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In March, the German labor market appeared initially unaffected by
the Covid-19 induced economic crisis, with unemployment posting a
small decline compared to the previous month. But don’t be fooled by
the latest figure, which looks like “the calm before the storm”: The
Katharina.Utermoehl@allianz.com German labor market miracle is about to come to an abrupt end.
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With the cut-off date for the latest labor market statistics being March 12,
they do not yet reflect the increasingly aggressive containment measures
introduced over the course of March. A sharp rise in German
unemployment in April and May is hence more than certain. The real
extent of the economic disruption, however, will be visible above allin the
number of workers on Kurzarbeit, i.e. shorter working hours, which in the
coming months should far outpace anything observed during the great
financial crisis. Already in the second quarter of 2020, not only the mid-
2009 peak of 1.5 million but also the recent government estimate of 2.35
million workers on Kurzarbeit could be surpassed. In fact, we estimate that
the sharp economic setback in H1 2020 could put up to 12 million jobs at
risk in Germany.

The extent of labor market deterioration is closely tied to the length of
the lockdown period.

In order to slow down the spread of the Covid-19 virus, German economic
activity has largely been put on pause. A sharp - but comparatively more
temporary - recession & la 2008/09 will be unavoidable, but the length of
the lockdown will determine the setback for economic growth as well as
the labor market. Drawing on the experience of Ching, in our baseline
scenario, we modeled the economic shock with a one-month as well as a
two-month full lockdown and, assuming containment measures are
successful, a partial, u-shaped recovery thereafter. After all, while some
catch-up effects are certain, economic actors are likely at first to consume
and invest with an extra degree of caution, while some supply chains may
need to be repaired. We also took into account the mitigating effects of
policy bazookas.

Table 1: German unemployment under different economic scenarios

1-month confinement followed by  2-month confinement followed by — Downside risks materialize triggering

a U-shaped recovery in H2 a U-shaped recovery in H2 deeper downturn allowing only for a
L-shaped recovery
2020 2021 2020 2021 2020 2021
GDP -1.8% 2.2% -5.0% 2.2% -1.7% A1.7%
Unemployment 5.5% 5.2% 6.0% 5.8% 7.0% 7.5%
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In this baseline scenario, the German economy is likely to shrink by -1.8% in
2020 if there is a one-month pause and by a full -5% if the standstill lasts
for two months (see table 1). Even in the case of such a relatively brief
pause, the unemployment rate looks set to record the first pronounced
increase since the early 2000s, rising at least temporarily above the 6%-
mark. This puts an end to the German labor market's remarkable run over
the past 15 years, which saw the unemployment rate more than halve
since 2006 — from 10.8% to 5% in 2019 — and barely budge neither during
the great financial crisis nor the Eurozone sovereign debt crisis. Despite the
increase in unemployment in 2020 — with losses above all centered on the
trade as well as the services sector — employment should remain largely
stable in our baseline scenario.

Prolonged crisis could leave deeper scars in German labor market
Downside risks to our baseline scenario continue to loom large. A more
prolonged health crisis with possible reinfections cannot be ruled out. It
would also mean borders stay closed and intermittent domestic
confinement prevail. The longer the economy is on pause, the more
difficult it will be to restart the growth engine and the probability of
downside risks materializing is rising sharply. In such a scenario, we
estimate German GDP to contract by -7% and the unemployment rate to
rise above 7% in 2020 with the number of unemployed reaching more than
3 million.
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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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