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Euler Hermes Study: A two-speed global automotive market,
challenges for the future
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The global automotive market remains divided in 2016: Europe, China and the U.S. experience
strong new vehicle registration growth while India marks time, Japan slips, and Russia and
Brazil continue to nosedive. Public policies (tax incentives, monetary policy, political risks) will
dictate the dynamics of many markets.
Despite good results, manufacturers are stuck between slowing production (+2% in 2016 and
+1% in 2017) and huge investment requirements for a carbon-free, autonomous future.

PARIS – 13 SEPTEMBER 2016 - Euler Hermes, the world leader in trade-credit insurance, published
its latest study on the automotive sector ‘Public bumpers for the automotive market’. It provides
forecasts for sales growth, as measured by registrations, for 2016 and 2017, and outlines various
challenges facing the automotive market.
A two-speed global automotive market in 2016
Russia and Brazil are out of the race, India and Turkey are slowing, Japan is slipping
In 2016, the economic and political uncertainty in emerging countries is having a direct effect on the
automotive market.
"The continued decline in Brazilian markets (-19% in 2016) and Russia (-11%) is very sharp, with
registrations down by 50% in less than four years. The oil counter-shock, the funding crisis and political
uncertainties are expensive for both Russia and Brazil. Both are still in recession, as are their
automobile markets,” says Ludovic Subran, chief economist at Euler Hermes.
New vehicle registrations in India (+1%) and Turkey (-1%) have slowed in 2016.
"Despite a population of more than one billion, only 2 million vehicles are sold in India per year.
Manufacturers are trying to grow the market with an ultra low-cost offer, but are hampered by low
household purchasing power and limited road infrastructure,” explains Yann Lacroix, sector advisor at
Euler Hermes.
In Turkey, political instability has created a climate of uncertainty, which does not bode well for a sales
recovery.
In Japan, the automotive market has been volatile for several years for several reasons, from the price
of the yen to economic stimuli. After a -14% fall in 2015, following a VAT increase, Japanese
registrations are expected to stabilize in 2016. Sales growth might even be on the horizon for 2017 due
to the postponement to 2019 of the VAT hike initially scheduled for April 2017.
Europe moves up a gear, things heat up in the US, and China puts its foot back on the gas.
2016 will be the third consecutive year of sales growth in the European car market, with a potential of
+5.5% . All European countries will contribute to the region’s sound performance.
"Italy and Spain are still playing catch-up, with sales up +10%, though this is still below pre-crisis
levels,’’ adds Yann Lacroix. “France (+6%) and Germany (+5%) are faring better, and should at last
reach their pre-crisis levels. In the UK, registrations will peak at around 2.6 million units.”
However, prudence is advised, since 2017 may be a year of stagnation, particularly in the UK and
Spanish markets, which could see a -10% drop in sales due, respectively, to Brexit and the end of
Spain’s old car scrapping incentives.
A record year is in sight for the United States: "With a forecast 18 million units sold in 2016, the U.S.
market will reach a historic high. The country continues to benefit from the oil counter-shock and the
indefinite postponement of the Fed’s interest rate hike. It thus enters its seventh consecutive year of
registration growth (+1%). Nevertheless, the scheduled end of these boosters may cause a market
contraction of -2% in 2017,” says Ludovic Subran.

China, the world's largest automotive market, saw a sharp downturn in sales in 2015. An immediate
response from the government, in the shape of a VAT reduction on small- and medium-sized vehicles,
breathed life back into the market, which returned to growth in 2016 as a result (+8%). This strategy
looks likely to be renewed in 2017, supporting new registrations (+5%).
Vehicle manufacturers await a necessary shift, despite very satisfactory results
In 2016 and 2017, vehicle manufacturers are expected to post good results, thanks to efforts made on
costs, but more specifically due to the upturn in demand. In the U.S. for instance, 2016 revenues are
expected to rise by +3% while operating margins are expected to remain at around 4.7%. In Europe,
German manufacturers should post operating profitability of 7% in 2016, while France records nearly
4.5%. Revenues are expected to grow by +6% in Germany and +5% in France in 2016 (respectively
+4% and +3% in 2017).
However, the growth in global production slowed to around +2% in 2015 and 2016, and is expected to
fall to +1% in 2017.
“This slowdown will force manufacturers to keep exploring new and often more risky markets, to adapt
tools and products, and to continue to locate production facilities where costs are lowest -- especially for
entry-level vehicles. They must do all this while investing in services and technology that achieve a firstclass user experience,” says Ludovic Subran.
In Europe for instance, gains in competitiveness in some countries accelerated the transfer of
production to low-cost countries (primarily to the south and east). Due to the strong position of
manufacturers on smaller models, France and Italy both experienced significant falls in production
(respectively 35% and 21% from 2007 to 2015).
“Over and above a simple cost logic, the development of new product ranges, either in terms of
differentiation (SUV or 4x4) or positioning (high-end), helps to maintain good levels of production in
high-cost areas. The product strategy deployed by manufacturers, combined with regional competitivity
agreements, may enable the automotive industry to remain competitive and profitable, while investing
for the future,” Yann Lacroix continues.
Environmental incentives and constraints (green vehicle subsidies, urban traffic reduction,) are pushing
all manufacturers to position themselves on new technologies ranging from hybrid to all-electric. But the
road to a fully carbon-free future is still a long one.
Yann Lacroix explains: "The investment required is substantial, particularly since it is in addition to
investment in vehicle autonomy. These projects will run for many years and look likely to be the next
revolution in an automobile industry that is over a century old. In 2014 alone, in the European
automotive industry, this investment represented an R&D budget of €45 billion, up 8% on 2013. This
makes the automotive sector the leader in terms of R&D.”
The French market gathers speed up, but French production could slow in the wake of Brexit
After growth in registrations of +7% in 2015, the French car market will continue to grow by +6% in
2016. In 2017, the anticipated growth of +3%, (2.1 million units - the standard level for car fleet renewal)
would mark a return to pre-crisis levels.
However, French production remains exposed to potential Brexit consequences.
"The UK market accounts for 10% of total French automotive exports,” concludes Yann Lacroix. “The
questions are around the EUR/GBP exchange rate, which weighs down UK demand and on its
profitability for French manufacturers. Pricing power is weak, and a price increase would immediately
affect market share in favor of local manufacturers.”
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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 Europe. The company posted a consolidated turnover of €2.6 billion in
2015 and insured global business transactions for €890 billion in exposure at the end of 2015. 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 (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.

