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Scenarios for government debt in Europe

The four EMU countries that have been ensnared by the debt crisis, Greece, Ireland,
Portugal and Spain, embarked on austere consolidation programs last year. With the
exception of Ireland, these programs are already starting to bear fruit, with preliminary
figures suggesting that the 2010 targets for reducing new borrowing have been achieved.
With government interest payments accounting for between 2%2% and 4% of GDP, the
interest burden in Spain, Portugal and Ireland is still at a manageable level, and even
Greece currently has a lower interest burden ratio than back in 2000. On the economic
front, too, not all of the news is bad. Incoming orders in the industrial sector as well as
exports, for example, were recently well up on a year earlier in all four countries.

Nevertheless, the financial markets remain very scathing in their assessment of the four
countries: sustained high risk premiums are testimony to the markets' lack of faith in
their ability to get to grips with the debt crisis. In Ireland's case, this is likely due, to a
considerable degree, to the uncertain political environment in the run-up to the
parliamentary elections and the resulting risk that a change of economic policy course
could be on the cards. In Spain, the bone of contention is the ongoing savings bank crisis.
The scope of government support needed to prop up the country's savings banks could
turn out to be greater than planned. The Portuguese economy is still considered to be
somewhat "worn around the edges" with little in the way of growth prospects on the
horizon, meaning that pulling itself out of the debt trap may be an uphill struggle.
Finally, dizzied by the sheer scale of the country's debt problem, observers put little faith
in Greece's ability to repay its debt on its own merits after the assistance dries up.

Itis not, however, just the financial markets, but also policymakers that seem to be
running short of patience. There are growing signs that the EU and major national
governments are starting to consider radical measures to put a halt to the debt crisis. It
would appear that a whole number of options are being sounded out - first to reduce
Greece's sovereign debt on the whole and second, to limit the extent to which Greece will
have to resort to the markets for financing when the rescue fund is wound down in 2013.

The debate spans a range of debt restructuring proposals. These include:

Greece could buy back its own government bonds, which the ECB purchased at low
prices, using loans provided by the EFSF rescue fund *.

Greece could offer private investors the opportunity to buy back bonds at market-
oriented prices that are well below the nominal value.

Greece could obtain creditors' consent to convert bonds with short-term maturities
into longer-term maturities.

But the more radical the debt restructuring proposals become, the more we start to ask
ourselves whether this is really necessary. After all, drastic debt restructuring would also
be likely to give rise to false incentives and negative secondary effects: consolidation
would become aless pressing issue and the fundamental structural reforms that would
boost the country's growth prospects in the medium term might well be shelved as no
longer necessary. What is more, Greek debt restructuring would soon fuel speculation as
to the inevitable debt restructuring of the other countries in the market spotlight.

! European Financial Stability Facility
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The controversial nature of the debt restructuring debate calls for a measured analysis.
We would like to do our bit in this respect by conducting a scenario-based analysis. We
have produced forecasts for the debt and interest burdens of the countries in question
for the period leading up to 2020 based on various scenarios.

SCENARIOS

Assumptions

We have applied three scenarios to estimate the development of government debt in the
four crisis-ridden EMU member states, Greece, Ireland, Portugal and Spain, based on
various assumptions.

The parameters used in our analysis are three factors that have a material impact on the
government debt ratio: fiscal policy discipline, a country's economic growth and the
average interest burden, which is defined as the average interest rate on sovereign debt.
This is because, first of all, the extent to which consolidation measures can manage to
push down government debt depends on the political resolve to implement savings
measures that vary in both qualitative and quantitative terms. The focus is on how
quickly primary budget surpluses can be achieved to get government debt back down to
alower level in the long term. As well as fiscal policy stamina, a country's growth outlook
also exerts considerable influence over the government debt ratio. The financial markets
generally consider those euro area countries that boast higher economic growth to be
better equipped to tackle their debt problems. Third, the financing costs associated with
the refinancing of existing debt and/or new borrowing on the capital markets also have
an impact on debt levels. The relevant parameter in this case is the average interest rate
paid on sovereign debt and not, as is often assumed to be the case, the current market
rate.

Base scenario: "Spending discipline, moderate growth"

In our base scenario, we expect the government financing crisis in the EMU region to
gradually taper off thanks to the resolve shown by fiscal policymakers in their
consolidation efforts, helped along by moderate growth prospects.

In order to put the sovereign debt crisis behind them, the member states will commit
themselves to more stringent fiscal policy in the long term and will meet the
requirements imposed as part of the EU deficit procedure. Portugal, for example, should
be able to push its new borrowing down to below the three-percent mark in 2013,
followed by Greece and Spain in 2014 and Ireland in 2015. Against a backdrop of resolute
spending discipline, we then (from 2016 onwards) expect to see new borrowing remain
at alow level in the long term, coming in at between zero and two percent of GDP. A
commitment to keeping the reins on spending, however, will not be enough. An
agreement at EU policy level on increased fiscal and economic policy coordination and
monitoring is equally important. In our base scenario, we expect suitable, results-
oriented solutions that involve all of the institutions affected to emerge at the EU summit
in March.

As the economy gets back on its feet after the financial and economic crisis, the fact that
Europe's economies are still faced with a low capacity utilization rate means that higher
growth rates could well be on the cards from 2012/2013 onwards, at least temporarily. In
this respect, we have assumed that no additional restrictive measures will be imposed by
the fiscal policymakers and expect structural reforms to make for a rosier outlook for the
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countries in question. Assuming moderate inflation rates in line with the price stability
norm of the European Central Bank (close to, but below 2%), we predict GDP growth rates
of 2% in real terms and 4% in nominal terms as of 2016.

The need for consolidation will focus primarily on the spending side, meaning that the
next few years (2011-2015) are likely to see declining government spending ratios”. At the
same time, the tax hikes that have been passed hint at increasing government revenue
ratios®. As of 2016, when most of the fiscal adjustments have been put into practice, we
expect government spending and revenue to move in tandem with the growth rates in
economic output, meaning that the spending ratios will fall compared with the status
quo while the revenue ratios will start to climb.

Our most likely scenario implies that the financial markets will reward the four euro area
countries for their consolidation successes. Risk premiums are likely to decline gradually
but remain high for some time to come. Consequently, we expect to see only a moderate
increase in the interest burden, in the case of Greece and Ireland due to their use of the
rescue fund. At the same time, this ought to have given the countries hit by the crisis
time to reduce their debt further and improve their competitive edge. Greece and Ireland,
the two countries that have been "shunned" by the capital market, are likely to return to
the government bond markets, although in Greece's case, this is likely to be a very
gradual process. In the second half of the decade, we expect bond creditors to be
demanding premiums of 100 - 300 basis points on German government bonds (2.5% -
4%) from the countries affected.

Since the consolidation efforts of the member states have been planned around a
medium-term time horizon, the relationship between the EFSF and its successor, the
European Stability Mechanism (ESM), during the transition phase will have to be clear-
cut to ensure that liquidity assistance can be offered, based on favorable interest rate
conditions, at any time if need be. In our base scenario, we assume that an extensive,
adequate overall package will be put together over the next few months.

Risk scenario: "Less spending discipline, sustained flat growth"

Our risk scenario adds fuel to the fire in respect of the current debate on the need for
debt restructuring in the member states, especially in Greece. In this scenario, we have
assumed a sluggish economic recovery, lax spending discipline and a lack of trust
among market participants in the solidity of state finances, developments that would
result in rising risk premiums, putting a consolidation success story for the four
countries on the geographical periphery of the euro area in jeopardy.

Assuming laxer fiscal policy, we think it possible that government spending will rise at a
rate that is one percentage point higher than in our base scenario. In this negative
scenario, the countries in crisis will not manage to meet the requirements of the EU
deficit procedure.

The economy will make only a sluggish recovery — for example because economic policy
fails to implement the structural reforms needed to catapult the economies onto a
higher growth path in the long run. Our negative scenario assumes growth rates for
annual nominal and real GDP that lie two percentage points below those set out in the
base scenario. In real terms, this equates to a stagnation in economic growth (nominal:
2%), sending government spending ratios on an upward trajectory.

® Total government spending as a % of gross domestic product
® Total government revenue as a % of gross domestic product
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Generally unconvincing consolidation and reform strategies, coupled with sustained flat
growth, are unlikely to be able to silence concerns among financial market participants
about major loan defaults in the EMU area. Finally, doubts as to countries' ability to get to
grips with the debt crisis could result in higher financing costs and a higher interest
burden for all four countries in the long term.

Positive scenario: "Spending discipline, stronger economic growth"

In our positive scenario, we expect stronger economic growth to result in a substantial
reduction in government debt ratios and the favorable placement of future government
bonds on the capital markets.

Brave structural reforms are likely to boost the competitive standing of the European
economies under the microscope and pave the way for structural changes that will
propel them onto a higher growth path in the medium term. For the period leading up to
2020, our assessment is likely to result in real and nominal economic growth that is one
percentage point higher than in the base scenario in each case (at 3% and 5%
respectively).

As in the base scenario, fiscal policymakers are likely to show resolve and staying power,
allowing the countries to meet the consolidation requirements set out in the EU deficit
procedure in full. While government spending will increase as in the base scenario
(resulting in alower government spending ratio), higher government revenue on the
back of more positive growth prospects should allow all four euro countries to generate
higher primary surpluses, allowing them to reduce their debt in a swift, impressive
manner.

Given the circumstances described, the situation on the financial markets is likely to
calm down considerably. The countries on Europe's periphery, which have been
penalized by investors, are likely to be able to make a successful comeback to the capital
market without requiring any further EU liquidity assistance, with the interest burden
expected to dip slightly compared with the base scenario.

Below, we have applied the details of all three scenarios to each individual country.

Greece

In Greece, which has been in the watchful eye of investors and policymakers alike longer
than any other country, key foundations for sustained budget consolidation have already
been in place since the agreement was reached on the EU and IMF rescue package, and
the Greek government has embarked on the most ambitious savings program ever seen.

Average real GDP growth 2011-  Assumed annual borrowing Debt ratio
2020 requirement as % of GDP in year 2020

EU deficit targets* marginally bettered:

Greece

i 0, {v)
Base scenario 15% Deficit 2014 below 3% from 2016: 0% 116%
. . EU deficit targets* not met;
- 0 ¥ 0,
(Rt SESENTo 0% Budget deficit between 6.2% and 15.9% AN
iCil . -
EEET O SEERD 25% EU deficit targets* more than met; 94%

from 2015 budget surpluses
*2011: 7.4%; 2012: 6.4%; 2013: 4.8%; 2014: 2.6%.

In our base scenario, we actually expect Greece to slightly outperform the EU's budget
deficit requirements in the period from 2012 to 2014. The Greek government will stick to
its consolidation and reform program with an iron resolve. Public-sector and pension



Economic Research & Corporate Development Working Paper/No. 145/March 08, 2011

savings, combined with a clampdown on tax evasion, are likely to see the Hellenic State
pull off a substantial fiscal adjustment. We expect Greece, with the help of the EU's
liquidity assistance, to slowly but surely return to the capital market and it should be
able to achieve a balanced budget from 2016 onwards. Even based on a conservative
estimate of average real GDP growth to the tune of around 1.5% in the years leading up to
2020 (compared with 4.2% for 2000 to 2007), the return to a declining government debt
ratio (after a high of 152.9% in 2012) should then help nudge the interest burden down
from 7.3% of GDP in 2013 to 5.9% of GDP in 2020. At the same time, we expect the
government spending ratio to fall from around 50% in 2010 to approximately 44.5% as of
2016. In return, increased government revenue, for example thanks to the VAT hike of 4
percentage points to 23%, should also help the consolidation process along. We expect
the government revenue ratio, for example, to continue to climb from 40.2% to 44.5% in
2016. Once the contractionary effects of the savings program have started to wear off, we
expect Greece to be able to achieve primary surpluses averaging just over 6% of GDP from
2015 to 2020. This should create a framework in which it is possible for the country to
nudge its debt level down to 115.7% of GDP by 2020.

Our risk scenario reflects the current debate surrounding the various models that could
be used for Greece's debt restructuring. In addition to waning fiscal policy discipline, the
main risk hanging over a successful consolidation process is currently sustained flat
growth on the one hand, and a lack of investor confidence on the bond markets on the
other. If Greece, with an average change in annual economic output of only -0.2%
between 2011 and 2020, is forced to obtain funds from the capital market again once the
current EU assistance has dried up, extremely high premiums would definitely be on the
cards. In our negative scenario, we have assumed a gradual increase in average interest
rates on sovereign debt to as much as 6% by 2020. Even if the assistance programs were
to be continued and Greece were to make only a partial comeback on the financial
markets, unfavorable growth prospects and market assessments would go hand in hand
with an interest burden that Greece would find almost impossible to manage. A more
radical solution would be the likely outcome.

There are, however, a number of signs suggesting that it will not have to come to this.
First, the governing political party fared well in the municipal elections held in the
autumn of 2010. This not only serves to corroborate the course taken by the governing
party, but also suggests that the Greek population is prepared to accept the austerity
measures. On the other hand, economic indicators are pointing towards more a positive
trend. Greek exports, for example, were up by 21.6% year-on-year in December 2010 (and
by as much as 37.9% year-on-year in November), while the current account deficit has
been headed clearly south since 2009. So all in all, the Greek economy would seem to be
becoming more competitive again. As a result, we expect to see average real economic
growth of up to 2.5% in the period leading up to 2020 in our positive scenario. Since we
also predict higher government revenue in this scenario, primary surpluses should climb
up to a level of up to 8.0% of GDP. In the positive scenario — and assuming the same
spending trends as in the base scenario — Greece should be able to get its government
debt ratio down to below the 100% of GDP mark by 2020. Given the circumstances
described above, we believe that Greece will make a successful comeback on the capital
market even before the EU rescue package has run its course and without the need for
any further liquidity assistance.
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If investors and European policymakers can be patient enough to give Greece another
two years to clamber its way back to growth, the risk of insolvency or debt restructuring
in Greece is far lower than the current debate suggests.

Greece

Gross government debt as % of GDP
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*) Average annual real GDP growth 2011-2020. Sources: Eurostat, own calculations.
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Ireland

Compared with all of the other EU states, Ireland's debt, as a percentage of GDP, was the
fastest to accumulate between 2008 and 2010. By far the biggest factor at play was the
operation to rescue the Anglo Irish Bank, a move that resulted in a budget deficit of 32.3%

in 2010 alone.
rreland Average real GDP growth 2011-  Assumed annual borrowing Debt ratio
2020 requirement as % of GDP in year 2020
. EU deficit targets met:
0, 0,
Base scenario 2.2% Deficit 2015 below 3%; from 2016: 1%, 95%
. . EU deficit targets* not met;
(V) {v)
(Rt SESENTo B Budget deficit between 8.4% und 15.1% e
iCil . =
EEET O SEERD 320 EU deficit targets* more than met; 75%

from 2016 budget surpluses
*2011: 10.6%; 2012: 8.6%; 2013: 7.5%; 2014: 5.1% 2015: 2.9%.
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Despite the cloud of uncertainty hovering over Ireland's financial sector, our base
scenario assumes that the country will be able to comply with the deficit requirements
that have been negotiated with the EU and the IMF - with the 3 percent mark being
undershot for the first time in 2015. Since Ireland still boasts competitive advantages in
terms of corporate taxation and the fact that the economy is not working at full capacity
utilization at the moment, the economic recovery that is likely to take root as of 2012 is
also expected to be more pronounced than in the southern debt-distressed countries. We
forecast real economic growth of 3% for the period from 2013 to 2015. It is not unlikely
that the positive economic development will result in a balanced primary budget in as
early as 2014, allowing a surplus averaging more than 3% of GDP to emerge in the years
that follow. This would allow the Irish government spending ratio to be slashed from
48.9% in 2009 to 38.5% in 2015. On the other side of the equation, the government's
revenue should rise from 34.5% to around 37.5% of GDP in 2016. This should see the debt
level reach its peak of just under 113.8% of GDP in 2013, despite a slight upward trend in
average interestrates. As a result, we do not believe that there will be any need for
Ireland's EMU partner countries to provide it with support over and above the scope of
the financial assistance currently being provided by the EFSF. Assuming continued fiscal
policy discipline (even after the austerity measures announced in December 2010 have
been implemented) and real average economic growth to the tune of 2.2% (from 2011 to
2020), the government debt ratio will have fallen to somewhere around 95.3% of GDP by
the end of this decade.

If the country proves unable to meet the deficit requirements, the European Commission
could start pushing Ireland to raise taxes further, a move which, if actually implemented,
would impair the country's competitive standing and, as a result, its growth potential
looking ahead to the medium term. Furthermore, it remains to be seen how Ireland
could continue to obtain access to favorable financing in an environment marred by a
sluggish economic recovery and ongoing debt accumulation. In our risk scenario, we have
assumed sustained weak growth, with average real economic growth of only 0.4%. This
sort of environment would prompt investors to start demanding higher risk premiums,
which we believe would send average interest rates up from the current level of under 4%
to approx. 5.5% in 2020. If, faced with such conditions, Ireland was only able to secure
financing on the bond market again following the expiry of the lending commitments
made by the EFSF, EFSM" and IWF, debt restructuring would start to look more and more
likely. Our negative scenario could therefore result in Ireland having to resort to liquidity
assistance provided by the new ESM following a prior debt sustainability analysis
performed by the EU, IMF and the ECB.

Back in the late 1980s, however, Ireland proved steadfast with its budget consolidation
efforts after its government debt ratio rocketed, reporting higher growth rates than
before the austerity measures only a short time later. If the reform measures bear fruit
again this time round, Ireland can - as our positive scenario shows - achieve average real
economic growth of up to 3.2% between 2011 and 2010. This would see the country
benefit from the momentum of the current global upswing, thanks to its strong
economic links to the international community. We believe that this trend could drive
the primary surplus up to over 5% of GDP in 2020, especially given that Ireland was
reporting similar surplus levels before the crisis. Although it is less likely to materialize
than the base scenario, this trend could even spark accelerated debt reduction for
Ireland, to a level of approx. 75.1% of GDP in 2020.

* European Stability Mechanism
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If, following the clear victory of the conservative Fine Gael party in the parliamentary
elections at the end of February, there is swift political consensus that Ireland will be
sticking to its current austerity plan, then we believe that the country is well on its way to
getting to grips with its debt problem with the help of the EU and the IMF, possibly on
renegotiated, more favorable interest rate terms.

Ireland

Gross government debt as % of GDP
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Portugal

Yields on Portuguese bonds, which have been on the rise again of late, are higher than
the interest rates that Greece and Ireland have to pay on their respective rescue funds.
This has fueled considerable concern as to Portugal's ability to restructure its budget
without EU support in the long run.
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Portugal Average real GDP growth 2011-  Assumed annual borrowing Debt ratio
9 2020 requirement as % of GDP in year 2020
. EU deficit targets* met:

0/ 0/

Base scenario 1.8% Deficit 2013 below 3% from 2016: 1% 5%
. . EU deficit targets* not met;

0/ 4 0/

(Rt SESENTo DU Budget deficit between 5.7% und 15.3% T
iCil . -

EEET O SEERD 28% EU deficit targets* more than met; 50%

from 2015 budget surpluses
*2011: 6.6%; 2012: 4.6%; 2013: 2.8%.

In addition to the consolidation measures that have been announced to date, which
include social benefit and public-sector wage cuts, as well as a two-stage hike in VAT by 3
percentage points in total to 23%, we believe that the pressure exercised by the financial
markets and EU policy will make sure that Portugal toes the fiscal policy line in the long
term. The spending side of the equation will have an important role to play in this
respect, as we expect Portugal's economic recovery to be comparatively muted in our
base scenario. We put the relatively anemic growth prospects down, among other things,
to the fact that the drop in the country's GDP in 2009 was comparatively modest at 2.6%.
Nevertheless, real economic growth of 2% from 2013 onwards and more streamlined
fiscal policy should allow the Portuguese state to make a return to primary surpluses
again. We also expect the country to undercut the deficit threshold of 3% of GDP in the
same year — as called for by the EU. We predict a moderate increase in the average
interest rate to be paid on sovereign debt from 3.7% in 2010 to around 4.5% in 2020. From
2015 onwards, the country should be aiming to keep its deficit below the 1% mark so that
its government debt ratio can be driven down from a high of 90.3% in 2012 to 74.8% in
2020. In the period leading up to 2020, the government revenue ratio is likely to come in
at between 42.0% and 43.1%, whereas the government spending ratio is predicted to have
fallen to around 44.1% at the end of the decade, compared with 49.3% in 2010.

The greatest risk to the Portuguese consolidation course lies in the fact that the current
growth trend, which is already only moderate, could turn into a prolonged period of
anemic growth. Based on stagnation with zero growth between 2011 and 2020,
Portuguese financing costs would likely be forced up, not only by the direct impact on the
budget, but also by a reaction on the bond markets. In the risk scenario, we therefore
expect the average interest on sovereign debt to creep up to 5.5% in 2020 and for the
government debt ratio to stay on an upward trend. Based on the circumstances outlined
in the negative scenario, Portugal would be more than likely to have to seek temporary
refuge with the rescue fund made available by its partner countries.

There are also, however, clear signs pointing towards a more favorable course of events.
In November 2010, for example, incoming industrial orders gained an impressive 52.6%
in ayear-on-year comparison. Portugal's improved competitive standing is also reflected
in the fact that unit wage costs in 2010 declined for the first time since the introduction
of the euro. Furthermore, the recovery in the export sector should drive the current
account deficit down from 10.7% of GDP in 2010 to an estimated 6.7% of GDP in 2012. Over
and above this, an increasing body of evidence suggests that the labor market is making
a speedier recovery than expected, which should have a positive impact on domestic
demand. If —as is assumed in our positive scenario — the government's structural reforms
turn out to be a success story, this will provide additional economic impetus in the
medium term. This would bring a higher growth path for the period from 2011 to 2010,
with average real growth of up to 2.8%, within the realms of possibility. With primary
surpluses of up to 5.2%, the government debt ratio could be reduced to just under 50% of
GDP in 2020.

10
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If Portugal sticks to the ambitious consolidation plans it unveiled in May and September
2010 and can implement the structural reforms required to boost its growth potential,
this small country on the Iberian peninsula could emerge from the government
financing crisis with new-found strength and be appropriately rewarded by financial
market players, without having to resort to EU liquidity assistance.

Portugal

Gross government debt as % of GDP
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Spain

Spain was plunged into recession not just as a result of the global economic turbulence,
but also due to the bursting of its self-made property bubble. On top of this, the country
long lacked the political resolve to implement decisive reforms in the country's banking
sector, and first and foremost among the domestic savings banks (Cajas).

11
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Spain Average real GDP growth 2011-  Assumed annual borrowing Debt ratio
P 2020 requirement as % of GDP in year 2020
. EU deficit targets* met;
0/ ' 0
ELEIEEIEI el Deficit 2013 at 3%; from 2016: 2% Stk
. . EU deficit targets* not met;
0/ ¥ 0/
(Rt SEEENTD 02 Budget deficit between 6.2% und 15.0% X
ici 3 =
EEEe SRR 3.0% EU deficit targets* more than met; 50%

from 2018 budget surpluses
*2011: 7.5%; 2012: 5.3%; 2013: 3.0%.

Rising incoming industrial orders (+7.2% y-o-y in December 2010) and export growth
(+16.8% y-0-y in December 2010), however, suggest that an economic recovery could be
in the air. In 2011, for example, real GDP growth is expected to be positive again for the
first time in two years, climbing to 1.0%. In our base scenario, we believe that Spain can
achieve average real growth of 2.0% in the years to come. If the government is able to stick
to the austerity program it has announced, we can assume that Spain, too, will meet the
EU's budget deficit requirements for the period from 2011 to 2013 and that new
borrowing can be cut to less than 3% of GDP in the following year. Swelling government
revenue on the back of growth momentum from 2013 to 2015 will mean that Spain can
be expected to report small primary surpluses of 1.0%, or just short of the 1.0% mark, from
2014 onwards. Although we expect the average interest due on sovereign debt to increase
slightly from its current level of approx. 3.6% to around 4.2% in 2020 due to the upward
trend in financing costs sparked by the European debt crisis, Spain should be able to
push its government debt ratio down from 73.4% in 2012 to 67.0% in 2020. Spain's
favorable starting position, namely the fact that its government debt ratio is lower than
that of its peers, means that coaxing the debt ratio back down to below the 60% mark will
not involve any exceptionally restrictive fiscal policy. This means that, unlike in Greece
and Portugal, slower progress in consolidating the budget deficit would not prove to be a
major obstacle. In our most likely scenario, we therefore expect average new borrowing
in Spain to total around 2% of GDP between 2014 and 2020.

Insufficient consolidation pressure is, at the same time, a hazard that could give rise to
our risk scenario. This is compounded by the fact that, at over 20%, the Spanish
unemployment rate outstrips all of the other euro member states. In an environment
blemished by sustained limp growth, the unemployment rate could climb even further,
putting even more pressure on the budget as a result of rising transfer payments. If
further economic and fiscal policy reforms are left by the wayside as well, we would
expect to see higher financing costs for sovereign debt. The average interest rate would
be likely to rise to as much 5.0% by 2020. It is unclear when exactly, in such a scenario, the
Spanish government would have to resort to the EFSF or the ESM for assistance.

On the other hand, Spain benefits from the fact that its government tends to borrow at
home. In 2010, the proportion of foreign bondholders stood at only 27.6% (by
comparison, Greece: 78.7%). In our positive scenario, this could help to appease the
markets. At the same time, there are signs that the government is ready to make bold
reforms, even with the 2012 elections looming. These would be aimed primarily at
supporting structural changes, helping Spain to mature from an economy that depends
on sectors like construction to one that is ready to embrace growth sectors like
renewable energy. If the next upswing enjoys a broader base, Spain should be able to
move its real economic growth up a notch in the medium term, achieving an average of
3.0% in the period leading up to 2020. In this case, primary surpluses of up to 3% and a
government debt ratio just shy of 50% of GDP would be realistic targets for the end of the
decade.
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Consequently, we believe that Spain is the country where the gulf separating risks from
opportunities is at its widest. If the country can manage to transform its economy, it
could be a model for other highly-indebted countries, such as Italy.

Spain

Gross government debt as % of GDP
%

160 +
140 - Risk scenario (+0.2%%*)
120 4
100 4
80 1 Base scenario (+2.0%*)
60 -
40 A Positive scenario (+3.0%*)
20 T T T T T T T T T T T 1
2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020
*) Average annual real GDP growth 2011-2020. Sources: Eurostat, own calculations.

General government balances (base scenario)

%
4

-12 4 -111
2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020

Sources: Eurostat, own calculations.

W Primary balance ® Overall budget balance
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Conclusion

The scenarios show that the debt momentum in the EMU countries hit by the crisis is not
irreversible. We do not share the theory that strict government consolidation policy
harms economic growth for a prolonged period. Rather, after weathering an initial period
of weaker demand, progress on the consolidation front boosts confidence in the
corporate sector and among private households, bolstering growth potential. This is
particularly so if the consolidation efforts go hand-in-hand with far-reaching reforms.
Even Greece could manage, in amacroeconomic environment that is not excessively
optimistic, to cut its debt to GDP ratio by around 50 percentage points between now and
2020. By then, Spain could even have managed to get its ratio down to below the 50%
mark in relation to GDP.

Consequently, it remains up to the politicians to prevent government debt restructuring
or even more drastic scenarios. This is, however, subject to the proviso that the crisis-
ridden EMU states can manage to maintain rigorous fiscal discipline and forge ahead
with reforms over a prolonged period. It is also important that the EU provides the
necessary support for the amount of time needed for these countries to prove that their
consolidation efforts have been successful. Any attempts by the EU to railroad individual
countries into urgent debt restructuring would be more than counterproductive.
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Greece
Base scenario 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020
o . .
D CIETERD ] 2] il il 1.2 1.0 15 45 45 45 40 40 40 40 40
o .
D EIETER R fEE el 23 42 3.0 11 25 25 25 2.0 20 2.0 2.0 2.0
% change in total government revenue 5.8 5.1 32 3.0 15 73 76 6.1 40 39 4.0 4.0
% change in total government expenditures 72 75 20 22 04 36 4.0 3.7 40 39 4.0 4.0
Total government revenue
as % of GDP 37.8 40.2 41.9 42.5 41.3 42.4 43.7 44.5 445 44.5 44.5 44.5
US| (RGeS 53.2 498 493 475 453 44.9 447 445 445 445 445 445
as % of GDP
P G IR RIES 47.9 438 426 40.2 38.0 37.6 37.6 37.6 37.9 38.1 38.4 38.6
as % of GDP
Primary balance
as % of GDP -10.1 -3.6 -0.7 28 83 4.8 6.0 6.9 6.6 6.4 6.1 5.9
Average interest rate on government debt 4.5 45 4.6 4.8 4.8 4.9 4.9 5.0 5.0 5.0 5.0 5.0
Interest expenditures on government debt
as % of GDP 5.3 6.0 6.7 .3 .3 & 7.0 6.9 6.6 6.4 6.1 5.9
General government deficit
as % of GDP -15.4 -9.6 -7.4 -5.0 -4.0 -25 -1.0 0.0 0.0 0.0 0.0 0.0
IS =B ELRE 1268 1402 1502 1529 1501 1461 1407 1353 1301 1251 1203 1157
as % of GDP

Average real GDP growth: 2000-2007: 4.2%; 2011-2020: 1.5%.

Risk scenario 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020
. : :

D CIETERD I 2] 1.1 12 -1.0 05 25 25 25 2.0 2.0 2.0 2.0 2.0
- :

eiandgiiealcb iy 2.3 42 3.0 0.9 05 05 05 0.0 00 0.0 0.0 0.0
% change in total government revenue 5.8 5.1 32 05 25 25 25 20 20 20 20 20
% change in total government expenditures 72 75 20 12 0.6 46 5.0 47 50 2.9 5.0 5.0
Total government revenue

s 37.8 402 419 419 41.9 419 41.9 41.9 419 419 41.9 41.9
Joisioorenaentciperdives 53.2 498 493 49.0 48.1 49.0 50.2 515 53.1 54.6 56.2 57.8
as % of GDP

IPHTREY G BCR YES 47.9 438 4256 416 403 41.0 418 27 434 441 447 455
as % of GDP

Primary balance

oo o -10.1 36 0.7 03 16 0.9 0.1 0.8 15 22 2.8 3.6
Average interest rate on government debt 4.5 45 4.6 4.8 4.9 5.0 5.1 5.2 55 5.7 5.9 6.0
Interest expenditures on government debt

s 53 6.0 6.7 73 77 8.0 8.4 8.8 97 105 115 12.3
IS UL T -15.4 96 7.4 71 6.2 71 8.3 96 12 127 143 159
as % of GDP

(e (U= =R 1268 1402 1491 1569 1591 1622  166.3 1725 1801 1890  199.3  211.0
as % of GDP

Average real GDP growth: 2000-2007: 4.2%; 2011-2020: -0.2%.

Positive scenario 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020
. : :

D CIETERD I 2] 1.1 12 0.0 25 55 55 55 5.0 5.0 5.0 5.0 5.0
OGN M GEEY L2l 2.3 42 20 21 35 35 35 3.0 30 3.0 3.0 3.0
gechandsinictaicorernmentie enye 5.8 51 4.2 4.0 25 8.3 8.6 7.1 50 4.9 5.0 5.0
% change in total government expenditures 7.2 75 2.0 27 -0.4 356 40 3.7 40 3.9 40 40
JiCisidovemuentisvenLe 37.8 402 41.9 425 413 424 43.6 445 445 445 445 444
as % of GDP

Jliooienaenticiperdives 53.2 498 493 475 44.9 44.0 43.4 42.9 425 42,0 416 412
as % of GDP

IPHTEEY G BCR YES 47.9 438 4256 403 37.9 37.3 37.0 36.8 36.7 36.6 36.5 365
as % of GDP

Primary balance

o o o -10.1 36 0.7 21 34 5.0 6.6 77 78 7.9 8.0 8.0
Average interest rate on government debt 4.5 45 4.6 4.8 4.8 4.8 4.8 4.8 4.9 4.9 5.0 5.0
Interest expenditures on government debt

s 53 6.0 6.7 7.2 7.0 6.7 6.4 6.1 58 5.4 52 48
General government deficit

0t o OOb -15.4 96 74 5.0 3.6 17 0.2 16 20 24 2.8 32
(e (U= =k 1268 1402 1502 1514 1469 1409 1333 1254 1175 1096 1017 93.8
as % of GDP

Average real GDP growth: 2000-2007: 4.2%; 2011-2020: 2.5%. Sources: Eurostat, own calculations.
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Ireland
Base scenario 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020
, e
ecianasinonnalchi 113 22 0.9 33 5.0 5.0 5.0 40 40 40 40 40
, :
ehandgiiealcb iy 7.6 05 05 25 3.0 3.0 3.0 20 20 2.0 20 20
, :
2 GG (I TS0 (DI (e 136 05 03 5.4 0.1 7.2 7.9 95 40 4.0 4.0 4.0
O G D T8 GAECiR Grpeiies 16 350 320 2.8 1.7 0.7 1.7 4.0 40 4.0 4.0 4.0
Total government revenue
vt 345 351 34.9 35.6 34.0 347 35.6 375 375 375 375 375
Jsioorenaenticiperdites 48.9 675 455 428 45 39.8 385 385 385 385 385 385
as % of GDP
IPHTEEY G BCR Ve 467 645 415 38.8 365 34.7 335 33.6 338 33.9 34.0 342
as % of GDP
Primary balance
ey 122 293 6.6 4.0 25 0.0 20 3.9 38 36 35 3.4
Average interest rate on government debt 4.0 3.7 3.9 4.2 4.4 4.5 4.5 4.5 45 4.5 4.5 4.5
IEEER CHPEILTITES G GREmiil (e 2.2 30 40 46 5.0 51 5.0 4.9 48 4.6 45 44
as % of GDP
IS UM T 144 323 106 8.6 75 5.1 2.9 1.0 10 1.0 1.0 1.0
o . ; ! ’ ’ ! ] J | ) J J
(e (U= =R 65.5 974 1070 1119 1138 1132 1106  107.3 1041 1011 98.1 95.3
as % of GDP

Average real GDP growth: 2000-2007: 6.0%; 2011-2020: 2.2%.

Risk scenario 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020
. : :

D CIETERD I 2] 113 22 0.9 13 3.0 3.0 3.0 2.0 2.0 2.0 2.0 2.0
- :

ehandgiiealcb iy 7.6 05 05 05 1.0 1.0 1.0 0.0 0.0 0.0 0.0 0.0
% change in total government revenue 136 05 03 13 3.0 30 3.0 20 20 20 20 20
% change in total government expenditures 16 35.0 32,0 18 2.7 17 2.7 5.0 50 50 5.0 5.0
Total government revenue

s 345 351 34.9 34.9 34.9 34.9 34.9 34.9 34.9 34.9 34.9 34.9
Jliooienaenticiperdives 48.9 675 455 441 44.0 43.4 433 446 459 47.2 486 50.0
as % of GDP

IPHTEEY G BCR YES 467 645 15 39.4 38.8 37.8 37.3 38.2 389 395 40.0 40.7
as % of GDP

Primary balance

oo o -12.2 293 6.6 4.5 3.9 2.9 2.4 33 4.0 4.6 5.1 5.8
Average interest rate on government debt 4.0 3.7 3.9 4.2 4.4 4.6 4.7 4.8 5.0 5.2 5.4 55
Interest expenditures on government debt

s 22 30 4.0 4.7 52 5.6 6.0 6.4 70 7.8 8.6 9.4
IS UL T 144 323 106 9.2 9.1 85 8.4 97 110 123 137 51
as % of GDP

(e (U= =R 65.5 974 1070 1147 1202 1250 1295 1365 1446 1538 1642 1759
as % of GDP

Average real GDP growth: 2000-2007: 6.0%; 2011-2020: 0.4%.

Positive scenario 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020
. —

D CIETERD I 2] 113 22 1.9 43 6.0 6.0 6.0 5.0 5.0 5.0 5.0 5.0
OGN M GEEY L2l 7.6 05 15 35 40 40 40 3.0 30 3.0 3.0 3.0
gechandsinictaicorernmentie enye 136 05 13 6.4 11 8.2 8.9 105 50 5.0 5.0 5.0
% change in total government expenditures 16 350  -320 2.8 17 07 17 40 40 40 40 40
Jicisidovemuentis enLe 345 35.1 34.9 35.6 34.0 347 35.6 375 375 375 375 375
as % of GDP

Joisioorenaentciperdives 48.9 675 44.9 428 411 39.0 375 37.1 36.7 36.4 36.0 35.7
as % of GDP

IPHTREY G BCR YES 467 645 40.9 38.3 36.3 34.2 32.8 326 326 325 324 323
as % of GDP

Primary balance

ey 122 293 -6.0 2.7 23 05 2.9 4.9 49 5.0 5.1 52
Average interest rate on government debt 4.0 3.7 3.9 4.2 4.4 4.5 4.5 4.5 4.4 4.4 4.3 4.3
Interest expenditures on government debt

Ao 22 3.0 4.0 45 48 48 4.7 45 41 3.9 36 33
IS UM T 144 323 100 7.2 71 43 1.8 0.4 08 11 15 18
o . : ! : . : J ! J . J J
(e (U= =R 65.5 974 1054 1080 1085 1065  102.2 96.9 916 86.2 80.7 75.1
as % of GDP

Average real GDP growth: 2000-2007: 6.0%; 2011-2020: 3.2%. Sources: Eurostat, own calculations.
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Portugal
Base scenario 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020
gecianasinionnalchi 2.4 21 17 2.4 40 40 40 40 40 40 40 40
OGN M GEEY L2l 26 14 0.4 1.4 20 2.0 20 20 20 2.0 20 20
gechandsinictaicorernmentie enye 6.7 105 17 216 42 51 5.2 4.0 40 4.0 4.0 4.0
0 CHEES T EOLE) GOvEiER: CrpeReies 7.9 46 03 16 02 2l 2.9 4.0 40 4.0 4.0 4.0
Total government revenue
s 0 o GOp 38.8 420 42.0 421 422 426 431 431 431 431 431 431
Jsioorenaenticiperdites 481 493 4856 467 45.0 446 4.1 4.1 441 441 4.1 441
as % of GDP
Primary expenditures 453 464 454 431 41.2 408 40.4 405 405 406 40.6 40.7
as % of GDP
Primary balance
o 6.5 44 3.4 1.0 1.0 18 27 26 26 25 25 2.4
Average interest rate on government debt 4.0 3.7 3.8 4.0 4.2 4.3 4.3 4.3 4.4 4.4 4.5 4.5
RS TICS G GoUeiICHE et 28 29 92 36 38 38 3.7 36 36 35 35 3.4
as % of GDP
General government deficit
A 9.3 73 -6.6 4.6 2.8 2.0 1.0 1.0 1.0 1.0 1.0 1.0
(e (U= =R 76.1 828 87.9 90.3 89.6 88.0 85.6 83.3 81.0 78.9 76.8 74.8
as % of GDP

Average real GDP growth: 2000-2007: 1.5%; 2011-2020: 1.8%.

Risk scenario 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020
o E .

ATl 2.4 21 17 0.4 2.0 2.0 2.0 2.0 20 2.0 2.0 2.0
o .

D EIETER R fEE el 26 14 0.4 06 0.0 0.0 0.0 0.0 00 0.0 0.0 0.0
% change in total government revenue 6.7 105 17 0.4 20 20 20 20 20 20 20 20
% change in total government expenditures 7.9 46 03 0.6 12 a1 3.9 5.0 50 50 5.0 5.0
Total government revenue

as % of GDP 38.8 42.0 42.0 42.0 42.0 42.0 42.0 42.0 42.0 42.0 42.0 42.0
US| (RGeS 481 493 486 481 47.7 487 49.6 51.0 525 54.1 55.7 57.3
as % of GDP

P G RIS 453 464 454 445 436 442 448 457 466 475 483 492
as % of GDP

Primary balance

as % of GDP -6.5 -4.4 -3.4 -2.5 -1.6 -2.2 -2.8 -3.7 -4.6 -55 -6.3 -7.2
Average interest rate on government debt 4.0 3.7 3.8 4.0 4.3 4.5 4.6 4.8 5.0 5.2 5.4 55
Interest expenditures on government debt

as % of GDP 2.8 29 3.2 3.6 4.1 4.5 4.8 5.3 5.9 6.6 7.4 8.2
General government deficit

as % of GDP -9.3 -7.3 -6.6 -6.1 5.7 -6.7 -7.6 -9.0 -10.5 -12.1 -13.7 -15.3
IS e LR 76.1 82.8 87.9 93.6 97.4 1021 1075 1143 1224 1318 1427 1549
as % of GDP

Average real GDP growth: 2000-2007: 1.5%; 2011-2020: 0,.0%.

Positive scenario 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020
. —

D CIETERD I 2] 2.4 21 2.7 34 5.0 5.0 5.0 5.0 5.0 5.0 5.0 5.0
OGN M GEEY L2l 26 14 14 2.4 3.0 3.0 3.0 3.0 30 3.0 3.0 3.0
gechandsinictaicorernmentie enye 6.7 105 2.7 36 5.2 6.1 6.2 5.0 50 5.0 5.0 5.0
0 CHEES T EOLE) GOvEiER: CrpeReies 7.9 46 03 16 02 2l 2.9 4.0 40 4.0 4.0 4.0
JiCisidovemuentisvenLe 38.8 420 42,0 421 422 426 431 431 431 431 431 431
as % of GDP

Jliooienaenticiperdives 481 493 481 458 437 42,9 42,0 416 412 408 40.4 40.1
as % of GDP

IPHTEEY G BCR YES 453 46.4 449 423 40.1 39.4 38.7 385 383 38.2 38.1 37.9
as % of GDP

Primary balance

o 65 44 2.9 0.2 2.1 3.2 44 46 47 4.9 5.0 52
Average interest rate on government debt 4.0 3.7 3.8 4.0 4.2 4.3 4.3 4.3 4.2 4.2 4.1 4.1
Interest expenditures on government debt

a5 9% of GOB 2.8 29 3.2 35 36 36 34 32 29 2.7 24 2.1
General government deficit

A 9.3 73 6.1 37 15 0.3 11 15 19 2.3 26 3.0
(e (U= =R 76.1 82.8 86.6 87.3 84.6 80.9 76.0 71.0 65.8 60.6 55.2 49.6
as % of GDP

Average real GDP growth: 2000-2007: 1.5%; 2011-2020: 2.8%. Sources: Eurostat, own calculations.
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Spain
Base scenario

% change in nominal GDP

% change in real GDP

% change in total government revenue

% change in total government expenditures

Total government revenue
as % of GDP

Total government expenditures
as % of GDP

Primary expenditures
as % of GDP

Primary balance

as % of GDP

Average interest rate on government debt
Interest expenditures on government debt
as % of GDP

General government deficit
as % of GDP

Gross government debt
as % of GDP

Average real GDP growth: 2000-2007: 3.6%;

Risk scenario

% change in nominal GDP

% change in real GDP

% change in total government revenue

% change in total government expenditures

Total government revenue
as % of GDP

Total government expenditures
as % of GDP

Primary expenditures
as % of GDP

Primary balance

as % of GDP

Average interest rate on government debt
Interest expenditures on government debt
as % of GDP

General government deficit
as % of GDP

Gross government debt
as % of GDP

Average real GDP growth: 2000-2007: 3.6%;

Positive scenario

% change in nominal GDP

% change in real GDP

% change in total government revenue

% change in total government expenditures

Total government revenue
as % of GDP

Total government expenditures
as % of GDP

Primary expenditures
as % of GDP

Primary balance

as % of GDP

Average interest rate on government debt
Interest expenditures on government debt
as % of GDP

General government deficit

as % of GDP

Gross government debt

as % of GDP

Average real GDP growth: 2000-2007: 3.6%;

2009

7.5

34.7

45.8

44.0

4.3

3.9

1.8

-11.1

53.2

2010

-0.1

-0.1

4.8

-0.3

36.4

45.7

43.7

=73

34

2.0

.8

64.4

2011-2020: 2.0%.

2009

7.5

34.7

45.8

44.0

4.3

3.9

1.8

-11.1

53.2

2010

-0.1

-0.1

4.8

-0.3

36.4

45.7

43.7

=7/, 3)

34

2.0

.8

64.4

2011-2020: 0.2%.

2009

7.5

34.7

45.8

44.0

4.3

3.9

1.8

-11.1

53.2

2010

-0.1

-0.1

4.8

-0.3

36.4

45.7

43.7

=7/, 3)

34

2.0

.8

64.4

2011-2020: 3.0%.

2011

2.1

1.0

3.8

37.0

44.5

42.1

3.6

24

70.4

2011

2.1

1.0

3.8

37.0

44.5

42.1

3.6

24

70.4

2011

3.1

2.0

4.8

37.0

44.5

42.1

3.6

24

69.7

2012

3.1

it/

4.2

-1.1

37.4

42.7

40.0

3.8

2.7

73.4

2012

Al AL

37.0

44.0

41.2

3.8

2.8

76.6

2012

4.1

2.7

5.2

-1.1

37.4

42.7

40.0

3.8

2.7

72.1

2013

4.5

25

5.3

37.7

40.7

37.8

4.0

28

73.2

2013

25

0.5

25

0.6

37.0

43.2

39.9

4.1

3.2

80.7

2013

5.5

35

6.3

37.7

40.3

37.5

0.2

4.0

28

70.8

2014

4.5

25

6.5

3.8

38.4

40.4

37.4

1.0

4.2

3.0

71.9

2014

25

0.5

25

4.8

37.0

44.2

40.6

4.3

3.6

85.7

2014

55

3.5

7.5

3.8

38.4

39.7

36.8

L7/

4.2

29

=13

68.3

2015

4.5

25

3.3

3.4

38.0

40.0

37.0

1.0

4.2

3.0

70.7

2015

25

0.5

25

4.4

37.0

45.0

41.0

4.5

4.0

91.4

2015

5.5

35

4.3

3.4

38.0

38.9

36.1

1.9

4.2

2.8

65.6
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2016

4.0

2.0

4.0

4.0

38.0

40.0

37.1

1.0

4.2

3.0

69.9

2016

2.0

0.0

2.0

5.0

37.0

46.3

41.9

4.6

4.4

98.7

2016

5.0

3.0

5.0

4.0

38.0

38.5

35.8

2.2

4.2

2.7

63.0

2017 2018 2019 2020

4.0 4.0 4.0 4.0
2.0 2.0 2.0 2.0
4.0 4.0 4.0 4.0
4.0 4.0 4.0 4.0
38.0 38.0 38.0 38.0
40.0 40.0 40.0 40.0
37.1 37.1 37.2 37.2
0.9 0.9 0.9 0.8
4.2 4.2 4.2 4.2
28 28 28 2.8
-2.0 -2.0 -2.0 -2.0
69.2 68.4 67.7 67.0

2017 2018 2019 2020

2.0 2.0 2.0 2.0
0.0 0.0 0.0 0.0
2.0 2.0 2.0 2.0
5.0 5.0 5.0 5.0
37.0 37.0 37.0 37.0
47.7 49.1 50.5 52.0
42.8 43.7 44.5 45.3
-5.8 -6.7 -7.5 -8.3
4.7 4.8 4.9 5.0
4.8 5.4 6.0 6.7
-10.7 -12.1 -13.5 -15.0

107.2 117.0 127.9 140.1

2017 2018 2019 2020

5.0 5.0 5.0 5.0
3.0 3.0 3.0 3.0
5.0 5.0 5.0 5.0
4.0 4.0 4.0 4.0
38.0 38.0 38.0 38.0
38.1 37.8 37.4 37.1
35.6 35.4 35.2 35.0
24 2.6 2.8 3.0
4.1 4.1 4.0 4.0
25 2.4 2.2 2.1
-0.2 0.2 0.6 0.9
60.1 57.1 53.8 50.3

Sources: Eurostat, own calculations.
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These assessments are, as always, subject to the disclaimer provided below.

ABOUT ALLIANZ

Allianz SE is member of Transparency International Germany and supports the Principles of the United Nations
Global Compact and the OECD Guidelines for Multinationals through its Code of Conduct.

Allianz SE is one of the leaders of the insurance sector in the Dow Jones Sustainability Index, listed in FTSE4AGOOD
and in the Carbon Disclosure Leadership Index (Carbon Disclosure Project, CDP6).

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 Allianz 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) mortality and morbidity levels and trends, (v)
persistency levels, (vi) the extent of credit defaults, (vii) interest rate levels, (viii) currency exchange rates
including the Euro/U.S. Dollar exchange rate, (ix) changing levels of competition, (x) changes in laws and
regulations, including monetary convergence and the European Monetary Union, (xi) changes in the policies of
central banks and/or foreign governments, (xii) the impact of acquisitions, including related integration issues,
(xiii) reorganization measures, and (xiv) 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.

NO DUTY TO UPDATE
The company assumes no obligation to update any information contained herein.
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