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Just like Sisyphus rolling a boulder up a mountain, only to see it roll
down again upon reaching the top, the global economy seems to have
gone back to the 2015-16 limbo after two years of strong growth. We
expect +2.7% global growth in 2019 and 2020. This way “back to purga-
tory” finds its roots in a regime of persistently high uncertainty (trade
and political risks) and the drawbacks of financial repression, which
coalesce into a self-defeating equilibrium.

New measures confirmed our “trade feud” scenario until the end of
2019 and unforeseen transmission channels turned out to have a
stronger than expected impact, particularly in terms of financial market
reactions (flight to quality, super dovish Central Banks, lower commodi-
ty prices), and the uncertainty cost on the economy. Emerging markets
have started to feel the pain. The only reason for a limited pass-through
are low inflationary pressures, which could be halted with a stress on
the Hormuz strait. As a consequence, we have revised our trade fore-
casts to the downside for 2019 and 2020 (+2.2% in volume terms this
year, and +2.5% in 2020, after +3.8% in 2018).

Political risk is not abating. The trade feud could include several battle-
fields beyond the U.S.-China rivalry. Moreover, all key positions in Eu-
rope will be different three months from now, pointing to possible sur-
prises on the policy stance, while several pivotal elections loom ahead
in emerging countries. Interventionism, public profligacy and challeng-
ing dogmas seem to continue to create market noise, but limited effects
are visible on household and corporate confidence.

In the end, recession could be a self-fulfilling prophecy and come from
excesses built by financial actors. Inflation expectations and a general-
ized trend of yield curve flattening mirror poorer economic perspec-
tives. The consensus of economists has significantly revised its forecasts
on GDP growth over the last few months, accompanying the loss of
confidence observed in the fixed income market. For now there is a dis-
connect between fundamentals and the equity market, which positively
reacted to the dovishness of central banks. We continue to believe a
credit event in the corporate segment could occur in the U.S,, following
a deadlock in budgetary discussions — and a confidence shock. Shal-
lower and shorter-lived than the last recession, the next downturn will
test the ability to do the right things at the right time when faced with
recession since traditional policy tools and international cooperation
are weakened. Private buffers will matter.

Taking into account the size of the current shock of global uncertainty
(the U.S.- China trade dispute is expected to last until the end of the
year, while U.S. public debt will be a source of instability from Q4 2019),
the U.S. economy is expected to grow by +2.5% y/y in 2019 and by
+1.7% in 2020, while China is expected to grow by +6.3% and +6.2% re-
spectively. The Eurozone will significantly decelerate at +1.2% y/y in
2019 and 2020 compared with +1.9% y/y in 2018. We also expect seven
out of ten countries to register an increase in corporate insolvencies in
2019 and one of two countries to end 2019 with more insolvencies than
posted annually before the 2008-2009 global crisis. The upside trend
would be even more broad based. Our Global Insolvency Index is fore-
casted to increase by +7%, both in 2019 and 2020, with a still noticeable
increase in Asia (+15% in 2019), a rebound in Europe (+3%) and a grad-
ual trend reversal in the U.S. by 2020.
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Global growth forecast for 2019,
down from +3.1% in 2018.
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INTRODUCTION

In Greek mythology, Sisyphus was pun-
ished for his pride, sentenced for eternity
to roll a boulder up a hill, only to see it
roll down again. The analogy with the
world economy in 2019 is striking. Be-
tween 2015 and 2018, the world econo-
my, like Sisyphus, committed a sin of
pride by constantly deferring its natural
condition of evolving in a low growth-
low inflation regime, post the sub-prime
crisis. Those four years saw a succession
of gigantic stimulus packages and un-
conventional monetary policy in Europe
(2015), the U.S. and China (2016, 2018).
Now, a day of reckoning has come. The
anger of the gods has materialized in a
U.S.-China dispute embodying a so-
called trade feud scenario, which has
and will continue to impair the world
trade and investment cycle. Global po-
litical risk, currently close to a historical
high, represents another self-defeating
process. Moreover, financial repression
is progressively turning into a vicious
cycle, where extremely low levels of in-
terest rates struggle to keep economies
afloat while nurturing risks over the me-
dium-term. In this context, we expect
world GDP growth at +2.7% in 2019 and
2020, compared with +3.1% in 2018,
while insolvencies will be on the rise by

+7% both in 2019 and 2020.

The inconvenient truth of a trade feud
scenario

Trade uncertainty has impacted global
trade much more than tariffs via four
channels: investment (delays in invest-
ment plans), consumption (saving rates
increase globally), inventories and pric-
es. We estimate that while U.S. tariffs
hampered global trade growth by -
0.3pp in 2018, U.S -led trade uncertainty
cost -0.5pp.

In May 2019, President Trump an-
nounced a new round of tariffs despite
positive rumors preceding his decision,
as well as new sanctions on Huawei. He
decided to hike the average level of
tariffs on USD 200 bn of imports from
China to 25% from 10%. Then, at the end
of June 2019, during the last G20 sum-
mit in Japan, China and the U.S. agreed
to resume talks for a new agreement,
putting on hold the interdiction on U.S.
companies selling products to Huawei
against the promise by the Chinese au-
thority of buying more U.S. agricultural
products. Despite these slight improve-
ments, the decision of imposing a 25%
tariff on USD 200 bn of U.S. imports
from China was not backtracked, while

the uncertainty surrounding USD 325 bn
of remaining U.S. imports from China
will persist in the coming month. To this
regard, the decision of May 2019 put us
until the end of 2019 in a trade feud
scenario®. It will cost in aggregate -
0.5pp of global GDP growth, and -2pp
of global trade growth over the next
two years. The GDP growth forecast
would be cut by -0.6pp in Europe, -0.5pp
inthe U.S. and -0.3pp in China. We are
now expecting +2.7% of world GDP
growth in 2019 and 2020, compared
with +3.1% in 2018. We have revised our
trade forecasts to the downside for
2019 and 2020 (+2.2% in volume terms
this year, and +2.5% in 2020, after +3.8%
in 2018).

Our trade feud scenario had a non-
negligible probability of 40%; that's why
we were not fully surprised by the nega-
tive outcome of U.S.- China discussions
on trade. However, we were surprised
by the size of the uncertainty shock and
by the reaction of the market, where
strong equity performances cohabite
with a strong demand for protection, as
mirrored by extremely low levels of sov-
ereign yields as well as strong perfor-
mances of gold prices compared with
copper or silver prices.

!1n Q1 2018, we introduced a proprietary analytical framework around growing trade threats - Protectionism: Trade Games, Trade Feud or Trade War? We defined three scenarios based on a sensitivity analysis of
average US tariffs ([3.5-6%), [6-10%], and close to 12%); the number of protectionist measures; and the resulting global trade dynamics ([2-4%), [0-2%], or contracting). We called them, respectively, Trade Games, Trade

Feud, and Trade War.


https://www.eulerhermes.com/en_global/economic-research/news/1390.html
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With regard to the shock of uncertainty
(we have estimated that every four
months of trade uncertainty costs -0.1 pp
of world growth), the most striking as-
pect is that the global economic cycle
was marked by extremely high invento-
ries to sales ratios. To have a broad idea
of the inventory cycle, we calculate a
global ratio of inventories (weighted
average of U.S,, Euro areq, Ching, Brazil,
Russia, India) on the basis of PMI sub-
components. The market also offers a
tangible illustration of this extremely
high uncertainty. The search for a safe
haven has triggered a significant decline
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in government bond yields, which indi-
cate a probability of recession close to
30% in the U.S. The gold to silver ratio, a
proxy for protection demand, has also
reached a record high level.

Political risk is not abating

The trade dispute between the U.S. and
Ching, the Ormuz strait tensions current-
ly flaring up between the U.S. and Iran,
instability in Lebanon, impeachment dis-
cussions in the U.S,, the destabilizing im-
pacts of populist parties in Europe and
ltaly’s fragile commitment to fiscal stabil-
ity all represent the major focal points of

Figure 3: Global Economic Policy Uncertainty Index
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world geopolitical risk. To measure it, we
use the world economic policy uncertain-
ty index (EPU) provided by Baker and
Bloom (20162). The latter currently
stands close to a record high of 257 on a
6—month moving average. This aggrega-
tion of political risk further represents a
major shock of uncertainty, which is
weighing on trade and investment.
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FINANCIAL REPRESSION NURTURING
SELF-DEFEATING ANTICIPATIONS

In this context of high uncertainty; rapid-
ly decelerating trade and the pricing by
the market of a significant probability of
recession, notably in the U.S., major cen-
tral banks have significantly revised
their inflation forecasts on the downside
and eased the stance of their communi-
cation. Our global inflationary pressure
index confirms a comeback to below-
target levels of inflation. We are likely to
see two rate cuts by the Fed before
year-end. Mario Draghi has been very
aggressive in reiterating the fact that
the ECB is ready to act, should the world
economy show further signals of weak-
ness. At the same time, the People’s
Bank of China (PBOC) is already en-
gaged in another large monetary stimu-
lus consisting of liquidity injections, fixing
new targets of credit distribution to
small and medium size companies (+30)
or new targets of bonds issuance for
local authorities. All in all, major central
banks are using the same strategy as
seen in recent years, i.e. not hesitating to
use all tools available to cut the level of
interest rates in order to restart their
national economic engines. This so-
called financial repression (compressing
yields on the downside, even in negative
territories) has produced only small re-
sults while at the same time nurturing
risk. The long-lasting aspect of this medi-
cine and its incapacity to revive growth
at a global level have made global in-
vestors converge toward expectations
of a low growth-low inflation equilibri-
um, which is today detrimental to

growth and investment themselves.
Moreover, this context of low yields con-
tinues nurturing different bubbles. The
risks of a strong adjustment to come are
now visible in different segments of the
market:

e Global equity markets have decou-
pled from fundamentals. See Figure
4,

e |leverageis globally on the rise. See
Figure 5.

e  Credit quality is deteriorating. The
amount of corporate debt noted
BBB in the U.S. and in Europe now
amounts more than USD 4 trillion in
total, representing over 40% of the
Investment Grade universe in these
two economic areas. See Figure 6

e  Therrisk of a European sovereign-
banks negative feedback loop is still
there. See Figure 7.

e  China’s financial vulnerabilities are
increasing. Worries about financial
stability are fully justified as we
have seen a regulatory takeover of
a small lender (Baoshang Bank, the
first such a case in 18 years), fol-
lowed by episodes of stress in the
certificate of deposit market (an
essential tool of funding for low rat-
ed issuers of debt) and another res-
cue operation organized by the
PBOC in favor of Jinzhou Bank. At
the same time, defaults on corpo-
rate bonds reached a record high in

2018. In February, a state-owned
development company defaulted
on U.S. dollar-denominated debt.
The situation of banks and corpo-
rate debt in China therefore needs
to be closely monitored.
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Figure 4: Downward revision of corporate earnings
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Figure 6: Stock of BBB-rated corporate bonds
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Figure 5: Corporate debt (as % of GDP)
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Figure 7: Share of domestic government bonds
in assets (%)
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REGIONAL
SCENARIOS

The U.S. economy is expected to decel-
erate from +2.9% in 2018 to +2.5% in
2019 and to +1.7% in 2020. We see
budgetary negotiations in the U.S. Con-
gress at the end of 2019 as being an-
other major threat weighing on growth.
Another government shutdown with
more severe repercussions is likely to
trigger a correction in the equity and
credit markets, with important repercus-
sions for the real side of the economy. A
U-turn in U.S. fiscal policy, from being
expansionary towards being restrictive,
will be the main driver explaining the
deceleration of growth over the two
coming years, with the possibility of a
technical recession taking place in H1
2020 being non-negligible. The Fed is
expected to cut the Fed Funds Target
rate twice in July and October 2019, as
well as in March and June 2020.

The Eurozone is exposed to negative
external headwinds, notably due to the
U.S.-China trade dispute. Prevailing
domestic uncertainty (Brexit, Italy) is
also expected to be a drag for the re-
mainder of the year. Overall, we expect
GDP growth at +1.2% in 2019-20, well
below potential. Several domestic buff-
ers will be at play: (i) the increasingly
dovish and “ready to do more” mone-
tary policy; (i) more fiscal spending (a
positive fiscal impulse for the first time
in 10 years, which would support GDP
growth by +0.2pp) and (iii) the resilient

consumer, which enjoys a continued,
albeit softer, labor market recovery,
which coupled with the lower inflation
allows for higher purchasing power.
This coupled with low interest rates
would remain supportive for the resi-
dential market. In our baseline scenario,
the ECB will keep interest rates at the
current level for the remainder of our
forecast horizon in 2019/2020. The
most important tool to prolong the cur-
rent monetary policy stimulus will be
the Forward Guidance. If inflation ex-
pectations remain at their current low
level, the ECB will take steps to steer
market expectations, starting with a
further delay of policy normalization to
2021 from mid-2020 currently, as well
as the drop of a calendar-dependent to
an inflation-based Forward Guidance.
Should greater downside risks material-
ize that call for more policy action, we
would expect the ECB to resort to addi-
tional measures as early as fall 2019.
These include a further reduction in the
deposit rate to -0.5% — coupled with a
tiered deposit rate to alleviate the neg-
ative impact on bank profitability — and
a restart of its quantitative easing pro-
gram. Regarding the latter, the ECB
may try at first to put a greater focus on
purchases of bonds issued by suprana-
tional institutions and corporates be-
fore resorting to an increase in the is-
sue(r) limit above 33%.

Germany’s export-based economic
model, with its focus on industrial
goods, is likely to remain under pressure
for the remainder of 2019, with the sub-
dued trade outlook, elevated political
uncertainty around Italy and Brexit, and
car sector troubles unlikely to go away
any time soon. Construction and private
consumption will continue to be the
main pillars of the German economy in
the coming quarters, though their
strength will start to fade gradually.
After all, the domestic economy will not
be immune to the industrial soft-patch
forever: The longer the current weak-
ness in German industry persists, the
more it will also start to affect invest-
ment, hiring and spending decisions.
Resilient employment levels — thanks in
part to the shortage of skilled labor —
will help prop up private consumption.
However, a rising share of higher dis-
posable income — thanks to robust
wage growth and expansive fiscal
measures — will flow into savings ac-
counts. Meanwhile, investment will rec-
ord a more pronounced slowdown as
elevated stock levels and subdued de-
mand weigh on production capacity.
Only brighter export prospects from Q2
2020 onwards will be able to halt the
slowdown in domestic demand and
open the door to a broad-based eco-
nomic recovery in Germany. Overall, we
expect GDP to grow by +0.8% in 2019
and +1.2% in 2020.



In France, where GDP growth is ex-
pected at +1.2% and +1.4% in 2019 and
2020, against +1.8% in 2018, we foresee
a switch between the growth drivers,
with domestic demand set to recover as
a result of better purchasing power dy-
namics (+2.7% in 2019, highest growth
since 2009). In our view, the evolution
should benefit household residential
investment the most, as 9.5% of house-
holds are again considering buying a
new home in the next two years, a high
proportion last observed in 2011 and in
2016. Private consumption should bene-
fit also but its growth rate should remain
quite subdued (+1.4% in 2019) com-
pared to purchasing power, meaning
that household savings will remain high.
The other switch is not for the better,
since export orders deteriorated mark-
edly over the last few months
(particularly for carmakers, electronics,
metals and chemicals) suggesting an
upcoming sudden stop in export growth
in these quite cyclical sectors (demand
for aircrafts should continue to grow).

Italy’s economy looks set to expand by a
meagre +0.2% this year and +0.4% next
year, down from +0.8% in 2018. The
sharp growth slowdown is explained by
external but above all home-made eco-
nomic headwinds. After all, Italy stands
out as one of the few Eurozone coun-
tries that does not have the luxury to fall
back on resilient domestic demand dur-
ing this period of subdued trade growth
as domestic political uncertainty contin-
ues to weigh on private consumption
and investment. Expect concerns
around Italy’s fiscal policy to make a
comeback as weaker-than-forecasted
economic growth, coupled with unreal-
istic revenue targets, will see Italy miss
its 2019 budget target and put the defi-
cit on course to breaching the 3% mark
next year. By fall at the latest, we expect
the EU to reiterate its call on Italy to cor-
rect its fiscal stance as part of the 2020
budget planning round. As budget ten-
sions between Italy and the EU are flar-
ing up again, we once again expect not
EU fiscal rules but rather the market to
act as a key disciplinary force that will
keep Italy from crossing any major red

line: rising sovereign credit spreads and
the lingering risk of a sovereign credit
rating downgrade will ensure that Italy
implements another fiscal policy U-turn.
What is different from last year is that
the Italian government coalition may
well fall apart as early as late 2019 over
disagreement on where to cut fiscal
spending with the Lega and the M5S
pursuing very different economic policy
approaches. The Lega, according to
recent polls, commands a parliamen-
tary majority, together with one-two
smaller center-right parties and hence
has strong incentives to call snap elec-
tions. The debate around the introduc-
tion of mini-BOTs as well as the non-
observance of EU fiscal rules should
hence partially be understood as part of
a looming election campaign.

In Spain, it is the end of the economic
miracle. Companies should prepare for
(i) slower activity (+2% in 2019, +1.8% in
2020, after +2.5% in 2018) as the mini-
mum wage boost of +22.3% in 2019
barely compensates for the slowdown in
foreign and domestic demand, and (ii) a
re-normalization of competitiveness,
with unit labor costs accelerating at the
fastest pace in five years, which should
negatively impact margins (-1.5pp to
41.5% of Gross Value Added).

Political stability in the UK is fragile. Un-
certainty has increased along with the
leadership contest in the Conservative
Party. Given his harsher stance on Brexit
(renegotiation of the Brexit deal and the
Irish border backstop without excluding
a no deal exit), we have raised our prob-
ability for a no-deal scenario on Oct
31st from 25% to 40%. An EU exit under
the WTO conditions would only be tem-
porary in our view, given its disruptive
impact. Our baseline scenario (50%)
remains an extension of Article 50 until
mid-2020 or end-2020, possibly accom-
panied by a referendum. Contingency
stockpiling accelerated in Q1 2019 as
companies were preparing for a no-
deal scenario in March 2019. While
there are visible signs that stockpiling is
decelerating in Q2, we expect it to pick
up again in Q3, ahead of the Oct 31st
Brexit deadline. The contingency stock-

piling will drive import growth at a very
high level in 2019 (around 8% in volume
terms). This will happen at the cost of
lower margins, given the rise in input
prices driven by the sterling deprecia-
tion. Hence, the current account deficit
should widen to above -4% of GDP. GDP
growth is expected to be negative in Q4
(-0.2% g/q). Overall, GDP growth should
reach +1.2% in 2019 before slowing to
+1.0% in 2020.

Emerging Markets were already affect-
ed by the deterioration of the global
environment. The lower demand for
commodities (particularly metals) had
an impact on the main exporters (e.g.
Brazil, South Africa) where growth was
revised on the downside. The materiali-
zation of the trade feud scenario will
further exert downward pressures on
growth of export-led Asian economies,
particularly since electronics was affect-
ed by the U.S.-China dispute with the
Huawei case. Capital flows have al-
ready started to reverse from May, with
new U.S. tariffs coalescing with idiosyn-
cratic risks (e.g. Turkey, after the munici-
pal elections). A low growth for longer
environment increases the risk of non-
payment, which was one of the main
triggers of our recent Morocco and
South Africa country rating down-
grades.

China’s real GDP growth rose by +6.4%
y/y in Q1 2019 (a pace similar to Q4
2018). Looking at sub-components, the
tertiary sector slowed but remained re-
silient (+7.0% y/y in Q1 2019 after +7.4%
in Q4 2018), industry picked up speed
(+6.1% after +5.8%) and primary industry
slowed (+2.7% after +3.5%). All in all,
these figures confirm our scenario of
economic acceleration from Q2 on-
wards, mainly through domestic de-
mand supported by powerful fiscal and
monetary policies. However, the recov-
ery is only state-driven as the private
sector does not show any sign of strong-
er confidence yet. The positive impacts
of the recent stimulus will take time to
be really visible. All in all, we expect Chi-
na’s GDP growth to reach +6.3% y/y in
2019, compared with +6.6% y/y in 2018.
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In Asig, trade feud/war prospects have
already created problems. Economic
growth is set to slow in line with slower
global trade, in particular for trade-
dependent economies (South Koreq,
Singapore, Hong Kong, Taiwan, ASEAN),
especially in a prolonged trade feud sce-
nario. Yet, emerging markets in the re-
gion will continue to grow above the
global growth average, benefiting in
part from trade diversion as corporates
look for cheap alternative hubs of pro-
duction (e.g. Indig, Vietnam, Indonesia
and Philippines). Policymakers will use
their monetary and large fiscal leeway to
support their economies this and next
year. Apart from Japan, China and India,
public finances are generally sound in
the region. Yet, China has implemented
a powerful fiscal stimulus program this
year and Japan has passed a supple-
mentary budget to support reconstruc-
tion efforts after last year’s disasters. Ja-
pan may also postpone the planned
sales tax hike in fall 2019, if needed. We
forecast annual growth in the region as
a whole to slow from +4.9% in 2018 to
+4.7% in both 2019 and 2020.

Since the 2015-16 recession, the Latin
American Sisyphus has struggled to push
his rock back up the hill. What changed
from our March outlook is that the opti-
mism from a more dovish Fed and elec-
tion hopes have faded due to President
Trump’s trade policy moves and weak
domestic economic developments. Sec-
ond, post-election reality checks have
materialized after an unrealistic boost in
confidence, notably in Brazil and Mexi-
co. As a consequence, there should be no
acceleration of growth before 2020
(+2.2%, excluding Venezuela), as 2019

10

GDP growth should stand at +1.2% after
+1.4%in 2018.

In Brazil, the outlook remains grim for
this year (+1.1% growth), partly due to
the slow progress on reforms and weak
cycle. A watered-down pension reform
could be passed in H2 and allow some
return of confidence and investment in
2020 (+2.5% growth). Argentina is re-
balancing and its recession has bot-
tomed out but the election risk has inten-
sified. While it is not our baseline scenar-
io, a defeat of President Macri would put
debt sustainability back on the table.
Mexico enters a new low-growth regime
(+1%in 2019, +1.5% in 2020) as the
threat of tariffs and domestic policy un-
certainty linger. The story of Andean
countries performing better than the
others no longer holds. Chile is slowing
down, while Colombia’s fiscal accounts
are under pressure due to the Venezue-
lan crisis.

Africa has suffered from the impact of
lower global trade growth, since export
hubs saw disappointing export figures in
H1 (e.g. Morocco, Tunisia and South Afri-
ca). We expect this to continue and cut
growth significantly. Moreover, Africa
has suffered from heightened domestic
problems, such as generally abnormal
rain conditions and lower agricultural
output. Low rains were also negative for
power generation and had quite detri-
mental consequences on the most vul-
nerable economies, contributing to rising

protests (e.g. Algeria, Zimbabwe, Sudan).

Overall, the African growth forecast
should be cut by about -1pp as a result
of these two shocks (1/3 is lower export
growth, 2/3 is the impact of low rains)
and land at a mere +2% in 2019, which
means basically about +0% growth in
per capita terms. Main African econo-
mies were especially affected by these
two aspects, including South Africa,
where growth is expected to reach a
new low at +0% in 2019.

In Emerging Europe, the EU member
economies are behind the curve in terms
of the growth slowdown, showing resili-
ence, thanks to robust domestic demand
supported by wage growth, supportive
policies and a rebound in automotive
output in H1. The latter, however, is likely
to fade in the coming quarters. Turkey
remains in recession and Russia’s growth
is stumbling due to oil output cuts im-

pacting exports. Monetary policy is al-
ready loose in the Emerging EU and
there is little leeway in the near term as
inflation has ticked up recently. In con-
trast, Russia is likely to cut rates in H2
2019. Turkey’'s monetary policy leeway is
hampered by the ongoing currency crisis.
However, there is fiscal policy leeway in
most of the region and several countries
have already announced fiscal stimulus
measures such as rises in public sector
wages and social benefits. Yet, caution is
warranted in Romania (high fiscal defi-
cit), Hungary (high public debt) and Tur-
key (rising fiscal deficit). Annual growth
in the region as a whole is forecast to
decelerate from +3.1% in 2018 to +1.8%
in 2019, before picking up to +2.4% in
2020, mirroring the performances of the
largest economies, Russia and Turkey.

In the Middle East, annual growth is pro-
jected to slow down from +1.3% in 2018
to around +0.5% in 2019, before regain-
ing momentum in 2020 (+1.9%). The
slowdown in 2019 is mainly due to a
sharp contraction by -7% in sanctions-
battered Iran, as well as a marked down-
ward revision in the GCC's growth out-
look (-0.8pp to +1.8%) reflecting the
OPEC+ decision to cut oil production
quotas to stabilize oil prices. The latter
has particularly affected Saudi Arabia,
Kuwait and the UAE. Moreover, the bal-
ance of risks to our forecasts is to the
downside since political risk has in-
creased once again as a result of the
markedly stepped-up conflict between
Iran and the US. In our baseline scenario
we do not expect an outright war be-
tween the two sides, but the risk of policy
miscalculation leading to war, as well as
new proxy wars e.g. in Lebanon, has ris-
en.

Insolvencies to increase by 7% in 2019
and 2020. A higher number of compa-
nies will fail to adjust. We expect seven
out of ten countries to register an in-
crease in corporate insolvencies in 2019
and one of two countries to end 2019
with more insolvencies than posted an-
nually before the 2008-2009 global cri-
sis. The upside trend would be even more
broad-based. Our Global Insolvency In-
dex is forecast to increase by +7%, both
in 2019 and 2020, with a still noticeable
increase in Asia (+15% in 2019), a re-
bound in Europe (+3%) and a gradual
trend reversal in the US by 2020
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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 situa-
tion, 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 ca-
tastrophes, 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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