Egll EULER HERMES
P reSS re | ease Our knowledge serving your success

Euler Hermes: U.S. ready for long-term manufacturing rebirth

BALTIMORE, MD. — 29 APRIL 2013 — The United States possesses the key elements
necessary for a long-term revival in manufacturing, according to Euler Hermes, the world’s
leading provider of trade credit insurance. Although the industry has been decimated during
the past decade by the offshoring of jobs to lower-wage countries, a process of “on-shoring” is
underway, bringing manufacturing jobs back to the U.S. and fueling industrial rebirth.

“The primary drivers of this phenomenon are the high productivity of American workers and
the distinct closing of the manufacturing wage gap between the U.S. and China, along with the
game-changing emergence of the U.S. as a source of cheap energy,” said Dan North, Euler
Hermes' lead economist for North America. “However, it's not a uniform rebirth — some
industries and regions will benefit more than others.”

“Made in America”

Several key factors lead to the on-shoring trend predicted by Euler Hermes in its report:

e U.S. manufacturing productivity has grown at a relatively high rate compared to other

industrialized nations, making U.S. unit labor costs among the lowest in the

industrialized world.

Energy costs are low thanks to the shale gas bonanza.

Highly skilled American workers can more reliably produce higher value-added goods.

Cost of capital is very low given the Fed’s ultra-accommodative monetary policy.

Costs such as transportation, inventory and lag time are lower in the U.S., making

production in the U.S. more desirable.

e The weak dollar makes U.S. exports very competitive in the majority of U.S. export
markets — between the end of 2009 and August 2012, exports from the U.S. have risen
45 percent.

e The housing market is rebounding.

¢ Insolvencies in the manufacturing sector, which fell sharply in 2009, are expected to
continue their downward trend with a 6 percent decrease in 2013.
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The sector stars of reindustrialization

Several sectors have contributed to substantial and dramatic growth in the manufacturing
sector during the last couple of years:

¢ Computer and Electronics Manufacturing: This sector has retained its leadership and
even strengthened its weight within the U.S. manufacturing sector during the last
decade with semiconductor/electronic equipment manufacturing and navigational,
measuring, electromedical/control instruments manufacturing particularly
outperforming.

e Machinery: This sector contributed strongly to U.S. manufacturing output expansion
with double-digit growth in 2010 and in 2011. It is also expected to regain its pre-
recession average annual production in 2013.

e Petroleum and coal manufacturing: This sector has reclaimed its pre-recession
benchmark due to momentum posted by the paving, roofing and other petroleum and
coal products sector.

e Automotive: Despite uneven global economic performance, including weakness in
Europe, many global automakers have reported rising sales and profitability, driven by
growth in emerging markets and China in particular. In the U.S., auto sales posted a
second year of growth due to easier credit, low interest rates and pent-up demand
resulting from the recent recession and an aging vehicle fleet.

The southern draw

Evidence strongly suggests that the South is a region primed to benefit from this
reindustrialization. The region enjoys significant compensation, productivity and unit labor cost
advantages compared to the rest of the country. These advantages have caused an influx of
foreign manufacturers into the South, and this is expected to continue.

Euler Hermes’ analysis of Gross State Product (GSP) has shown that four of the top six states

in terms of productivity (GSP divided by employee hour) are Southern. When it comes to unit
labor costs (GSP divided by compensation), five of the top eight are Southern.
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Foreign automakers have taken advantage of this situation and moved production to the U.S.
South, where they can avoid elevated union wages and high legacy costs. Their lower costs,
in turn, make the total cost of manufacturing cars in the South lower than manufacturing
overseas and shipping to the U.S. The U.S. auto industry now has a second concentration in
the seven southern states of Alabama, Georgia, Kentucky, Mississippi, South Carolina,
Tennessee and Texas.



California, the innovation incubator

Despite suffering from significant job losses in manufacturing during the past decade,
conditions are ripe for improvement in the Golden State. California is the largest state in terms
of nominal GDP and the largest U.S. employer. Furthermore, job growth is expected to
outpace the rest of the U.S. over the next two years. Also boosting California are the hallmark
industries that support the state’s manufacturing: computer and electronic products and

petroleum.

What's next?

Though there are compelling factors that affirm that the U.S. is poised for a reindustrialization,
other actions are required in order to maintain the momentum. Research and development
(R&D) is critical to competitiveness and innovation. For example, the U.S. is beginning to fall

California’s ID Card

% of California = % of total US
manufacturing  in California

Manufacturing 100% 13%
Computers and electronic products NxE 25%
Petroleumn and coal products 1% 1%
Food, beverage and tabacco products 105 10%
Chemicals 0% %
Mizcellaneous % 1%
Fabricated metal products 5% %
Machinery 4% [
Other transportation equipment o 12%
Plastics and rubber products % %
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behind its global competitors in patent generation.

U.S. manufacturers need to resume a faster pace of investment to become more competitive
in the global marketplace. Profits need to be redistributed to promote investment, and the
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corporate tax code should be reformed.

EH



“However, while resurgence in the manufacturing industry is expected, companies will likely
continue to face risks along the way,” said Ludovic Subran, Euler Hermes chief economist and
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director for Economic Research. “To fully participate in a manufacturing rebirth, corporations
will need to hedge themselves against these risks. They will also need to transition from a
cash-hoarding mentality to a focus on investing in the most sustainable opportunities. The
stars are aligned and, with effort, this reindustrialization will be successful.”
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To learn more about Euler Hermes’ perspective, view the recent report, “The
Reindustrialization of the United States.”
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Euler Hermes is the worldwide leader in credit insurance and one of the leaders in the areas of
bonding, guarantees and collections. With 6,000+ employees in over 50 countries, Euler Hermes offers
a complete range of services for the management of B-to-B trade receivables and posted a
consolidated turnover of €2.4 billion in 2012. Euler Hermes has developed a credit intelligence network
that enables it to analyze the financial stability of 40+ million businesses across the globe. The Group
insured worldwide business transactions totaling €770 billion exposure end of December 2012. Euler
Hermes, subsidiary of Allianz, is listed on Euronext Paris. The Group is rated AA- by Standard & Poor’s.
For more information, visit www.eulerhermes.us; follow us on Twitter @eulerhermes.

Cautionary note regarding forward-looking statements: The statements contained herein may include 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 that could cause actual results, performance or events to differ materially from those expressed or implied in such statements. In

"believes”, "estimates”, "predicts”, "potential”, or "continue" and similar expressions identify forward-looking statements. Actual results,
performance or events may differ materially from those in such statements due to, without limitation, (i) general economic conditions, including in
particular economic conditions in the Euler Hermes Group’s core business and core markets, (ii) performance of financial markets, including
emerging markets, and including market volatility, liquidity and credit events (iii) the frequency and severity of insured loss events, including from
natural catastrophes and including the development of loss expenses, (iv) persistency levels, (v) the extent of credit defaults, (vi) interest rate
levels, (vii) currency exchange rates including the Euro/U.S. Dollar exchange rate, (viii) changing levels of competition, (ix) changes in laws and
regulations, including monetary convergence and the European Monetary Union, (x) changes in the policies of central banks and/or foreign
governments, (xi) the impact of acquisitions, including related integration issues, (xii) reorganization measures, and (xiii) 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.

The company assumes no obligation to update any forward-looking statement.
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