A VERY SLO
LOCKDOWN

Germany has been the first major European retail market to lift
country-wide restrictions on “non-essential stores” on 20 April, putting
an end to a five-week mandatory closure of a majority of non-food stores.
While the move is most welcome for store owners left with zero turnover
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this five-week closure of non-essential stores could have cost German
retailers as much as EUR26bn in turnover.

A two-speed exit from lockdown. A major feature of the progressive
exit from lockdown is the exclusion of stores with a surface in excess
of 800 square meters, a decision opposed by the country’s largest trade
body (HDE). Because average store size varies widely between segments,
this limitation is expected to introduce a two-speed reboot of the retail
industry. Looking at structural data on German retail surface, we find that
furniture retailers are the most likely to suffer from the limitation with
an average store size of about 1,400 square meters. Department stores,
with an average of 730 square meters, are borderline as well as
electronics retailers (370sm), although to a lesser extent. Overall, we find
that segments with an average store size below 800sm account for
more than 80% of the turnover of non-essential stores.

Preserving liquidity is the number one priority. The return to normal will
be very progressive with social distancing and stringent hygiene rules likely
to last for months, and consumer confidence in the doldrums. Support
measures to help companies bridge their financing needs will be of
paramount importance, as well as careful cash flow monitoring:

e Retailers will first clean up inventories and unlock capital tied
up in stocks before placing new orders. Purchased goods
account for about two thirds of expenditures of retailers, on
average, with inventories ranging between 40-120 days of
normal activity among large retailers and across segments. In
some rare segments, inventories depreciate very quickly (fashion,
flowers...) and retailers are more at risk to run short of cash.

e Because store footfall will only recover gradually, shop owners
are also likely to use Kurzarbeit as long and as much as possible.
Labour costs, including social contributions, account for about
15% of total expenditure on average.

e As for rents (6% of total expenditure on average), anecdotal
evidence abound of tenants trying to negotiate terms or
postpone rent payments, even among well-established
household names. Evidence from the UK and the U.S. show that
timely rent payments have collapsed in past weeks.

=80 EULER HERMES Allianz @


mailto:aurelien.duthoit@eulerhermes.com
mailto:aurelien.duthoit@eulerhermes.com

Figure 1 - Top 10 non-essential goods segments in Germany and
average store surface

Segment Average Estimated 2019 turnover
store surface (EUR bn)
Clothing 268 47
Furniture 1,416 32
Information and communication equipment 161 30
Paints, varnishes, building and DIY material 1,365 21
Cosmetic and toilet articles 259 18
Audio and video equipment 371 15
Sporting equipment 215 14
Goods from non-special. stores, non-food predom. 731 13
Flowers, plants, seeds, fertilisers, pet animals 244 11
Electrical household appliances 155 11

Source: Euler Hermes, Allianz Research calculations, Destatis

Figure 2 — Expenditures of top 10 non-essential goods segments in

Germany (% of total)
Purchase of Personnelinc.

Segment creess | s e sters Rents and leases Others
Clothing 54% 19% 11% 16%
Furniture 57% 16% 6% 21%
\m‘ormut.lon_and ) 1% 15% 3% 11%
communication equipment
Paints, varnishes, building o . o o
and DIY material 4% 19% 7% 10%
Cosmetic and toilet articles 67% 15% 6% 12%
Audio and video equipment 76% 11% 3% 10%
Sporting equipment 67% 15% 5% 12%
Goods from non-special. 53% 10% o 0%
stores, non-food predom.
Flolvyers, plants, _seeds, 60% 509 % 129%
fertilisers, pet animals
Electrical household 67% 17% 3% 139%

appliances

Source: Euler Hermes, Allianz Research, Destatis
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These assessments are, as always, subject to the disclaimer provided below.

FORWARD-LOOKING STATEMENTS

The statements contained herein may include prospects, 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. 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
situation, particularly in the Allianz Group's core business and core markets, (ii) performance of financial markets
(particularly market volatility, liquidity and credit events), (iii) frequency and severity of insured loss events, including
from natural catastrophes, 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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