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e Annual global economic growth peaked in 2017-2018 and we fore-

EXECUTIVE cast o soft landing of the world economy in 201% and 2020 Against
this backdrop, we studied the main transmission routes of o global

SUM MARY slowdown to individual economias and identified cogntrie; that are

the most vulnerable along three channels: external financing, trade

and commaodity prices.

e Curandlysis shows six countries are particularly af risk in the event of
o (sharper than currently expected) global downturn: Argenting, Tu-
nisic, Bahrain, Turkey, Jordan and Cyprus. Another 12 countries are
“more vulnerable” and would require close monitoring should the
global downturn turmn out to be particularly strong. This list also in-
cludes one advanced economy: Italy.

Manfred Stamer e Asforemerging markets many of them are more resilient to external

Senior Economist for Emerging Europe and the Middle East shocks ora global slowdown than before the 2008/2009 Global Re-
+49 40 8834 3607 cession, thanks to better policies and the accumulation of sufficient
Manfred.STAMER@eulerhermes.com foreign exchange reservaes ovar the post decade.

e Along the externalfinoncing channel, there are 18 economies that
are notably more vulnerable than others Eight of them are highly
exposed to a global slump (including Argenting, Turkey, Cyprus and
Tunisia).

o locking atthe {(merchandise) trade channel, we identify 45 econo-
mies (including many advanced economies) that are very export-
dependent and thus are likely to experience o significant cyclical
slowdown. Seven of these countries face higher systemic econamic
risks in the context of overall external liquidity, public and external
debt ratios and macreeconomic policies {including ltaly, Romanig,
Croatia and Vietnom).

e Along the commaodity prices channel, there are 11 important non-
fuel commadity exporters (including Argentina and South Africa)
and 14 important energy exporters (including Algeria and Oman)
which are identified as more vulnerable to o global downturn.
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WHERE WE ARE

NOW

Annual global economic growth peaked
in 2017-2018. In our central scenario, we

forecast a soft landing of the world
economy, with global real GDP growth
egsing from +3.1%0 in 2018 to +3.0% in

2019 and +2.7%in 2020 The expansian

of thevolume of global trade in goods
and services is projected to moderate
from +3.8% in 2018 to +3.43%0in 2019
However, there are considerable (and

perhaps growing) downside risks to this
relatively benign scenario hecause glab-

ol trode tensions are still engoing, for
example, and stuttering growth in Ger-
many and France may impact the eco-

nomic perfarmance of the whole of Eu-

rope. Meanwhile, slower growth than
projected in China could offect other
economies in Asia and elsewhere Cur-

rently we assign o combined probability

of 40% to downside scenarios in which
the global slowdown will - saoner or

later — be much sharper than in our soft

landing scenario.

Against this backdrop, this article looks
at the main transmission routes of o
globalslowdown to individual econo-

mies and identifies countries that are the

most vulnerable along each of these
channels The three channels are exter
nal financing, trade and commaodity pric-
es (See the box at the end for details an
methodology)

The analysis applies mast of the eco-
nomic indicators that are used in the
underlying macroeconomic scaring mod-
elof the Euler Hermes Country Rating.
However, it should be noted that while
this exercise highlights potenticl stress
points, itis not intended to be a predictor
of the systemic collapse of a country.
Meither is it o comprehensive assessment
of country risk. That is contained in the
overall Country Rating assigned by Euler
Hermes’ in-house methodology, which
takes into account impaortant factors
such as the business environment and
government stability and effectiveneass.
This allows for the foct that some gow-
ernments may already have begun to
adjust policies to changing glokbal reali-
ties or are in o strong position to take
remedial action if needed.

Monetheless, this analysis does highlight
the economies which, in our view, could

be hardest hit by suddenly tightening
externalfinancing conditions, absent
dppropriate policy adjustment, and/aor
through loss of export demand, com-
pounded by poor policies and a weak
external liquidity and debt position
{again absent of appropriate corrective
policies). It also indicates the more vul-
nerable economies should commaodity
prices fall unexpectedly sharply. It should
ke noted further that this analysis does
notaim to identify o specific trigger far
any potentially sharp or sudden global
downturn — it rather provides o watchlist
of susceptible countries should such a
scenario materialize.

In other words, we think the Country Rat-
ings of economies identified as mare
vulnerable are still appropriate at this
point, but nevertheless those countries
warrant close attention, particularly the
larger markets. Should the global slow-
down turn out to be more sharp than
currently expected, it could tip marginal
ratings into o higher risk category.



13 March 2019

VULNERABILITY CHANNEL #1
EXTERNAL FINANCING

As astarting point, we identify those
economies with o large current cccount
deficit The rationale is that the current
account is the most often-cited
“headling” measure of vulnerability.
However, the current account in itself is
not the whole story. A better measure of
vulnerability is to set a large current ac-
count deficit in the context of:

o overollexternal liquidity,
o publicand external debt ratios, and
e macroaconomic policy indicators.

Those countries most vulnerable along
financigl channels are the ones with
wide current account deficits, weak ex-
ternal liquidity indicators overall, high
debt ratios and alrecdy poor policy indi-
cators. On the other hand, countries that
have sufficient buffers with regard to
external liquidity and debt and o solid
policy performance are bhetter positioned
to withstand o sudden disruption to fi-
nancing flows, even if they have o relati-
vely large extermnal deficit

Tabkle 1 shows those economies with a
GDP of more than USD20bn that had an
estimated current account deficit of
more than -4% of GDP in 2018 Turkey
has also been included in the table as it
continues ta foce high downside risks,

Table 1: External financing route vulnerability

Euler Hermes Country

Rating Country Euler Hermes Scoring
Current Account
Medium- Deficit 1 2 3
Short-term (% of GDP) External  Debt Economic
term - )
Liquidity Policy
Americas NRB:
c 4 |Argentina 45 [ H ] ’
D 4 Bolivia ‘ 53 L = H-= H|gh rigk’
Europe . .
B 2 |cyprus 45 B S = Significant risk,
B 2 Romania 41 M S _ .
c 2 lseria 5 . M = Moderate risk,
c 3 |Turkey 36 L H L = Low risk.
D 4 |Ukraine 42 [ ]
Asia-Pacifc Excludes vulnerable
E i ,c,zkm,t:f:f ;s ; countries with GDP
D 4 Turkmenistan 82 L below USD20bn.
Middle East & Africa
¢ 3 Algeria -100 L
c 3 Cameroon 40 L
D 4 Congo DR -40 L
¢ 3 Ethiopia 65 M
B 3 |sordan 98 [ H ]
c 2 Kenya 56 L M
D 4 |Lebanon -230 L H ]
B 1 Morocco -40 M L
BB 2 Oman 50 L
B 3 South Africa -42 L §
C 3 Tanzania -40 M §
o 4 Tunisia 90 5
C 3 Uganda 60 L 5
D 3 Zambia -40 M

Sources: National statistics, IMF, IHS Markit, Euler Hermes

Countries that hove a High (M) or a com-  warning signal, while Low (L) risk can be
bination of High (H) and Significant (%) considered as relatively insignificant in
risks in columns 1, 2 and 3 are the most  this context

even though its external deficit is already vulnerable along the external financing

in the process of rebalancing and hos
narrowed to below -4% of GDP after it
experienced o serious currency crisis in
2018, Nonetheless, Turkey is not out of
the woods yet, and its recovery could be
disrupted by a global downturn,

channelof transmission and, other things
equal, would require the strongest cor-
rective action to oveid acrisis in the
event of financing becoming suddenly
more restrictive. Moderate (M) risk can
ke considerad as o relatively mild early-
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Eight of the 24 countries in Takle 1 flag o financing would become scarcerin the  Anotherten of the 24 countries in Tabla 1
High (H) or Significant (S) risk in each of  event of a significant global slowdown flag a High (H) or Significant (S) risk in
the columns 1, 2 and 3 (those and should be maonitored closely then It two of the columns 1, 2 and 3 {those
highlighted in light orange) Apart from  includes Cyprus, which currently has o highlighted in light yvellow) These econe-
Argenting and Turkey, which are already  Short-Term Country Rating of *27 at Euler mies — including Romania, South Africa,

in crisis, there are three countries from Hermes, while the otherseven are alrea-  Algeria and Oman - would be morewvul-
MEMA, two others from Europe and one  dy rated "3" or *4” reflecting high country nerable and should be monitored maore
from Asia. This group of econamies risk. closely in the event of a particularly
would be the most vulnerable if external sharp (ond sudden) global slowdown.

Table 2: Trade route vulnerability

Euler He'irztie:gr:ountry Country Manufactured Euler Hermes Scoring NB:
Exports of goods goods . .
Medium- ot &sen;i(c;;spas% as:e o; Eth y nzm i 3 ) H= ngh rISk,
ort-term [ merchandise e el conomic —_Ci HH H
term exports | Liquidity Policy 5 = Significant risk,
: M = Moderate risk,
Americas
AA 1 |canada 309 505 L M L L = Low risk.
BB 1 Costa Rica 342 521 L L M .
8 s |61 salvador 76 1 N Thresholds: Exports of goods and services >25%
B 2 |Mexco 578 o M L L of GDP and manufactured goods >50% of mer-
BB 1 Panama 414 901 S L L .
Europe chandise exports.
Alf A i oo iL L Excludes vulnerable countries with GDP below
AA 1 [Belgium 851 755 B UsD20bn
B 2 Bulgaria 663 571 L M M )
B 2 |Croatia 513 669 L Il s
A 1 Czech Republic 795 906 L L L
AA 1 Denmark 552 685 L L L
AA 1 |Estonia 780 682 L L L
AA 1 Finland 386 688 M L L
AA 1 France 309 798 L S L
AA 1 Germany 412 849 L L L
B 2 Hungary 01 867 M M S
A 1 |ireland 1200 869 L I v
A 2 |ray 313 85 L S =
BB 1 |lavia 605 609 L L
BB 1 |Lithuania 813 618 L L M
AA 1 [Luxembourg 2300 808 L L L
AA 1 Netherlands 865 673 L L S
BB 1 |poland 534 800 L S L
BB 1 |portugal 31 762 L I v
B 2 |Romania 414 795 I v S
c 2 |Serva 524 659 L I v
A 1 Slovak Republic %3 888 L L M
BB 2 Slovenia 822 847 L L S
A 1 [Spain 41 694 L M L
AA 1 [Sweden 453 743 L L L
AA 1 Switzerland 650 917 L L L
AA 1 |united Kingdom 305 72 L s
Asia-Pacifc
D 3 | cambodia 607 932 M L .
A 2 Hong Kong 1880 570 M L M
BB 2 |Malaysa 715 680 L L M
B 1 |Philippines 306 826 L L M
AA 2 Singapore 1733 766 M L L
A 1 South Korea 431 895 L L L
A 2 |[raiwan 656 913 L L L
B 1 [Thailand 681 782 L L M
c 3 |Vietnam 1016 828 L S
Middle Fast & Africa
BB 1 Israel 303 919 L L L
B 3 |Jordan 356 732 ]
B 1 Morocco 368 708 M M L
c 4 Tunisia 438 817 S

Sources: National statistics, World Bank, IMF, IHS Markit, Euler Hermes
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VULNERABILITY CHANNEL #2
TRADE IN MANUFACTURED GOODS

The most pervasive trade effect is along
the merchandise (goods) trade route.
Merchandise trade can be divided broa-
dly into trade in manufactured goods
and trade in commaodities. This section
will identify countries with o GDP of mare
than USD20bn that are more vulnerable
to the impact of o global slowdown in
trade in manufoctured goods. The coun-
tries likely to be affected through the
commodities trade route are identified in
the next section as price developments
will be crucial There is also o conside-
rable and important trade in services,
particularly tourism. This con be captu-
red to some extent by looking ot the ove-
rallopenness of the economy to trade,
measured by exports of goods and ser-
vices as o propartion of GDP. Services
receipts are token into accountin the
Euler Hermes scoring indicators and
therefore are reflected in the ability to
copewith o downturn.

As o starting point Table 2 identifies 45
economizs with o GDP of more than
USD20kn, as well as high ratios of ex-
ports of goods and services to GDP

(=25%) and manufactured goods in total
merchandise exparts (>50%), as the maost
exposed to a global downturn along the
{merchandise) trade channel Itis likely
that these countries, including many ad-
vanced economies, will experience o
strang slowdown (relative to their recent
growth rates), especially in the absence
of offsetting policies. Some of them may
even see o downgrade of their Short-
term Country Rating as o result of in-
creased cyclical risk

Wethen look ot the same groups of indi-
cotors as for the external financing vul-
nerability. In foct, six of the 45 countries
here (those in italics) also appearin
Table 1. Overall, however, only three of

the countries in Table 2 flag a High (H) ar

Significant (S) risk in each of the columns
1, 2 and 3 (Belarus, Tunisia and Jordan).
Another four flag o High (H) or Signifi-
cant (S) risk in two of the columns 1, 2
and 3 (ltaly, Romania, Croatia and Viet-
nam). These seven economies face
higher systemic economic risks along the
trade channel in the context of overall
external liquidity, public and external

debt ratios and macroeconomic policies.

However, we can conclude that most of
the countries in Table 2 —while amang
the morevulnerable to o growth slow-
down via the trade channel — are relati-
vely low risk as far s systemic problems
stemming from a debt, banking or cur-
rency crisis, that would exacerbate the
slowdown associated with weaker
growth of export demand, are concer-
ned. Mareover, as many of them indeed
have sound policy indicators, low debt
ratios and strong external liguidity posi-
tions, they may well be in o position to
alleviate o downturn through offsetting
domestic policy actions.
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VULNERABILITY CHANNEL #3
COMMODITY PRICES

As for the commodity prices channel, we Table 3a: Vulnerability of selected non-fuel commodity producers
divided thevulnerability analysis into Euler Hormes County :
two sub-channels: Rating Country Non-fuel Euler Hermes Scoring
. . commodities as
(o) non-fuel commaodity prices and (b) e % of 1 ) 3
energy prices. term Short-term merchandise | External Debt  Economic
exports Liquidity Policy
Americas
B i i ¢ 4 |Argentina o3 |
MNon-fuel commodity prices 0 o |soivia 53 s L NB:
Here we identify those economias which ; : E:lze" - - - .| H=High risk,
grevulnerable to falls in non-fuel com- B8 1 |CostaRica 478 L L M| § = Significant risk,
modity prices. The outlook for these D 4 |Cuba w2 :
N _ A c 3 |Ecuador 5 s M v |M=Moderate risk,
prices is uncertain and within this co- B 1 |cuatemala 545 L L S| = Low risk
tegory of commeodities there are impor- c 2 |Honduras 688 L L L = LoW TEK.
tant sub-groups that could take diver- 8 2 [Paraguay oo L L L | Thresholds: Non-fuel com-
BB 1 Peru 71 L L L . .
gent tracks Any sharp global slowdown BB 2 |uruguay 78 L M v | modities =40% of merchandise
will most probably weaken demand for Europe exports.
metals and industrial raw materials. It is ° P i o - i -
_ : _ 2 D 4 |okraine 518 I I Excludes vulnerable countries
dlso possible that relatively high prices Asia-Pacif ith GDP below USD20b
o 4 wi alow n
for many commaodities over the past two AA L |ustalia 524 L L E
AA 1 New Zealand 813 L L M
yedrs or so may hove encourcged grea- b 4 |PapuaNewGuinea 883
ter supply. That could add up to down- Middle East & Affica
: C 3 Cameroon 426 L
ward prassure on prices and weakervo- 5 + |congoor 08 ]
lume demand in the event of o global ¢ 2 |cotedivoire 781 L
slowdown in the future Other sectors, ¢ 3 |Ethiopia 875 M
B 1 Ghana 631 M
such as food and beverages, for ¢ 2 |kenpa 622 L
example, are less influenced by the B 3 |South Africa 403 L
sconomic cycle, with food subject to the ¢ S |fanana s M
. c 3 Uganda 37 L
vogaries of the weather, among other D 3 |zambia 883 M
things. Sources: Mational statistics, World Bank, IMF, IHS Markit, Euler Hermes

Table 3a shows 27 economies with o
GDP of more than USDZ20bn and a high
ratio of non-fuel commeodities in total
merchandise exports (=40%). These are
the most exposed to o global downturn
along the non-fuelcommaodity prices
channel Naote that 11 of the 27 countries
(those in italics, including some larger
economies such as Argenting, South Afri-
caand Ukraing) appear also in the exter-
nalfinoncing takle, anindication thot
potentialvulnerability beyond o slow

down would be almast inevitabkle if com-
modity prices fall (these countries alrea-
dy hove a large current account deficit
that is likely to widen in thot event) Addi-
tionally, three further countries in Table
3a (Fcuadar, Papua New Guined and
Cuba) that hove not appearad in the
previous tables flag o High (H) or Signifi-
cant (5} risk in at legst two of the co-
lumns 1, 2 and 3.



Energy prices

Finally, Table 3k identifies 23 energy
producers and their dependence an
enargy exports At this point, we do not
expect o collupse in energy prices,
though they have eased recently. Howe-
wer, should the global slowdown turn out
to be stronger than currently forecast,
prices could fall unexpectadly. In that
event, all energy producers would suffer
o marked deceleration of growth and
some perhaps o recession. Several of
them might experience o downgrade of
their Short-term Country Rating as o re-
sult of the cyclical downturn.

The biggest potential problems, though,
waould be found among energy produ-
cers that already hove significant exter-
nal liguidity proklems, as indicated by
the same groups of indicators as for the
external finoncing vulnerability. The six
wed kest economies along the energy

prices channel (those highlighted in light
orange in Table 3k) include five coun-
tries which are already in the waorst
Country Rating category {(D4) assigned
by Euler Hermes. The sixth country is Ba-
hrain, which is currently rated C3 Ba-
hrain was a victim of the extended pe-
riod of low oil prices from end-2014 to
2017 andslid into a financial crisis at the
end of 2017, afterwhich iswas provided
with o USD10bn support package from
neighboring GCC countries. Furthermore,
there are eight economies in Table 3b
that flag o High (H) or Significant (5) risk
in of least two of the columns 1, 2 and 3
(those highlighted in light yellow). Three
of them are already rated D4 but the
other five countries (Algeria, Ecuador,
Camercon, Trinidad & Tebogo and
Oman) could be subject to o downgrade
in the event that o particularly sharp glo-
baldownturn occurs.

Table 3b: Vulnerability of selected energy producers

Euler Hermes Country

13 March 2019

MNote that the four larger GCC econo-
mies (Soudi Arabig, UAE, Qatarand Ku-
walit) —which have much larger financial
resernvas in their SWFs than Oman and
Bahrain — as well as Norway and Colom-
bia foce moderate to low external finan-
cing vulnerabilities.

Even Russia and Iran appear relatiely
moderate in terms of risk along the ex-
ternal financing channel But we need to
keep in mind that these two economies
face considerable financing risks along o
particular channel, namely sanctions.
Iroinis alrecdy in o recession. And Russic
could move hack into recession should
the existing set of Western sanctions
against it be accompanied by d pro-
longed period of low oil prices.

Rating Country Euler Hermes Scoring
Fuels as % of
Medium- merchandise 1 2 3
Short-term exports External Debt  Economic
term - )
Liquidity Policy
Americas
BB 1 Colombia 500 L M L
c 3 |Ecuador 500 s Il v
B 3 Trinidad and Tobago 489 S L
D 4 |Venezuela 977 [ [ w ]
Europe
D 4 Azerbaijan 01 S S
AA 1 Norway 572 L L L
C 3 Russia 56,7 L M S
Asia-Pacific
D 4 |Kazakhstan 634 v Tl s
D 4 Turkmenistan 810 L
Middlle East & Africa
C 3 Algeria 95 L
D 4 |Angola %50 N
C 3 Bahrain 550 S
C 3 Cameroon 446 S L
D 4 Iran 705 M M
D 4 Iraq 1000 L S
BB 1 Kuwait 905 L L L
D 4 |Libya 977 S
D 3 Nigeria 958 M L S
BB 2 Oman 625 L 8
B 2 Qatar 816 M L S
BB 2 Saudi Arabia 791 L L S
) 4 |Sudan 909 F-
BB 1 UAE 60,7 L L M

Sources: Mational statistics, World Bank, IMF, IHS Markit, Euler Hermes

MB:

H = High risk, S = Significant risk,

M = Moderate risk,

L = Low risk.

Thresholds: Fuels >40% of merchandise exports.
Excludes vulnerable countries with GDP below
UsDz0bn.
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ROUNDUP

Yulnerabilities to a global economic
slowdown clearly exist and this analysis
highlights those econamies which could
ke the hardest hit, especially by o relati-
vely sharp or sudden downtum, without
dppropriate corrective policies.

summarizing alang the three main
transmission channels, and excluding
those countries that are already in the
worst Country Rating category (D4) at
Euler Hermes, we have determined six
countries os "most vulnerable” to o glo-
balslowdown: Argenting, Cyprus, Turkey,
Bahrain, Jordan and Tunisia (see Table
43 Mareover, another 12 countries have
been identified as “more vulnerable” and
would reguire close manitoring should
the global downturn turn out to be parti-
cularly strong. This second group in-
cludes some larger economies such as

ltaly, Romania, Croatic, South Africa,
Algeria, Oman and Vietnam.

ltaly and Cyprus are the only advanced
economies identified as particularhy vul-
nerable We can conclude that other
advanced economies — though many of
them are exposed to o global slowdaown
along the trade channel —are relatively
low risk far as systemic problems that
could exacerbate o cyclical downswing
are concernad.

As for emerging markets, many of them
are more resilient to externalshocks or o
globalslowdown than befare the
2008/200% Globol Recession. That is be-
cause most emerging markets that were
in crisis o decode ago have significantly
rebalonced and improved economic
policies thereafter which haos helped ac-

Table 4: Watchlist of countries particularly vulnerable to a global slowdown

Most vulnerable More vulnerable
Euler Hermes  |Country Channels of Euler Hermes  |Country Channels of
Country Rating vulnerability Country Rating vulnerability
Americas Americas
C4 Argentina (1) +(3a) C3 Ecuador (3a) + (3b) NB:
Europe B3 Trinidad and Tobago (30)
B2 Cyprus ) Europe
C3 Turkey (0] B2 Croatia (3]
Middlle East & Africa A2 Italy 2
c3 Bahrain (3b) B2 Romania M+@
B3 Jordan 0H+@© Asia-Pacific
c4 Tunisia (WEXV] C3 Vietnam i)
Midale East & Africa
C3 Algeria 1)+ (@3h)
C3 Cameroon (1) + (32) + (30)
C3 Ethiopia 1)+ (3a)
BB2 Oman 1)+ (@3h)
B3 South Africa 1)+ (3)
D3 Zambia (1) + (3a)

Sources: Mational statistics, World Bank, IMF, IHS Mar

10

kit, Euler Hermes

curmulote sufficient foreign exchange
reserves, notably in Central and Eastern
Europe and in Asia (here the rebalancing
actually begaon already after the
1997/1998 Asian Crisis).

However, it should also be noted thata
number of predominantly commeodity-
exporting emerging markets hove expe-
rienced o decline or even an erosion of
their fiscal buffers over the past decade
This is because overage commaodity
prices hove been lower than before and
most commedity exporters did not rebo-
lance orembark on structural policies to
reduce their dependence on commaodi-
ties. Thus it is not surprising that ten of
the 18 countries identified in Table 4 are
major commaodity exporters.

(1) External financing channel; (2} Trade chan-
nel; (3a) Non-fuel commodity prices channel;
{(3b) Energy prices channel.

Excludes vulnerable countries with GDP below
USD20bn or Euler Hermes Country Rating D4.



13 March 2019

Box: Methodological note on identifiers of vulnerability, Euler Hermes scoring indicators
and Euler Hermes Country Rating

Identifiers of vulnerability

»  The Current Account Balance is used as o “warning” trigger in Table 1, identifying economies with a current account deficit
of more than -4% of GDP as vulnerable along the external financing channel.

o Export shares are used as “warning” triggersin

- Table 2, identifying economies with exports of goods and services accounting for more than 25% of GDP and with
manufacturing exports accounting for more than 50% of total merchandise exports as vulnerable along the trade
channel;

- Table 3a, identifying economies with non-fuel commodity exports accounting for more than 40% of total merchandise
exports as vulnerable along the non-fuel commodity prices channel;

- Table 3b, identifying economies with fuel exports accounting for more than 40% of total merchandise exports as
vulnerable along the energy prices channel.

Euler Hermes scoring indicators

»  External Liquidity (column 1 in the Tables 1 to 3b) includes the current account balance along with other variables such as
how a current account deficit is financed and the stock of foreign exchange reserves relative to potential claims on those
reserves, as well as a cyclical variable.

*  Debt (column 2) includes traditional public and external debt ratios, such as debt to GDP, debt to exports of goods and
services and debt payments as a proportion of export earnings, as well as variables for the debt payments track record.

»  Economic Policy (column 3) includes credit growth, inflation, the fiscal balance, the real exchange rate, banking sector
stability and a variable for the policy track record.

Each individual indicator is scored and the sum of the scores of the indicators belonging to External Liquidity, Debt and Economic
Policy, respectively, identifies whether these indicator groups pose High (H), Significant (S), Moderate (M) or Low (L) risk.

Euler Hermes Country Rating
The evaluation of overall country risk is the combination of the Medium-Term Rating and the Short-Term Rating.

e The Medium-Term Rating measures economic imbalances, the quality of the business climate and the likelihood of
political hazards. It is on a six-level scale running from AA, A, BB, B, C to D, in which AA is the lowest risk level and D is
the highest risk level.

o The Short-Term Rating identifies more immediate threats by focusing on the direction of economic output in the next six
to 12 months and those macroeconomic indicators that can signal imminent financial crisis as a result of a disruption to
financing flows. It is measured on a four-level scale running from 1 to 4, in which 1 is the lowest risk level and 4 is the
highest risk level.
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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, (i) 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.
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The company assumes no obligation to update any information or forward-locking statement contained herein, save for
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