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Sporting goods are one of the rare winners from the Covid-19 outbreak
amid a decimated discretionary retail industry: we expect U.S. retail
sales of sporting goods to hit an all-time high of USD48bn in 2020. After
falling in March and April because of state-wide retail restrictions, U.S.
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June and have kept growing at double-digit rates ever since amid growing
enthusiasm for sporting activities. From January to August, they were up
+9.9% year-on-year (see Figure 1).

The segment’s strong performance does not entirely come as a surprise.
Over the past twenty years, sales had already displayed strong growth
of about +2.9% per annum, second only to e-commerce. The increasing
demand for performance gear among amateurs, the progressive
casualization of the work dress code as well as the more recent “athleisure”
trend (sportswear as fashion wear) have proven strong tailwinds in a
country home to leading sportswear brands Nike and Under Armor. We
believe this momentum could last well into 2021 for three main reasons:

- Sporting goods sales are largely inelastic to GDP - correlation to
GDP stands at 0.29 vs 0.74 for fashion stores and the segment came
out largely unharmed from past recessions. (Figure 2)

- We anticipate a K-shaped recovery for the U.S. economy?, with
strong dispersion in growth between economic sectors. This will
typically translate into reduced consumer spending for activities that
are seeing limitations and restrictions, freeing up purchasing power for
goods and services that are both available and in demand.

- Anecdotal evidence suggests the sanitary crisis has prompted a
fraction of the population to adopt healthier lifestyles — including
more time dedicated to sporting activities.

What may have taken the industry by surprise is precisely the pace at
which consumers have adapted to the new normal. Though several
large fitness chains have gone bankrupt since March and restrictions
remain on collective sporting activities, sports enthusiasts seem to have
maintained and even increased their routine. Looking at search data for
sporting activities that can typically be done from home using a popular
video streaming service, we observe a peak in demand related to
fitness, yoga and Pilates workouts (Figure 3) in April and May, with
interest still up 40% to 80% from last year as of October 2020. The same
survey conducted in January and late July 2020 by market research

1 See Living on with a Covid-19 Hum, September 2020
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https://www.eulerhermes.com/en_global/news-insights/economic-insights/Living-on-with-a-Covid-19-hum.html

firm Civic Science also shows a significant increase in sports
engagement even after the most severe restrictions on activity were lifted
(Figure 4).

Reports from app download data specialists AppAnnie and Sensor Tower
point to similar conclusions. Interestingly, some of the most popular
fitness apps were developed or acquired by leading brands such as
Nike (Nike Run Club), Adidas (Runtastic) or Under Armor (MyFitness
Pal) and come with premium features for paid subscribers.

What does this mean for companies? Because sportswear accounts for
an estimated 20-30% of the wider apparel market, its resilience is good
news for textile manufacturers - Ching, Vietnam, Bangladesh, Indonesia
and Cambodia host the majority of contract manufacturers working for
Western sportswear brands. Together with personal protection equipment
(face masks, etc.), it is a rare bright spot for an industry plagued with
collapsing demand from fashion brands. Looking at two peer groups
comprising leading international sportswear and sporting goods retailers,
and leading fast-fashion retailers, we observe a huge divide on the
expected pace of recovery — the majority of sports specialists should be
close to or above their 2019 sales levels by 2021 already, while it would
take at least one more year for fashion specialists (Figure 5). The trend
observed in the U.S is not an exception — the momentum seems even
stronger in Germany and, while less impressive, it is also noticeable in
China and France for instance.

Much like in other segments of the retail and consumer goods
industries, we believe the ongoing sanitary crisis is also contributing to
widening the gap between best performers and followers as regards
the adoption of multichannel business models. Nike and Dick’s Sporting
Goods, which will both hit record revenues this year, were able to navigate
through times of store closures thanks to e-commerce, whose sales grew
by triple digits under lockdown. Both derived more than 30% of their
revenues through digital channels in Q2 2020 already.In contrast, fast-
fashion heavyweight Inditex hopes it will reach 25% by 2022 at best.
Looking beyond sportswear, we anticipate more and more household
goods companies to follow the example set by companies such as Dyson
(household appliances) or Apple (consumer electronics), which also boast
strong direct-to-consumer activities. The incentive for sportswear brands to
push their own retail operations is even stronger as it allows them to fend
off competition from internet pure-players and capture the market shares
from defunct or ailing retailers, in particular department stores.
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Figure 1 — Retail sales by segment, % change year-on-year (January-
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August)
Build. mat. and supp. 11.6%
Sporting goods 9.9%
Household appliances 7.4%
Furniture -10.9%
Department stores -18.9%
Electronics -22.2%
Books -31.4%
Clothing and accessories -35.0%
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Source: U.S. Census Bureau, Euler Hermes, Allianz Research
Figure 2 — Retail sales to GDP correlation, 2001-2019
Furniture 0.89
Build. mat. and supp. 0.86
Electronics and appliances 0.79
Clothing and accessories 0.74
Automobile dealers 0.68
Food and beverages 0.42
Sporting goods 0.29
0.0 0.2 0.4 0.6 0.8 1.0
Source: U.S. Census Bureau, Euler Hermes, Allianz Research
Figure 3 — Interest for selected keywords on Google's YouTube
(01/2019=100)
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Source: Google Trends, Euler Hermes, Allianz Research
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Figure 4 — "How often do you exercise?”
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Source: CivicScience, survey based on 222,960 responses adjusted for U.S. demography. See
The State of Exercise During The Coronavirus Pandemic for more insights and data.

Figure 5 — Forecast 2021 revenue vs realized 2019 revenue, %
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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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