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EDITORIAL

Algocracy

LUDOVIC SUBRAN

The Paris Motor Show opens in Paris on 1 October 2016. The
timing is right for our special edition on the auto industry.
This year, there are two notable trends. The first is greater
intervention by public policy in market dynamics. The second
is the growing public fascination with the future of the sector
and in particular the autonomous car.

Whether in the United States or China, the United Kingdom
or Spain, public policies will largely fuel the sales engine. Tax
incentives, low interest-rates, and political uncertainty explain
why new car registrations are taking off in some countries
and stagnating in others.

The car remains the symbol of the middle class, and car sales
figures herald a crisis or a recovery. Whether in Argentina or
Iran, in Brazil or Turkey, open the hood and you will know
what the situation is in the country. In parallel, many countries
have opted for greater competition on value chains, reor-
ganizing the automotive market via production.

After a year marked by the obsession with clean cars, fol-
lowing the revelations concerning a major German carmaker,
it would seem that the sector needs to obtain reassurance
by reinventing itself.

There is, therefore, a fascination with the vehicle of the future,
which drives and parks by itself. It is now certain that artificial
intelligence is challenging the auto industry and will very
quickly make it easier to do things that we couldn't do oth-
erwise. Imagine reverse parking!
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Machine Learning and Big Data have already accelerated
knowledge and shaped experience in many sectors, from
the web to the Internet of Things. Robots could even prove
to have singularity as defined by Kurzweil, that is possess ar-
tificial consciousness.

For the car, then, Stephen King was apparently right. We
might be facing a rosy version of Christine. She can go and
fetch the children from school by herself.

The search for the right algorithm, learning in varied road
and weather conditions, and the resolution of legal and in-
surance gaps are all areas for investment by carmakers and
tech firms. Making the user's life easier is essential, especially
since the auto-machine would make better decisions than a
human being.

Increasing parts of our existence are controlled, managed
and regulated by algorithms. Algocracy looms. Asset man-
agement, online sales, entertainment choices, and soon our
cars will be guided by our past choices.

| protest! What about the pleasure of driving, hair in the
wind? Zigzagging on a deserted country road to impress
your passenger? Stalling on slopes? | love driving, and it
would be silly if they took that pleasure (t0o).

ive Commons CCO, Public Domain)
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OVERVIEW

Public bumpers
for the automotive market

YANN LACROIX, LEAD AUTHOR OF THE REPORT

In 2016, the global automotive
market remains divided. On the one
hand, Europe, China, and the United
States will post strong growth. On the
other, India is stagnant, Japan is
floundering and Russia and Brazil
continue their dizzying drop. Public
policies will determine growth in
many markets.

Chart 1: Growth in new car registrations for top markets
year-on-year
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2016-2017: 24 markets all
over the place

Euler Hermes forecasts by market:

1 China. The largest market in the world, China,
aroused concern last year when sales slowed
sharply. The government intervened immedi-
ately and lowered the VAT rate on small and
medium-sized vehicles. This measure, which will
be maintained at least until 31 December 2016,
restored some life to the market, which has re-
turned to an 8% growth rate in 2016. The exam-
ple of the termination of old car-scrapping in-
centives in Europe serves as a reminder that the
end of stimulus measures leads to stagnation or
even a fallin sales. This is an emblematic indica-
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tor of the country's economic health, and we ex-
pect that the stimulus measures will be main-
tained in 2017, due to lobbying by the local
stakeholders. We therefore forecast 5% growth
in 2017, to sales of 24 million vehicles.

2¢ United States. Driven by low-interest rates
and fuel prices, in 2016 the US market is ex-
pected to set a new record of 18 million units
sold, representing 1% growth. In 2017, the end
of this alignment of the planets points to a slight
slackening. Sales were down 2%, to 17.6 million
units.

3 Japan. The Japanese market has zigzagged
for several years, between yen strength and gov-
ernment stimulus packages. The market, still
depressed by the 2015 VAT hike which caused
it to collapse by 14%, is expected to stabilize at
5 million units in 2016 before a moderate 5%
rebound in 2017.

4+ Europe. Growth remains sustained at 5.5%
in 2016, i.e. 15 million units, but 2017 will prob-
ably see a stabilization due to Brexit and the end
of the Spanish fever (end of old car scrapping
incentives, not offset by moderate growth in the
rest of Europe).

v Germany: With 5% growth to 3.35 million
units, the market has regained its medium-term
level. We therefore expect a stabilisation in 2017.
v'France: The market is confirming its recovery,
with 6% growth in 2016 following 7% in 2015.
We expect a market of 2.1 million unitsin 2017,
posting 3% growth.

v ltaly: Given the momentum built up (15%
growth in 2016), the market will nudge 1.8
million units, which is still far from its pre-crisis
level of 2.4 million. In 2017, growth will prob-
ably continue, but at a more moderate 5%
pace.

v Spain: : The planned termination of old car
scrapping incentives at the end of the year will

causeajolt: +11%in 2016, before -10%in 2017,
i.e. T million units.

v United Kingdom: After achieving record sales
of 2.7 million units by mid-2016, the UK market
will slow down towards the end of the year as a
result of Brexit. We expect modest 1% growth this
year, before a sharp contraction in 2017 (-9%).

5e New players. Brazil and Russia continued
their dizzying drops. Brazil will post 1.7 million
new car registrations in 2016, down 19%, in the
wake of its 24% drop in 2015. Russia, for its part,
will see its third year of decline in succession: -
10% in 2014, -36% in 2015, -11% estimated for
2016. India and Turkey, formerly growth drivers,
ran out of steam in 2016, posting +1% and -1%
respectively. Lastly, the new potential in Latin
America, the Middle East, and Asia undoubtedly
offers prospects in the medium term, but their
growth has not stabilized and their markets will
have very contrasting growth patterns.

© Image Allianz 125957117
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A completely carbon-free,
autonomous future: Not
straight away

Ever more enticing announcements seem to
promise a robust future for the carbon-free,
autonomous car. And yet, many question
marks still remain, and investments are still
pending

Health and environmental requirements, scan-
dals surrounding the real level of car emissions,
coercive decisions such as urban traffic restric-
tions, and subsidies for clean vehicles are leading
all the carmakers to become positioned in the
new technologies. These range from hybrids
(which allow driving for a few dozen kilometers,
notably in urban areas, without any pollutant
emissions), to the fully electric vehicle (whether
by battery charging or the use of hydrogen), the
cost and usage of which are still far from match-
ing their engine-powered equivalents. The in-
vestments still needed are substantial, especially
since they are combined with those related to
vehicle autonomy, with the highly commend-
able objective of reducing the number of acci-
dents, making road traffic smoother and making
life easier for the occupants. These car manu-
facturing programs, which will extend over
many years to come, herald the next revolution
for an automotive industry that is more than a
century old. In 2014 alone, these investments
represented an R&D budget of around EUR 45
billion for the European automotive industry, or

8% more than in 2013, which makes the auto-
motive industry the leading industrial sector in
terms of R&D spending, ahead of pharmaceu-
ticals. Moreover, a significant part of these in-
vestments is now made by Silicon Valley firms
like Google, Apple and Microsoft. Accordingly,
the magnitude of the amounts actually devoted
to these road revolution projects is clearly un-
derestimated.

But in fact what is a clean car?

Given the transatlantic difference of opinions
regarding emissions, and the investment re-
quired, it will be a long time before there is an
agreement on the definitions. Whereas, in Eu-
rope, it is CO2 emissions per vehicle that count,
with a view to combatting the greenhouse effect
and global warming, in the United States the
focus is on NOx emissions (fine particles inhaled
by humans) and humans' immediate health.
Technically, a petrol engine emits CO2, but emits
little NOx, whereas a diesel engine emits less
€02, but more NOx. Diesel is a European tradi-
tion which is harder to export, whereas the
Americas and Asia are almost exclusively posi-
tioned in petrol vehicles — only utility vehicles
run on diesel. This difference is a source of com-
plexity in establishing joint rules for automotive
pollution control.

Some countries, especially in Europe, are starting
to express their desire for a complete change
of model, with sales of engine-powered vehicles
(gasoline or diesel) being halted and replaced

Chart 2: Breakdown of R&D spending in the European Union

by sectorin 2014
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by electric vehicles alone. Norway, for example,
has set itself 2025 as the deadline, while Ger-
many aims at 2030. Assuming an average vehi-
cle lifetime of 20 years, Norway and Germany
would have a completely carbon-free fleet by
around 2045- 2050. Analysis of the sales figures
shows that EV registrations depend mostly on
fleets and as yet little — except in cases of very
significant subsidies — on private customers. It
is likely to be a long time yet before a carbon-
free vehicle fleet is achieved, and substantial
long-term financing will be required for R&D
and industrial investment.

Feeling the way to autonomy

The autonomous car is a robot (artificial intelli-
gence) which can analyze the situation and drive
without human intervention. Its introduction
will be sequential (use gradually extended to
various road conditions, for example). Safety
and comfort equipment should be ready by next
year and should be more reliable especially with
regard to connectivity. But many stages still re-
main before the driver can be delivered a vehicle
without a steering wheel, without pedals and
equipped with a TV set by way of a dashboard.
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Global automotive production
in millions of units (PVs and CVs)
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The technologies and the legal liability rules are
still in the concept phase. Lastly, it remains to
be demonstrated that users will accept becom-
ing passive.

So the revolution has been launched, but with
1 billion passenger cars on the road, several
decades will be needed to obtain clean, auto-
nomous vehicles for all.

Agility and patience,
necessary virtues for
carmakers

Growth in global automotive production slowed
toaround 2%in 2015 and 2016 and is expected
to fall to 1% in 2017. This slowdown, far from
the 3% post-crisis annual growth, requires that
carmakers: (i) be present in the main growth
markets while adapting their facilities to the
sometimes erratic changes in those markets;
(ii) provide a product offering which moves
every day closer to regional needs, from ultra-
low-cost for some emerging countries to the
development of upmarket vehicles (with high
value added) to finance heavy investment in
new technologies; and (iii) continue to locate
their production facilities where costs are lowest,
especially for entry-range vehicles.

Automotive production by the yardstick of
future consumption

Between 2007 and 2015, China's production in-
creased by 176% to 24 million units, India's by
83%t0 2.5 million (20% are exported), and Mex-
ico's by 70% thanks to the United States, to which
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Chart 4: Growth in automotive production
by country, 2007- 2015
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80% is exported. Mexico symbolizes the advent
of the 'factory country', where labor is cheap
and the consumer is nearby. In Europe too, the
competitiveness shock in some countries has
reshuffled the cards and led to production trans-
fers from formerly industrialized countries to
the low-cost countries, mainly in the East and
more recently in the South. For example, due
to their carmakers' strong positioning in small
models, France and ltaly have experienced pro-
duction declines of 35% and 21% respectively in
volume terms. These changes are not ended:
new markets and price competition at the doors
of the consumer countries will mean further re-
location of production lines, which have become
more agile.

Apart from a mere cost perspective, the devel-
opment of new product ranges, differentiated
(SUV or 4WDs) or positioned (premium), makes
it possible to maintain satisfactory production
volumes in high-cost regions. Carmakers' prod-
uct strategies and regional competitiveness
agreements can enable the automotive industry
to remain competitive and profitable while in-
vesting for the future. m
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Car manufacturing in 2016:

Automotive
risk map
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What are the risks?
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CHINA

Tax break to continue

In order to boost a slowing automotive mar-
ket, in September 2015 the Chinese
government halved the tax on pollutant
emissions from 10% to 5% for bottom-of-
range and mid-range vehicles

Sales then rebounded sharply, and a sales vol-
ume exceeding 21 million units was posted. This
tax measure was extended until end-2016 and
the market continued its rebound, posting 8%
growth to around 23 million vehicles. This ad-
vantageous tax system enabled the Chinese
brands to look for consumption among less af-
fluent households. In the past three years, these
gained four percentage points of market share,
reaching 43% in 2016. Success is due not only
to far lower prices, but also to a product offering
that is renewed rapidly and positioned on
crossovers and SUVs which the Chinese are very
fond of (sales growth of 50% and 18% respec-
tively).

Chart 5: Growth in the number of new car

registrations in China
year-on-year, in million of units
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Itis almost certain that these incentives will
be continued in 2017

So as not to penalize a strategic sector for Chi-
nese growth, the authorities will extend this tax
loophole driving the market at a growth rate of
5%, i.e. to achieve 24 million units in 2017.
Growth will come mainly from the hinterland
regions, while the coastal cities, heavily polluted,
are increasingly subjected to registration and
traffic restrictions. These regions are the pre-
serve of the Chinese carmakers. If the tax re-
duction were not extended, we anticipate a mar-
ket contraction of between -5% and -10%.

Forced development of the electric car

In order to combat rampant pollution, the au-
thorities are introducing restrictions and incen-
tives. Firstly, the purchase of a new vehicle in
Beijing or Shanghai is subject to a prior lottery,
and this extends the purchase time to several
years, except for an electric vehicle. Next, the
incentives can amount to as much as EUR
15,000 (central government and regional aids
combined) for the purchase of an electric car
manufactured by a Chinese carmaker. While it
is indisputable that sales of electric cars will in-
crease, their market share remains limited. m

Sales growth
in China

+8%

In2016

Euler Hermes

Chart 6: Market share by origin of carmakers
in China
as%

61%

Sources: CCAM, Euler Hermes

58%

57%

42% 43%

. 2016
l2015
lZOM

China

38%

Others



Euler Hermes

UNITED STATES

Interest rates and fuel prices positive
for the market, not for energy transition

This year the US market is expected to beat
its sales record, at 18 million units, follow-
ing 17.8 million last year

The oil counter-shock and the indefinite post-
ponement of US interest-rate hikes will have
borne fruit. Loan durations extended to more
than six years and an obvious oil dividend for
purchasing power are supporting the automo-
tive market in its seventh year of growth. With
these exceptional boosters likely to end soon,
we are bound to anticipate a slight market con-
traction by 2% to 17.6 million units in 2017.

Light utility vehicles (LUVs) are on a roll
Large pickups and SUVs, petrol-guzzling sym-
bols of Made in America, are back in force. They

account for almost 60% of the market and offer
big margins for the carmakers. Thanks to the
success of these locally assembled LUVs, US au-
tomotive production will reach 12 million vehi-
cles this year, i.e. double the 2009 level, and a
level identical to that of the early 2000s.

The Google Car, symbol of a revolution?
With no steering wheel, no accelerator and no
brake, this technological gem launched in 2015
on the roads of California is now capable of trav-
eling without a driver from a point A to point B
without human intervention. Automotive indus-
try and high-tech players, as well as the govern-
ment, plan to devote USD 4 billion to au-
tonomous cars over the next ten years.

© Image Allianz 1196149462
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Chart 7: Growth in the number of new car

registrations in the United States
year-on-year, in million of units
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Chart 8: Sales breakdown between PVs + LUVs
in the United States
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NB: PV: passenger vehicle, LUV: light utility vehicle of the crossover,
4WD or pick-up type

Pending this revolution, US automotive
manufacturers have posted earnings that
are satisfactory but very closely tied (80%)
to the North American continent
Restructuring operations and the upturn in the
European market could go hand-in-hand with
some profits after years of losses, while South
America is disappointing against the backdrop
of the Brazilian crisis. Following 0.6% revenue
growth, we expect 3% growth in 2016 and 1%
in 2017.The operating profit margin, for its part,
will be in the 4.6% range. m
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JAPAN

Zigzagging market for carmakers

A market that is still as volatile, with sales
fluctuating between 4 and 6 million units
over the past ten years

The Japanese government has decided to put
off until 2019 the VAT hike scheduled for April
2017, since the market still has great difficulty
withstanding the hike of April 2015. However,
the market is expected to post flat new car reg-
istrations in 2016, after a drop of more than 14%
in2015.2017 could surprise on the upside, with
5% growth to 5.3 million units. The Japanese
market is still as closed (94% share for Japanese
carmakers) due to various technical and cus-
toms barriers, so these fluctuations have no im-
pact on the global market.

The archipelago of global giants: Toyota and
Mitsubishi 2.0

While Toyota oscillates between No. 1 and No.
2 in the world for the number of units sold, the
announced partial takeover of Mitsubishi by Nis-
san (also an ally of Renault-Dacia) could mean
that the latter group with also be in the race for
the leading positions. They would automatically
marginalize the other Japanese carmakers of
more modest size, and this would favour major,
innovative investments.

Such clout would enable the Japanese automo-
tive industry to post an operating profitability
ratio close to that of the premium makes. In
2016 and 2017, revenue is forecast to grow by
6.5% and 4.5% (6.9%in 2015) and the operating
profit margin is expected to be 7.4% and 7.2%
respectively.

All-electric or all-hydrogen?

Limited mileage and a shortage of recharging
infrastructure put a cap on the electric vehicle's

12
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Chart 9: Growth in the number of new car

registrations in Japan
year-on-year, in million of units
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performance to that of conventional engine-

powered vehicles. m Sources: Jama, Euler Hermes forecasts
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Table 1: Revenue and profit margin trends in Japan

Japan 2011 2012 2013 2014 2015  2016f 2017
(Rf)vgrOWth 10%  19%  124%  196% 69%  65%  45%

%prommargi” 42%  29%  54%  73%  76%  74% 1%

Sources: Toyota, Honda, Nissan, Mazda and Mitsubishi companies, consensus, Euler Hermes
forecasts

(1) Revenue growth relative to prior year

(2) Op profit margin: Operating profit relative to revenues

© Image fast-807640 (Pixabay under Creative Commons CCO, Public Domain)
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EUROPE

Driving growth?

The European market will grow 5.5% in
2016 to around 15 million units. All the
countries are in positive territory this year
In 2016 all European countries will contribute
to this new growth year, the third in a row. Italy
and Spain continue their catch-up, with sales
growing by 10%, although still below their pre-
crisis level. France and Germany are doing better
and should (at last) regain their pre-crisis level,
with sales growth of 6% and 5% respectively.
Lastly, in the United Kingdom, new car registra-
tions will peak at around 2.6 million units.

In 2017, the British and Spanish engines will
experience some misfiring, forcing sales to
stagnate in Europe

While the trend for the past three years sug-
gested that the level of 15.5 million unit sales
could be regained in 2017, Brexit and Spain's
announcement of the end of its old car scrap-
ping incentives have disrupted this recovery sce-

15 millions
carssoldin2016

nario. Italy (+5%), France (+3%) and many pe-
ripheral countries will continue to forge ahead,
while the United Kingdom is expected to lose
9% of sales, or 205,000 units, and Spain 10%, or
100,000 units. Against this backdrop of a market
slowdown, there will be even more intense com-
petition between producer countries, which via
competitiveness agreements will be awarded
contracts for new models and will ensure vol-
ume production, and designer countries, which
will offer the best product ranges and the best
technologies in line with end-customer expec-
tations. Margins, meanwhile, restored thanks to
low oil and steel prices, are likely to be put under
pressure. m

©Imagepersenal-943879 (Pixabaylunder Creative Commons CCO, Rublic Domain)
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Chart 10: Market share by origin of carmakers
in Europe
as%
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Chart 11: Growth in the number of new car

registrations in Europe
year-on-year, in million of units
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Chart 12: Change in CO2 emissions by vehicle
in Europe
in grams per kilometer
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Source: Environment European Agency
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The UK and Spain

Brexit and the end of the Spanish miracle

The first Brexit effect on the automotive
sector

A fall in household confidence and purchasing
power is expected to push sales down by 9% in
2017. Further out, the country is faced with nu-
merous challenges in renegotiating trade agree-
ments with the European Union and with the
50 countries with which it has an agreement
via the EU.

In 2015, the UK automotive industry's exports
were worth EUR 46 billion, of which 43% to the
European Union. This dependence is mutual:
the United Kingdom imports motor vehicles and

Chart 13: Growth in the number of new car
registrations in the United Kingdom and in
Spain

year-on-year, in million of units

—— United Kingdom (left-hand axis) —— Spain (right-hand axis)
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parts worth EUR 70 billion, mainly from Germany
(EUR 29 billion) and France (EUR 4 billion).
Agentlemen's agreement favorable to both par-
ties is envisaged, but this will take time. Note
too that, in the long run, if the renewed com-
petitiveness hoped for by exiting the EU is to be
achieved, notably through a more aggressive
industrial policy, the automotive industry will be
in the limelight. Since most British makes are
now owned by foreigners, this industry will have
to give reassurance and demonstrate its poten-
tial if it wants to attract investments.

9%

(0)
dropinthe
UK market

in2017

Spain faces the end of the old car scrapping
incentives in place since 2012
The Spanish market, kept on life support for
more than four years, has gradually regained
some momentum, reaching more than one mil-
lion units at end-2015 and 1.1 million (pro-
20 jected) at end-2016. However, the market, which
B collapsed from 1.5 million units in 2008 to less
than 0.7 million in 2013, has never regained its
18 pre-crisis volumes. The announced termination
of these incentives, worth EUR 2,000 per vehicle,
will lead to a major slowdown in automotive
sales in 2017. We expect a surge in sales this
15 year, at the cost of a steeper fall next year, by
around 10%. Production, which is very export-
oriented (86%), should remain stable. With its
13 competitiveness agreements on working hours
and pay, Spain has become established as the
second-largest European producer, with around
2 million cars produced this year. m

Chart 14: Growth in the number of vehicles
exported, Spain

year-on-year, in million of units
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France
Things are going better

+67%

in2016

The French market has gathered momen-
tum

Following 7% growth in 2015, it is expected to
grow by 6% in 2016, before slowing to 3% in
2017. By then it will reach around 2.1 million
units, the standard level for renewal of the car
fleet. The continuous fall in sales of diesel vehi-
cles (53% of total sales in 2016, versus 73% in
2012) is likely to gather momentum due to
stricter pollutant emission requirements and
the extra costs this will entail. The electric car,
for its part, still represents only 1.1% market
share in the first five months of 2016, versus
0.9% for full-year 2015.

Chart 15: Growth in the number of new car

registrations in France
year-on-year, in million of units

il

24
2.3
2.2

1o 06 07 08 09 10 11

12 13 14 15 |16, 17,

Economic Outlook no. 1228 | September 2016 | Special Report

Chart 16: Automotive sector exports by destination

in 2015
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Automotive production, for both passenger
vehicles and light utility vehicles, likewise
recovered in 2016, posting 10% growth to
1.65 million units

However, this production level is still nearly two
times less than its level of 10 years ago. This
good news regarding production will be short-
lived: entry-range models will probably continue
to be produced mostly in low-cost countries.

Germany

Spain

Belgium

United Kingdom
Italy

The value of trade by France's automotive
sector with the United Kingdom is around
EUR 4 billion, or around 10% of total trade
French imports from the United Kingdom rep-
resent only EUR 1.9 billion. At present, the ques-
tion concerns movements in the euro/pound
sterling exchange rate, which is adversely af-
fecting British demand and the profitability of
the UK market for the French carmakers (which
do not directly have a local production plant).
Pricing power is weak, and a rise in selling prices
would immediately penalize market share to
the benefit of local producers. m

Profit margin differential between German
and French carmakers

The German carmakers post
operating profit margins of
around 7% when those of
French groups are in the vicinity
of 4%.

petitiveness agreements.

French carmakers have regained a satis-
factory level of profitability through a re-
newal of their product ranges and com-

The gap still persists due to:

(ii) global market diversification which
serves as a growth driver; and

(iii) returns on past investments, thanks
to high profitability, continually, over the
past six years.=

(i) the German advantage in terms of

quality (and hence price)

Table 2: Revenue and profit margin trends in France and Germany

France 2011 2012 2013 2014 2015, 2016; 2017;  Germany 2011 2012 2013 2014 2015, 2016; 2017
Revenue Revenue
growth (1) 6.4% -4.4% -2.8% -15% 7.9% 50% 3.0% growth (1) 17.4%14.7% 1.9% 55% 102% 6.0% 4.0%
Op profit : . Op profit
margin (2) 19% -4.6% -1.5% 1.5% 42% 4.4% 4.5% margin (2) 84% 13% 7.0% 7.6% 4.0% 7.0% 7.3%

Sources: Volkswagen, Daimler et BMW groups, consensus, Euler Hermes forecasts

Sources: CCFA, Euler Hermes forecasts (1) Revenue growth relative to prior year (2) Op profit margin: Operating profit relative to revenues
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Germany
Cleanerthan clean

+57%

in2016

The German market will post 5% growth to
3.35 million units this year

This is a return to a record level. We estimate
that the prospects for 2017 will be more mod-
erate, with growth limited to 1%, i.e. 3.4 million
vehicles. In contrast with other markets, the
share of diesel continues to increase, accounting
for 49.6% of sales in the first half of 2016, versus
48% for 2015. Lastly, note that Germany recently
introduced (on 2 July 2016) a 4,000 Euro subsidy
for the purchase of electric vehicles, and a 3,000
Euro subsidy for rechargeable hybrids. Ulti-

Chart 17: Growth in the number of new car

registrations in Germany
year-on-year, in million of units
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Chart 18: Exports in the automotive sector by destination in 2015
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mately, these amounts are still small as the mar-
ket share of electric vehicles was still less than
0.4%in 2015.

Germany is still by far the leading European
automotive producer, with a volume of 5.8
million units, more than 80% exported
German carmakers' sales did not really suffer
from the Volkswagen scandal, but the German
automotive industry has nevertheless changed
policy regarding emission control. The CO2
emission targets for 2020 will be hard to
achieve, but the rapid development of recharge-
able hybrid engines (necessary to reduce the
pollution level of powerful saloons and SUVs)
and numerous EV projects should make it pos-
sible to obtain this "green” label.

The United Kingdom ranks second, after
the United States, with EUR 29 billion
exported, out of 220 billion for the automo-
tive sector

The United Kingdom's automotive imports rep-
resent only EUR 4.4 billion. Germany appears
potentially very sensitive to the consequences
of Brexit. Although the premium segment
should be able to raise its prices without any
problem, a recession would probably affect the
export market drivers in 2017. m

Chart 19: Average CO2 emissions per carmaker
in 2015 and 2020 target
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The BRITs

(Brazil, Russia, India, Turkey)

Disappoint

In Russiain 2016

Brazil and Russia at the bottom of the
trough

The dramatic fall of the Brazilian and Russian
markets has been surprising: new car registra-
tions have been halved in less than four years.
In Brazil, following a 24% decline in 2015, we
expect a further 19% decline in sales in 2016
and a slight rebound in 2017 by 5%. In Russia,
the collapse (36% sales decline in 2015) is ex-
pected to be milderin 2016, at-11%, witha 12%
growth recovery in 2017. These two erratic mar-
kets remain strategic for the carmakers, which
see long-term growth prospects there. Financial
strength and manufacturing flexibility are nec-
essary to adapt to such volatility.

India and Turkey on engine braking

India and Turkey are facing a severe slowdown,
with sales practically stable in 2016. India will
post only 1% growth in new car registrations,
after 10% growth in 2015 and before picking up
to 5% in 2017. Despite its population of more
than one billion inhabitants, only two million
vehicles are sold per year. The carmakers are
trying to boost growth in this market with nu-
merous ultra-low-cost vehicle offerings. And
yet, a still-low household purchasing power and
limited road infrastructure suggest that India
will not take over from China within the next
several years. In Turkey too, 2016 will be marked
by a slight 1% contraction in sales. Recent events
such as the failed military coup attempt are not
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Chart 20: Growth in the number of new car registrations, Brazil,
Russia, India and Turkey
year-on-year, in million of units
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(o)
conducive to a rapid pickup in sales. The trend + 1 /o

remains positive and we believe that the market

could recover to +7%in 2017. Like India, Turkey N lnd lad nd
still remains a small market, of around 700,000 ‘I 0/
sales, but with high potential in the medium - (0]

term. m in Turkey in 2016
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New

After Iran, which emerging market
garmarkets will reach one million new car
2016 registrations?
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for recovery by Asian carmakers

Everyone wants
their piece
of the pie

2015

2016, 2017,

- PHILIPPINES

0.12 0.13 0.15

Pl SAUD| ARABIA

0.67
2015 2016, 2017,

\ ‘ﬁ‘

USRS

:IND ; High potential
for a country of

A decline 110 million

along with inhabitants
oil prices

2015

2016 2017

In reverse
gear

Return to
more stable
conditions

19



Economic Outlook no. 1228 | September 2016 | Special Report Euler Hermes

Economic Research - | I Economic
Euler Hermes Group E,“"",‘f'v"" | Outlook
f n0.1223

Economic Outlook

Let the Sector

Around the
games begi

in eight

and other
pu blications of global growth

The 7 dwarfs

Already issued:

no. 1207 B Business Insolvency Worldwide
Insolvency World Cup 2014: Who will score fewer insolvencies?

no. 1208-1209 B Macroeconomic, Country Risk and Global Sector Outlook
Growth: A giant with feet of clay

no.1210 B Special Report
The global automotive market: Back on four wheels

no.1211-1212 B Business Insolvency Worldwide

Arotten apple can spoil the barrel

Payment terms, past dues, non-payments and insolvencies:
What to expectin 2015?

no. 1213 B Special Report
International debt collection:The Good, the Bad and the Ugly

no. 1214 B Macroeconomic and Country Risk Outlook
Overview 2015: Not such a Grimm tale but no fabled happy
ending

no. 1215 B Special Report

Global trade: What's cooking? Introducing twelve countries’
recipes for boosting exports

no.1216 B Macroeconomic, Country Risk and Global Sector Outlook
Focus on the signal and ignore the noise

no.1217-1218 B Macroeconomic, Country Risk and Global Sector Outlook
Riding into risks or recovery?

no. 1219 B Special Report
Auto market - a live wire

no. 1220-1221 B Business Insolvency Worldwide
The insolvency U-turn

no. 1222 B Macroeconomic and Country Risk Outlook
The 7 dwarfs of global growth

no. 1223 B Global Sector Outlook
Let the Sector games begin

no. 1224-1225 B Special Report
Around the World in eight maps

no. 1226- 1227 B Macroeconomic and Country Risk Outlook
The Price of Growth

no. 1228 B Special Report
Public bumpers for the automotive market

To come:

no. 1229 B Special Report

20



Euler Hermes

The
Economic

& www.youtube.com/

@www.eulerhermes.com/economic-research

mThree Asian Tigers caughtin a (Chinese) Typhoon »August 2016

mThe Olympics: A false (economic) start for Brazil »July 2016

mWorldwide DSO: Paying the penalty for low growth »July 2016

mBrexit: What does it mean for Europe and the world? »May 2016

mBrazil did not need more drama right now »May 2016

minsolvencies are back: Keep an eye on the domino effect »April 2016

mWhy is global growth a FLOP(s)? »April 2016

mSwitzerland: Modest export restartin 2016 while survey signals further
growing export risks »April 2016

mOil prices: Time for (nasty) second-round effects? »March 2016

mPayment Behavior Index (PBI) shows deteriorating conditions February 2016

Industry
Report

& www.eulerhermes.com/economic-research

mUS Oil »February 2016

mUS Retail »January 2016

mUS Household equipment »February 2016
MFrance agrifood »November 2015

mUS agrifood »November 2015

BmCermany agrifood »October 2015
mConstruction in Germany »October 2015
mUS Auto Industry Outlook »September 2015
mUS Steel Industry Outlook»July 2015

Economic Outlook no. 1228 | September 2016 | Special Report

Y
Export Risk

& www.eulerhermes.com/economic-research

June 2016 updates

& www.eulerhermes.com/economic-research

mUnited Kingdom mCzech Republic mSenegal
MFinland (upgrade) mGermany mSlovak Republic
MRomania (upgrade)  MHungary mSouth Korea
mSerbia (upgrade) MJapan EWTanzania
MWBulgaria mKuwait BUAE

mBurkina Faso EMorocco mUruguay
mChina mNew Zealand mUnited States
mCongo DR ENigeria mVietnam
mCosta Rica HWPeru

mCote d'lvoire mPortugal

& www.eulerhermes.com/economic-research

MAeronautics Technologies

mAgrifood EMachinery & Equipment
WAutomotive EMetal

mChemicals MWPaper

mConstruction WPharmaceuticals
EMEnergy HRetail

mHousehold Equipment HWTextile

mInformation & Communication MTransportation

21


http://www.eulerhermes.com/economic-research/country-risks/Pages/country-reports-risk-map.aspx
http://www.eulerhermes.com/economic-research/country-risks/Pages/country-reports-risk-map.aspx
http://www.eulerhermes.com/economic-research/economic-publications/Pages/economic-insights.aspx
http://www.eulerhermes.com/economic-research/economic-publications/Pages/economic-insights.aspx
http://www.eulerhermes.com/economic-research/economic-publications/Pages/Weekly-Export-Risk-Outlook.aspx
http://www.eulerhermes.com/economic-research/sector-risks
http://www.eulerhermes.com/economic-research/sector-risks

Economic Outlook no. 1228 | September 2016 | Special Report

Subsidiaries

Registered office:
Euler Hermes Group

1, place des Saisons
92048 Paris La Défense - France
Tel:+33(0) 184115050

www.eulerhermes.com

22

»Argentina

Solunion

Av. Corrientes 299
C1043AACCBA,

Buenos Aires

Phone: +54 1143209048

»Australia

Euler Hermes Australia Pty Ltd
Allianz Building

2 Market Street

Sydney, NSW 2000
Tel.:+61282585108

»Austria

Acredia Versicherung AG
Himmelpfortgasse 29

1010 Vienna
Phone:+43501021111

Euler Hermes Collections GmbH
Zweigniederlassung Osterreich
Handelskai 388

1020 Vienna

Phone: +43 19022714000

»Bahrain
Please contact United Arab Emirates

»>Belgium

Euler Hermes Europe SA (NV)
Avenue des Arts — Kunstlaan, 56
1000 Bruxelles

Phone: +3222893111

»Brazil

Euler Hermes Seguros de Crédito SA
Avenida Paulista, 2.421 — 3° andar
Jardim Paulista

SaoPaulo/SP01311-300

Phone: +55 113065 2260

»Bulgaria

Euler Hermes Bulgaria
2, Pozitano sq.

“Perform Business Center”
Sofia, 1000

Phone: +3592 890 1414

»Canada

Euler Hermes North America Insurance
Company

1155, René-Lévesque Blvd West

Suite 2810

Montréal Québec H3B 2L.2

Phone: +1514 876 9656 / +1 877 509 3224

»Chile

Solunion

Av. Isidora Goyenechea, 3520
Santiago

Phone: +56 2 2410 5400

»China

Euler Hermes Consulting (Shanghai) Co.,
Ltd.

Unit 2103, Taiping Finance Tower, N°488
Middle Yincheng Road, Pudong New Area,
Shanghai, 200120

Phone: +86 21 6030 5900

»Colombia
Solunion

Calle 7 SurNo. 42-70
Edificio Forum Il Piso 8
Medellin

Phone: +57 444401 45

»Czech Republic

Euler Hermes Europe SA
organizacnislozka
Molakova 576/11

18600 Prague 8

Phone: +420266 109511

»Denmark

Euler Hermes Danmark, filial of
Euler Hermes Europe S.A. Belgien
Amerika Plads 19

2100 Copenhagen O

Phone: +45 88 333388

»Estonia
Please contact Finland

»Finland

Euler Hermes SA
Suomen sivuliike
Mannerheimintie 105
00280 Helsinki

Phone: +358 10 850 8500

»France

Euler Hermes France SA
Euler Hermes Collection
Euler Hermes World Agency
1, place des Saisons

F-92048 Paris La Défense Cedex
Phone: +33 184115050

»>Germany

Euler Hermes Deutschland
Niederlassung der Euler Hermes SA
Friedensallee 254

22763 Hamburg

Phone: +49 40 8834 9000

Euler Hermes Aktiengesellschaft
GaastralRe 27

22761 Hamburg

Phone: +49 40 8834 9000

Euler Hermes Collections GmbH
Zeppelinstr. 48

14471 Postdam

Phone: +4933127890 000

Euler Hermes Rating GmbH
Friedensallee 254

22763 Hamburg

Phone: +4940 8 34 640

»>Greece

Euler Hermes Hellas Credit Insurance SA
16 Laodikias Street & 1-3 Nymfeou Street
Athens Greece 11528

Phone:+3021069 00 000

»Hong Kong

Euler Hermes Hong Kong Services Ltd
Suites 403-11, 4/F - Cityplaza 4

12 Taikoo Wan Road

Taikoo Shing

Hong Kong

Phone: +852 3665 8901

Euler Hermes

»Hungary

Euler Hermes Europe SA
Magyarrorszagi Fioktelepe
Kiscelliu. 104

1037 Budapest

Phone: +36 1453 9000

»>India

Euler Hermes Services India Pvt. Ltd
5th Floor, Vaibhav Chambers

Opposite Income Tax Office

Bandra Kurla Complex

Bandra (East)

Mumbai 400051

Phone: +9122 6623 2525

»>Indonesia

PT Asuransi Allianz Utama Indonesia
Allianz Tower 32nd floor

Credit Insurance Division

Kawasan Kuningan Persada

Super block 2

JIn. H.R. Rasuna Said,

Jakarta Selatan 12980

Phone: +62 212926 8888

»ireland

Euler Hermes Ireland
Allianz House

Elm Park

Merrion Road

Dublin4

Phone: +353 (0) 1518 7900

»Israel

ICIC

2, Shenkar Street
68010 Tel Aviv

Phone: +97 23 796 2444

»Italy

Euler Hermes Europe SA
Rappresentanza generale per I'ltalia
Via Raffaello Matarazzo, 19

00139 Rome

Phone: +39 06 8700 7420

»>Japan

Euler Hermes Japan Branch Office
10th Fl., New Otani Garden Court,

4-1 Kioi-cho, Chiyoda-ku,

Tokyo 104-0094

Phone: +81 335385403

»Kuwait
Please contact United Arab Emirates

»Latvia
Please contact Finland

»Lithuania
Please contact Finland

»Malaysia
Euler Hermes Malaysia Branch
Level 28, Menara Allianz Sentral
Jalan Tun Sambanthan,
50470 Kuala Lumpur
Phone: +603 22721387




Euler Hermes

»Mexico

Solunion

Torre Polanco

Mariano Escobedo 476, Piso 15
Colonia Nueva Anzures

11590 Mexico D.F.

Phone: +52 555201 7900

»Morocco

Euler Hermes Acmar

37, bd Abdelatiff Ben Kaddour
20050 Casablanca

Phone: +212522790330

»The Netherlands

Euler Hermes Nederland

Pettelaarpark 20

P.0.Box 70751

5201CZ's-Hertogenbosch

Phone: +31(0) 7368899 99 /0800 385 37 65

Euler Hermes Bonding
De Entree 67 (Alpha Tower)
P.0.Box 12473

1100 AL Amsterdam

Phone: +31 (0) 20 696 39 41

»New Zealand

Euler Hermes New Zealand Ltd
Tower 1, Level 11

205 Queen Street

Auckland 1010

Phone: +64 93542995

»>Norway

Euler Hermes Norge
Holbergsgate 21
P.0.Box 6875

St. Olavs Plass
01300slo

Phone: +4723256000

»Oman
Please contact United Arab Emirates

»Panama
Please contact Solunion Mexico

»Peru
Please contact Solunion Colombia

»>Philippines
Please contact Singapore

»Poland
Towarzystwo Ubezpiecze
Euler Hermes SA

Al. Jerozolimskie 98
00-807 Warsaw

Phone: +48 22 363 6363

»Portugal

COSEC Companhia de Seguro de
Créditos, SA

Avenida da Republica, n® 58
1069-057 Lisbon

Phone: +351217913700

»Qatar
Please contact United Arab Emirates

»Romania

Euler Hermes Europe SA Bruxelles
Sucursala Bucuresti

Str. Petru Maior Nr.6

Sector 1

011264 Bucarest

Phone:+4021302 0300

»>Russia

Euler Hermes Credit Management 000
Office C08, 4-th Dobryninskiy per., 8

Moscow, 119049

Phone: + 7495981 28 33 ext.4000

»Saudi Arabia
Please contact United Arab Emirates

»Singapore

Euler Hermes Singapore Services Pte Ltd
12 Marina View

#14-01 Asia Square Tower 2

Singapore 018961

Phone: +65 6589 3700

»Slovakia

Euler Hermes Europe SA, poboka
poist'ovne z ineho clenskeho statu
2012: Plynarenska 7/A

82109 Bratislava

Phone: +421258280911

»South Africa

Euler Hermes - South Africa
The Fris

32A Cradock Avenure
Rosebank 2196

Phone:+27 1059348 01

»South Korea
Euler Hermes Korea
Rm 1700, 17/F Jongro Tower Building, 6,
Jongro 2-Ga, Jongro-Gu
Seoul 110-789

Phone: +8227338813

»Spain

Solunion

Avda. General Peron, 40
Edificio Moda Shopping
Portal C, 32 planta

28020 Madrid
Phone:+34 915813400

»SriLanka
Please contact Singapore

»Sweden

Euler Hermes Sverige filial
Ddbelnsgatan 24

Box 729

101 34 Stockholm

Phone: +46 8 555 136 00

»Switzerland

Euler Hermes SA

Zweigniederlassung Wallisellen

Euler Hermes Reinsurance AG
Richtiplatz 1

8304 Wallisellen

Phone: +4144283 6565

Phone: +4144 283 65 85 (Reinsurance AG)

»Taiwan
Euler Hermes Taiwan Services Limited
Phone: +886 2 5550 0590

»Thailand
Allianz C.P. General Insurance Co., Ltd
323 United Center Building
30" Floor

Silom Road

Bangrak, Bangkok 10500
Phone: +66 (0)2 264 8612

»>Tunisia
Please contact Italy

»Turkey

Euler Hermes Sigorta A.S.
Buytikdere Cad. No:100-102
Maya Akar Center Kat: 7 Esentepe
34394 Sisli / Istanbul

Phone: +902122907610

Economic Outlook no. 1228 | September 2016 | Special Report

»United Arab Emirates
Euler Hermes

c/o Alliance Insurance PSC
501, Al Warba Center
P.0.Box 183957

Dubai

Phone: +97142116000

»United Kingdom
Euler Hermes UK

1 Canada Square

London E14 5DX

Phone: +442075129333

»United States

Euler Hermes North America
Insurance Company

800 Red Brook Boulevard
Owings Mills, MD 21117

Phone: +1877 8833224

»Uruguay
Please contact Argentina

»>Vietnam
Please contact Singapore




Euler Hermes Economic Outlook
is published monthly by the Economic Research Department
of Euler Hermes Group

1, place des Saisons, F-92048 Paris La Défense Cedex
e-mail: research@eulerhermes.com - Tel.: +33 (0) 184 11 50 50

This document reflects the opinion of the Economic Research Department of Euler Hermes Group.
The information, analyses and forecasts contained herein are based on the Department's current
hypotheses and viewpoints and are of a prospective nature. In this regard, the Economic Research
Department of Euler Hermes Group has no responsibility for the consequences hereof and no

liability. Moreover, these analyses are subject to modification at any time.

www.eulerhermes.com

Economic
Outlook

A Avec Ecofolio
. ANDROID APP ON E: fwailabie an the You ‘ papiers  tous les pepiers
| 4 GOOS[Q play App S‘I.ﬂre Tuhe se recyclent.




