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Restrictions on non-essential stores in France ahead of a critical

Christmas season are casting a shadow over nearly EUR18bn of retail
Aurélien Duthoit sales that are normally made in those stores in November and
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e First, retail data show that the strong demand from June
through September was not enough to fully compensate for
the eight-week lockdown from the end of March to mid-May:
year-to-date sales were still, on average, 10% below their
2019 levels, with strong disparities between segments. While
French consumers showed strong interest for home equipment
and improvement goods (appliances, gardening, do-it-yourself,
interior textiles), as well as leisure and cultural goods to a lesser
extent, spending on personal goods (clothing, cosmetics, jewelry,
etc.) has remained durably depressed. In other words, the second
Covid-19 wave is rubbing salt on wounds that are still very fresh.

e Second, the weeks prior to Christmas are amongst the most
important in terms of turnover across a vast majority of
segments. Looking at historical unadjusted retail sales, we
observe that November and December can account for more
than 40% of yearly sales for toy stores and more than 25% for IT
hardware, cosmetics, books or jewelry retailers.

However, in our view, the second lockdown could have a somewhat
softer impact on demand than the first one, which saw turnover
collapse by 78% on average in April: First, retail chains and independent
stores are better prepared now than they were in spring, particularly
regarding the adoption of digital distribution channels, whether using
delivery or click-and-collect options. A survey from the French e-commerce
trade association revealed that 71% of online buyers are buying from
retailers with physical stores.! Second, consumer savings have swollen to
unprecedented levels as lasting restrictions on travel, restaurants, cultural
activities etc. have freed up purchasing power for French households — as
evidenced by generally strong demand across most segments seen since
June.

1 See Barométre trimestriel de l‘audience du e-commerce en France /'apport du e-commerce aux magasins physiques, Fevad / Médiamétrie, September
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What does this mean for companies? Should stores be allowed to
reopen at the beginning of December, the most obvious and immediate
impact on the industry would be a net negative impact on turnover. In
a base case where retail sales in segments facing restrictions contract
by 60% in November, retailers would lose an aggregate EUR4.4bn in
turnover — all else unchanged, the equivalent of a -510bp hit to annual
turnover growth. As discussed previously, dispersion between segments is
high and the average may not be telling of the situation at a product
market level. Traditional Christmas gifts (books, cosmetics, consumer
electronics, toys etc) would most likely see a softer impact. In a
particularly adverse yet realistic scenario where the sanitary situation
demands store closures to last until the end of December, the
magnitude of the impact could hardly be understated. A two-month
closure would amount to EUR10.8bn in lost sales, or the equivalent of a
-1200bp hit to 2020 annual turnover growth.

The most remote but dramatic impact will be on retail insolvencies in
a country where shops structurally account for 20-25% of the total
across sectors, and where the various support measures to businesses
have sent retail insolvencies down -28% over the past twelve months?.
The exact impact and timing of the insolvency wave is too early to tell and
dependent on future support policies, but there is little doubt that the
ongoing crisis will accelerate the consolidation trend that has been at play
in the past years. In segments with the fiercest competition, more than
one in ten retailers have disappeared in less than five years (Figure 2).

Figure 1 — Retail sales by segment, change in year-to-date sales (%,
horizontal scale); share of end-year sales in annual sales (%, vertical
scale)
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2 See Banque de France, October 2020 review, 12-month rolling average
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Figure 2 - Company and employment count in retail, 2015-2019
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Source: Acoss, Euler Hermes, Allianz Research calculations

2015-2019 % change in

Company Employee
count count
-16% -14%
-13% -10%
-12% -5%
-11% -7%
7% -14%
-6% 2%
-5% -1%
-4% 2%
-3% 2%
-1% 3%
2% 11%
4% 11%
7% 6%
7% 18%

Allianz ()



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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