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Solid fundamentals will continue to drive housing in 2020. The housing
market, which had been lagging through the first half of 2019, has enjoyed
a recent rebound. Over the past few months, data on sales, construction
and investment have all been strong. The fundamentals driving this

g:’:igﬁmomist for North America recovery are expectedto continue and, as aresult, the housing market will
Dan North@eulerhermes com remain vigorous and drive residential investment up +4.9% in 2020. This
ALEXS GARATTI solidity of the real estate sector was a key element of our economic
Head of Economic Research scenarioforthe US.in 2020, based in particular on an opposition between
Alexis.qoratti@eulerhermes.com domestic-driven activities (construction and services) and externally driven

activities (trade and industrial activities). Domestic-driven activities are
expected to outperform because of expansionary monetary conditions
and low unemployment, while activities depending on external demand
will suffer from the ongoing trade dispute between the U.S. and Ching, as
well as exogenous shocks related to widespread political instability and
the recent coronavirus outbreak. All in all, we expect the US. economy to
grow by +1.6%y/y in 2020, comparedwith +2.3%y/y in 2019.

The Fed will continue driving the housing market. The housing market
has received a substantial boost from very low mortgage rates. At the
beginning of 2019, the rate on a 30-year mortgage was around 4.5%. After
three cuts by the Fed, the rate currently stands around 3.6%. As a result,
mortgage applications, and demand for housing, are at recent highs for
this time of year. Purchases of existing homes are near a two-year high
while purchases of newhomes are at a 12-year high. More importantly, the
Fed will cut rates at least once more this year, holding mortgage rates
down through 2020. Recent “risk-off” markets are also driving yields lower
but this could be more temporary. Therefore, Fed policy will support the
growth of internal sectors such as housing, but will not be able to help
industrials or multinationals, which are more sensitive to external demand,
and are therefore expectedto underperform in 2020.

Atight labor market also helps. Potential home buyers are being buoyed
by a vigorous labor market and as a result are providing strong demand.
Since the labor market is unlikely to erode rapidly, we expect it to continue
providing support through most of the year.

Short supply is driving prices higher, but all markets are local. Price
increases nationwide have accelerated recently, and while the
aoforementioned low rates and tight labor markets are partially
responsible, so is a thin supply of homes for sale. A lack of construction
workers has hamperedthe production of new homes andthereis no doult
this condition will continue in 2020, keeping supply thin. The inexorable
demographic of retiring baby boomers will drive up prices in retirement
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areas such as Florida and Arizona faster than the overall average, which
we expectto be around 6% y/y.

What does this mean for companies? Clearly homebuilders and
suppliers of building materials, furniture and appliances will all benefit this
year, but an ongoing trade feud may continue to pressure margins. Banks
will enjoy high mortgage demand but may have to endure narrower
spreads.

But the coronavirus will temporarily disrupt things. All of the recent
strong data was reported before the emergence of the coronavirus and no
doubt consumer confidence and housing activity will come under pressure
for a few months. At least one major homebuilder has already reported
that the coronavirus has disrupted supplies of home furnishings from
China, delaying new home sales. However these disruptions will be
temporary and will be followed by a bounce-back later, leaving the full-
year performance essentially intact.
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Source: National Association of Realtors, Federal Reserve, Allianz Research
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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 inthe 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 inthe 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 alocal, regional, national and/or global basis. Many of these factors may
be more likely to occur, or more pronounced, as aresult 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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