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Domestic demand tumbles

Gregor Eder The Brazilian economy contracted slightly in the first quarter.
Phone +49.69.24431-3358 An early turn for the better is not in sight. Above all, the
%ﬁgs;.;sas.ef_@a.ll1a.r_1.z_..<_:9m. urgently needed, but at the same time painful economic policy
https://www.allianz.com/economic-research/en shift clouds the short-term outlook. We expect real GDP to
() JO—. decline by 1% this year. The economy is only likely to gradually
hitps://twitter.com/AllianzResearch get back on an even keel at the end of 2015.

As the National Statistics Office announced today, the Brazilian economy
contracted by a seasonally adjusted 0.2% on the previous quarter in the first
quarter 2015. All domestic demand components recorded a hefty fall: private
consumption was down 1.5% on the previous quarter. Government
consumption and investment both saw a drop of 1.3%. For investment, this is
the seventh decline in a row. That real GDP did not slide even further is solely
due to net exports. Real exports rose by 5.7%, whereas imports fell by 7.5%.

Brazil’s slide into recession comes as anything but a surprise. After years of an
inappropriate expansionary monetary and fiscal policy, which has severely
undermined business confidence in politics, the change of tack in economic
policy is urgently needed and essential for a return to sustainable growth. In
the short term, however, it is proving extremely painful, as the restrictive
measures are clearly weighing on the economy. The government has cut
spending and raised taxes (inter alia on energy and wages) in order to
stabilize public finances. Last year the budget deficit climbed to 6.7% of GDP
and government debt to over 63% of GDP. Monetary policy is also exerting a
drag. Since late October 2014 the central bank has jacked up key rates by a
total of 225 basis points. They currently stand at 13.25%, the highest for more
than seven years. Further rate hikes are likely to follow in the coming months.
In April annual inflation stood at 8.2%. The central bank’s inflation target is
4.5% +/- 2 percentage points. The reason that inflation is still so high despite
the weak economy lies not least in the sharp drop in the Brazilian real (-12%
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since the start of the year) and the increase in administered prices for
transport and electricity.

This year Brazil is paying the price for the economic policy errors of recent
years. The corruption scandal engulfing the oil company Petrobas, which is
likely to dampen the company’s investment activity, and the severe drought
(particularly in the first quarter 2015) also weigh on the economic outlook for
this year. All told, we see real GDP contracting by 1% on average. The economic
policy overhaul is likely to gradually bolster business sentiment in the coming
qguarters and ultimately help stabilize the economic situation. We expect to
see a return to initially modest growth rates next year.
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These assessments are, as always, subject to the disclaimer provided below.

ABOUT ALLIANZ

Together with its customers and sales partners, Allianz is one of the strongest financial communities. About

85 million private and corporate customers insured by Allianz rely on its knowledge, global reach, capital strength
and solidity to help them make the most of financial opportunities and to avoid and safeguard themselves against
risks. In 2014, around 147,000 employees in over 70 countries achieved total revenues of 122.3 billion euros and an
operating profit of 10.4 billion euros. Benefits for our customers reached 104.6 billion euros.

This business success with insurance, asset management and assistance services is based increasingly on customer
demand for crisis-proof financial solutions for an aging society and the challenges of climate change. Transparency
and integrity are key components of sustainable corporate governance at Allianz SE.

CAUTIONARY NOTE REGARDING 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 situation, particularly in the Allianz Group's core business and core markets, (ii) performance of
financial markets (particularly market volatility, liquidity and credit events), (iii) frequency and severity of insured
loss events, including from natural catastrophes, 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 euro/US-dollar exchange rate, (ix) changes in laws
and regulations, including tax regulations, (x) the impact of acquisitions, including related integration issues, and
reorganization measures, and (xi) general competitive factors, in each case on a local, regional, national and/or
global basis. Many of these factors may be more likely to occur, or more pronounced, as a result of terrorist activities
and their consequences.

NO DUTY TO UPDATE
The company assumes no obligation to update any information or forward-looking statement contained herein, save
for any information required to be disclosed by law.
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