, thera is little
fiscal policy leeway to support growth
averall In 2021, while we see the reco-
very firming (+2.5%) due to higher glo-
bal demand, risks could come from the
U.S " monetary policy tightening. Coun-
tries where reforms will have stalled will
be ot risk.

Brazil's outlock and risk picture is im-
proving (+2% growth next vear, after
+1% thisyear) an the back of stronger
domestic demand and exports that
benefit from o lower exchange rate;
higher business confidence after the
pension reform approval and monetaory
policy easing should act as facilitators.
While we expect o tox simplification
law next year, the window of opportuni-
ty for reforms has narrowed. Mexico’s
fundamentals remain sound, but
growth is stalling (+0% thisyear, +1% in
2020), since domestic uncertainty halts
the investment cycle 2021 could bea
pivotal yvear s the prasident preparas
his “recall referendum® and lagislative
elactions are scheduled Argenting's
ecanomy will contract again next year
and risks will remain elevated forcom-
ponies the country should not avoid
another default, and policies of the new
government could fail to convince in-
vestars. In Chile, companies will face
increcsing risks as activity slows abmp-
thy and 2020 proves o very busy politi-
col year Expect more social protests,
anuncertain business enviranment and
await-and-see made forinvestment.
Lastly, Colombia’s social protests could

slow activity and the recent constitutio-
nal blow to the center-right gowvern-
ment's tax reform should weaken busi-
ness confidence

African economies will continue to
experience in 2020 a protracted
growth slowdown, particularly the
biggest ones such as South Africa
(+0%), Algeria (+0.5%) or Nigeria
{(+1%). In these commaodity driven
econaomies, o poar ability to reform haos
exposed the economy to o depletion of
key outputs (mining, oil, gas, and po-
wer, depending on the economy). Ove-
rall, there is o high likelihcod that coun-
try risk will deteriorote since subsidies
will be increasingly hard to finance in
deficit econamies adding to difficulties
already abserved (Algeria, Tunisig, Su-
dan, and Zimbhabwe). In all these
economies, debtwill incredse and
become high in some of them (Sudan,
Angala, Zambia mainly) At the same
time, long-term growth bonanzas will
continue to support growth, such os
increcsing access to power particularly
in West and East Africa.

Growth in the Middle East will pick
up from just +0.1% in 2019 but re-
main subdued at +1.4% in 2020 and
+2 1% in 2021 OPEC+ agreed oil out-
put cuts are expected to remain in
ploce throughout 2020 and will, combi-
ned with low oil prices, continue to cur-
tail growth in the GCC Even if we don’t
expect a full-fledged war, The confron-
tation bhetween Iran and the U S is likely
to remain high aver the coming months.
Irein will remain subject to sanctions
andin arclose to recession in the next
twao years. Irag and lsrael should be the
strangest economic performers in the
region as new production facilities for
oil and natural gas, respectively, will
come on stream. Lebanon is stagnating
and focing o prelonged political and
economic crisis that could result in de-
vatluation, rising non-payment incidents
and o sovereign debt default over the
next two years. Political risk is not aba-
ting and poses o significant downside
risk to our modest growth forecast.



15 January 2020

Director of Publications: Ludaovic Subran, Chief Economist
Euler Hermes Allionz Economic Research

1, ploce des Saoisans | 92048 Paris-La-Défense Cedex | Fronce
FPhone+331 8411 3564 |

A company of Allionz

bt/ fwww edlerhermes com/economic-resedrch

resedrch@eulerhermes.com

m eller-hermes

ellerhermes

FORWARD-LOOKING STATEMENTS

The statements contained herein may include prospects, statements of future expectations and other forward-locking
statements that are based on management's current views and assumptions and involve known and unknown risks and
uncertainties. Actual results, performance or events may differ materially from those expressed or implied in such forward-

looking statements.

Such deviations may arise due to, without limitation, (i} changes of the general economic conditions and competitive situa-
tion, particularly in the Allianz Group's core business and core markets, (i) performance of financial markets {particularly
market volatility, liquidity and credit events), (iii) frequency and severity of insured loss events, including from natural ca-
tastrophes, and the development of loss expenses, (iv) mortality and morbidity levels and trends, (v) persistency levels, {(vi)
particularly in the banking business, the extent of credit defaults, (vii) interest rate levels, (viii) currency exchange rates
including the EUR/USD exchange rate, (ix) changes in laws and regulations, including tax regulations, (x) the impact of
acquisitions, including related integration issues, and reorganization measures, and {xi} 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.

NO DUTY TO UPDATE

The company assumes no obligation to update any information or forward-looking statement contained herein, save for

any information required to be disclosed by law.
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