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Euler Hermes: Spain cautiously taking the bull by the horns

PARIS- 16 OCTOBER 2014 — The Spanish economy is out of recession. Second-quarter growth
surprised on the upside as GDP increased by +0.6% q/q, driven by a rebound in domestic demand
but especially in household spending. These are the key findings of an Economic Insight into Spain by

Euler Hermes, worldwide leader in credit insurance.

The report analyzes the main drivers for the recovery of the Spanish economy, driven by investment
and a less austere 2015 budget, among others. Nevertheless, several bottlenecks persist and prevent

true acceleration:

e More supportive fiscal policy and a continued strengthening of investment should support
activity in the coming months, but consumption growth is expected to slow and net exports’
contribution become broadly flat in 2015.

o Euler Hermes expects Spain GDP to grow by 1.2% in 2014 and by 1.3% in 2015.While net
exports were the main engine of growth in 2012 and 2013 due to improved competitiveness of
the Spanish export sector, export performance should stall in 2014 and 2015. On the other
hand, imports should show positive growth rates in line with domestic demand recovery.

o Euler Hermes expects private consumption to grow to 2% in 2014 and to 1.4% in 2015.

Euler Hermes economic forecasts

Spain weights | 2012 2013 2014 2015
GDP 00% 16 1.2 1.2 1.3
Consumer Spending 58% -2.8 2.1 2.0 1.4
Public Spending 22% -48 -23 13 0.2
Investment 20% 10 -5.1 0.2 1.4
Stocks * 3% -0.3 -0.1 0.2 0.1
Exports 33% 21 4.9 3.0 3.0
Imports 37% -5.7 0.4 4.4 29
Net exports * 3% 2.8 1.6 -0.5 0.1
Current account o -12 8 -4 0
Current account (% of GDP) -1.2 0.8 -0.4 0.0
Employment 43 -28 0.7 0.8
Unemployment rate 248 2641 248 240
Wages 56 3.5 0.5 0.4
Inflation 24 1.5 0.0 0.5
General government balance ** -109  -73 -62 =52
General gov. balance (% of GDP) -10.6 -7.1 -6.0 -5.0
Public debt (% of GDP) 860 939 1005 1048
MNominal GDP b 1029 1023 1031 1048

Change over the period, unless otherwise indicated:

*Contribution to GDP growth
*EUR bn

Sources: IHS Global Insight, National Sources, Euler Hermes



Fiscal policy to support investment

Labor market reforms implemented in 2012 loosened collective wage-setting mechanisms, allowing
high unemployment to exert a downward pressure on wages. This transformed into lower unit labor
costs and, thus, more competitive export prices. Equipment and machinery investments were the first
component of domestic demand to recover and are expected to remain on an upward trend through
2015.

The Spanish government has presented a less austere budget for 2015. While proposing measures to
support growth, it remains committed to narrowing the public deficit to -5.5% of GDP in 2014 and to
-4.2% of GDP in 2015.

Downside risks remain important, notably for corporations

Euler Hermes identified several risks preventing increased acceleration of growth activity. Notably,
deflationary pressures, still very-high financing conditions and political risk related to Catalonian
demands for independence.

Risk 1: Deflationary pressures persist.

Consumer prices fell by -0.5% y/y in August, after registering -0.2% y/y in July. Euler Hermes expects
Spanish inflation to strengthen gradually in the upcoming months following conventional and
exceptional unconventional measures implemented by the ECB, and the end of the collapse in
wages.

However, inflation will remain flat at 0.0% in 2014 and 0.5% in 2015, markedly below the ECB inflation
target (2%).

Risk 2: Financing conditions are still tight.

The global credit crunch may be over, but Spain continues to feel its effects. Without notable inflation
and/or growth, this will still weigh on the pace of recovery for some time.

Risk 3: Political risk related to Catalonia’s potential independence.

Although the risk of Catalan independence seems contained for now, political uncertainty related to
the ongoing battle between the Independence Party and the Spanish state could affect investor
confidence and weigh on the recovery.

The Catalonian sectors that would be most affected are those that are export-oriented and those most
active domestically with the rest of Spain. The automobile and oil refining sectors appear particularly
vulnerable, but also medium-to-high technology industries such as chemicals, electronics and
pharmaceuticals.

All three risks need to be reduced if Spain is to retrieve a growth pace firmly above 1% in the medium
term.

Download the full Economic Insight about Spain at http://www.eulerhermes.com/economic-
research/economic-publications/Pages/economic-insights.aspx
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Euler Hermes is the global leader in trade credit insurance and a recognized specialist in the areas of
bonding, guarantees and collections. With more than 100 years of experience, the company offers
business-to-business (B2B) clients financial services to support cash and trade receivables
management. Its proprietary intelligence network tracks and analyzes daily changes in corporate
solvency among small, medium and multinational companies active in markets representing 92% of
global GDP. Headquartered in Paris, the company is present in over 50 countries with 6,000+
employees. Euler Hermes is a subsidiary of Allianz, listed on Euronext Paris (ELE.PA) and rated AA-
by Standard & Poor’s and Dagong. The company posted a consolidated turnover of €2.5 billion in
2013 and insured global business transactions for €789 billion in exposure at the end of 2013. Further
information: www.eulerhermes.com, LinkedIn or 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
addition to statements which are forward-looking by reason of context, the words "may", "will", "should", "expects", "plans”, “intends",
"anticipates”, "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 (jii) 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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