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RUSSIA

No growth in sight

Gregor Eder The Russia-Ukraine conflict and its economic repercussions
Phone +49.69.24431-3358 represent a considerable additional drag on the Russian
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some time has worsened further. At the same time private
households are proving far more reluctant to spend than just a
few years ago. In 2015 the Russian economy looks likely to
shrink for the second time since the 1998 Russian crisis.

First, a look back: Since the crisis in 1998, which culminated in the Russian
sovereign default, the Russian economy has enjoyed a protracted phase of very
dynamic growth. Over the last 15 years real gross domestic product (GDP) grew
by an average 5% a year, even taking into account the massive slump of almost
8% seen in 2009. This vigorous growth is also reflected in the size the Russian
economy has now reached: in 2013 nominal GDP stood at just under

USD 2,100bn, a tenfold increase since 1999. Driving this development were
rising oil prices, growing utilization of both labor and capital, along with a
successful macroeconomic stabilization. At the end of 2013 currency reserves
amounted to almost USD 470bn, providing comfortable import cover of more
than ten months. And government debt also provides scant cause for concern.
In relation to GDP, overall public-sector debt stands at a mere 11%.

Slowdown in growth largely due to structural factors

However, in recent years the Russian economy has gradually been losing
steam. In 2010 real GDP still notched up an increase of 4.5%. In 2013 the
increase was a mere 1.3% — low by emerging market standards. This gradual
slowdown is only partly due to cyclical factors. It stems above all from the fact
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that the Russian growth model, which has served up buoyant growth for many
years, has reached its limits. The production factors labor and capital are now
well utilized and the oil price, having drifted more or less sideways between
mid-2012 and mid-2014, has fallen sharply in recent months.

Essential now would be the implementation of a sweeping economic policy
reform agenda in order to raise the medium and long-term growth potential of
the Russian economy appreciably again. In our view a sustained improvement
in the business climate is of pivotal importance. Urgent action is also needed
in investment in human capital, the diversification of the Russian economy
away from the oil and gas sector, reform of the pension system and of the
fiscal policy framework. In our estimate, the willingness of Russian
policymakers to enact radical reforms is currently on the limited side. Without
an end to the conflict between Russia and Ukraine it is hard to picture an
improvement in the Russian business climate. All told, we are not assuming
that substantial parts of the reform agenda sketched out briefly above will be
implemented in the near future. Over the medium to long term, this means
that economic growth of significantly more than 2 to 2%% a year is highly
unlikely.

No growth in sight in the short term

The short-term outlook is overshadowed entirely by the economic
repercussions of the Russia-Ukraine conflict. Particularly hard hit are private
consumption and investment activity. Since the beginning of the year the
ruble has plummeted (despite hefty intervention by the Russian central bank),
to date sliding by 30% against the US dollar. The depreciation is stoking
already chronically high inflation. In October consumer prices were 8.3% up on
ayear earlier (January 2014: +6.1%). Rising consumer prices erode real
incomes and hence real private consumption. Both are likely to increase by no
more than 1.5% in 2014. Nor do we see any improvement in 2015, with
increases of only 1% on the cards. By way of comparison: last year both real
wages and real private consumption rose by around 5%.

Uncertainty about the political and economic outlook is weighing especially
heavily on Russian business investment. This year real gross fixed investment
looks set to tumble by around 5%. The economic sanctions imposed on the
financial sector in the summer of this year are doubtless also playing a role,
hampering access to the European capital market for many Russian banks and
companies. In the third quarter of 2014 Russia’s overall foreign debt fell by
almost USD 53bn compared with the previous quarter. Russian banks saw a
particularly marked slide, with foreign liabilities down by almost USD 17bn to
USD 192bn. Even if a political solution to the conflict with Ukraine is found in
the course of next year, investment activity in 2015 as a whole is likely to drop
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further. It will doubtless take some time before optimism in the business
sector has firmed up sufficiently for companies to start investing again.

All told, the Russian economy is likely to record marginal growth of 0.2% this
year. Next year we expect real output to decline by 0.5%. This forecast assumes
that the conflict between Russia and Ukraine does not escalate further and,
hence, that the economic sanctions on Russia are not tightened further.

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. Over 83 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 2013,
around 148,000 employees in over 70 countries achieved total revenues of 110.8 billion euros and an operating profit
of 10.1 billion euros. Benefits for our customers reached 93.9 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/U.S. 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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