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Financial markets were not in short supply of anxiety before US President 

Trump decided to impose tariffs on steel and aluminium. Now volatility 

could surge on the back of a higher risk premium, inflationary pressures 

and rising interest rates in the US. Add to that pockets of risks in selected 

emerging markets, and a political deadlock in Europe. As noted in our 

Games of Trade report all this adds fuel to the fire, even more so when 

the US starts it. Indeed, the world's biggest economy has been a trend-

setter with 90 new protectionism measures out of 467 in 2017. The metals 

sector was the second most-affected with 54 new protectionist measures. 

So, why the fuss? Even on the campaign trail, then-candidate Trump was 

clear about his intentions to renegotiate every disadvantageous free 

trade agreement. NAFTA was a prime target right from the start . The 

March 8 announcement has dramatic ring to it. The hike to a 25% tariff 

on steel and 10% on aluminum (up from the current 0.3% and 3.5% on 

average, respectively) rattled many. In reality the potential losses may be 

limited and an exemption for Canada and Mexico could further ease the 

pain. Brazil, Russia, China and South Korea are the main losers with an 

estimated cost of more than half a billion dollar a year.  Surely, there is a 

risk that more protectionist moves hurt growth and raise inflation expec-

tations in the US. In particular, the chemicals sector, second in the num-

ber of protectionism investigations only to metals, and the car industry, 

already hypersensitive and visible ahead of the mid-term elections, are 

on the radar.  Yet, American households and companies will pay the 

highest price. Congress, on its part, decided to hold back the protection-

ism bulldozer. The risk of a a full-fledged trade war, characterized by a 

generalized hike in tariffs and severe retaliation from the EU and China, 

is very low at this point. Yet when unpredictability is high, the ghosts of 

the past may come for an unwelcome visit. President Trump’s decision is 

often compared with President Bush’s, back in 2002. The same goods are 

at stake, and the political and economic situations are similar. Yet, the 

styles are different. When combining the profligate fiscal stimulus, the 

pressure on the dollar, and the protectionism bravura, the Trump land-

scape resembles more the Reagan era. Back in the 1980's trade was a 

global bone of contention. By 2019, fiscal hawks may come back and the 

economic expansion be less vibrant. Both Presidents Reagan and Bush 

had to face an economic reality check of their own.  But the gusto for old-

fashion deal-making behind closed doors could be back for good. The 

very style of President Trump, embodied in tariffs, raises the specter of 30 

year old trade policies. This was an era before multilateralism leveled the 

playfield, before the World Trade Organization, before the advent of 

Europe and China as we know them today. Since then, the world agreed 

to work together to reduce tariffs. Countries had to find other ways to 

boost competitiveness from exchange rates and wage moderation, to 

non-tariff measures, to institutionalized subsidies and bilateral free trade 

agreements. And all the players accepted that the globalization game 

was rigged just enough for the greater good, through such means as free 

trade, to be safe and sound. Will the US manage to change the rules and 

forgoes 25 years of progress? Will other countries overreact and esca-

late? It does not look like it but “a good scare is worth more to a man 

than advice”. Strengthening the benefits of globalization for all should 

certainly be on the G20 agenda in Argentina this month. 
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5bn euro 
Italy’s planned spending on the 
National Industry 4.0 Plan in 
2018-2019 
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 ITALY: TWO YEARS TO TRANSFORM 
 5 MACRON-OMICS AND 12 ACTIONS 

On March 4, 2018, Italy’s General 
Elections proved inconclusive. While 
talks for a coalition  government are 
in the making, investors will continue 
to look for reassuring pro-business 
reforms, just like the ones imple-
mented by  Prime Ministers Monti, 
Letta, Renzi and Gentiloni. 
 
Although uncertainties about the 
reforms lingered, the lid on Italian 
growth and confidence was lifted 
and the  economic stars aligned for 
Italy. 
 
There are two more years of 
above-potential growth for Italy. 

In 2017, Italy grew by +1.5%, its best 
growth figure since 2010 and a no-
ticeable acceleration from previous 

years. The broader cyclical upswing 
in Europe (see Figure 1), the re-
bound in trade, and good monetary 
and financial conditions explain this 
increase in performance. 

Yet, Italy also planted the seeds of 
success with decisive reforms 
brought about at the onset of the 
European crisis and covered many 
policy areas ranging from product 
and labor markets to taxation, pub-
lic administration and civil justice 
(see Figure 2). 

Private sector investment growth 
has finally started to pick up in H2 
2017, boosted by the Enterprise 4.0 
plan that included tax incentives for 
businesses investing in new technol-
ogies. Additionally, the favorable 
labor market trend facilitated by the 

Jobs Act managed to bring down 
the unemployment rate to its lowest 
level since 2012. 

Going forward, we expect Italy to 
have two more years of positive cy-
clical momentum with a GDP growth 
expected at +1.4% in 2018 and 
+1.2% in 2019, mainly driven by pri-
vate consumption (+1.0%) and in-
vestment (+4.4%); export growth will 
remain high (+4.4% in real terms).  

The expected continuation of the 
Euroboom in 2018 (GDP in the Euro-
zone should expand to around +2% 
in 2018, for the fourth consecutive 
year), together with the ECB’s very 
gradual normalization of its mone-
tary policy, will continue to act as a 
safety net for investor sentiment.  

 Italy is estimated to grow by +1.4% in 2018 and +1.2% in 2019 
i.e. two more years above potential 

 Though uncertainties remain regarding the reforms agenda, 
markets see Italy as pivotal to Europe’s regeneration 
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Sources: OECD, Euler Hermes, Allianz Research 

Figure 2 Reform scorecard for Italy 

The reduction in public spending 
through the 2014 Spending Review 
was responsible for the elimination 
of expenditure items totaling 
EUR29.9bn in 2017. 

Italy will continue efforts to rational-
ize spending (e-services, targeting of 
social and health benefits, procure-

ment, etc.) and improve tax collec-
tion. The primary surplus guarantees 
credibility as it stood at +1.7% of 
GDP in 2017, up from +1.5% in 2016, 
and is expected to be close to +2% in 
2018.  

However, Italian public spending is 
characterized by a higher percent-

age of current spending, which has 
crowded out capital spending . Free-
ing up resources for investment in 
physical and human capital is neces-
sary. 

Main reforms Approved Implemented

Institutional reforms

Electoral Law     √     √

Constitutional reform
Rejected in Dec 

2016 referendum

Competitiviness

Enterprise 4.0     √ 2017-2020

Strategic plan for tourism     √ 2017-2022

Labour market and social policies

Jobs Act     √     √

ANPAL (National Agency)     √     √

Jobs Act for self-employed workers to strenghten social protection     √     √

Single family code     √     √

Fiscal issues

Reduction of public administration arrears     √ 2017-2018

Combate tax evasion     √ 2017-2018

Spending Review Phase II     √ 2017-2020

Structural  budget balance by 2019     √ 2017-2020

Privatisation 2017-2020

Justice

Rules on corporate crisis and insolvency procedures     √ 2018

Reform of civil and criminal procedures     √     √

Fighting organised crime     √     √

Infrastructure

Reform of public procurement     √     √

National Plan for public investment     √ 2017-2020

Ultra-Broadband plan 2018-20

South Pacts for territorial rebalancing (Patti per il Sud)     √ 2014-2020
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Furthermore, Italy is pivotal to Eu-
rope’s Rinascimento. Even markets 
are aware of this.  

Italians continue to trust the Europe-
an project, but the recent vote calls 
for a stronger voice in shaping a 
Europe which works better for Ital-
ians citizens. 

From the European Banking Union1, 
a compromise on the European De-
posit Insurance and a full-fledged 
Capital Market Union to true collec-
tive management of the refugee 
crisis based on the principles of soli-
darity and more equitable burden 
sharing, Italy should be part of the 
tripod of stability the Eurozone so 
longs for. 

Financial markets believed Italy 
would leap forward. The reform of 
an electoral law in late 2017 helped 

contain political uncertainty during 
the run-up towards the parliamen-
tary election. For instance, bond 
yields have barely budged at the 
turn of 2017-18 (see Figure 3). 

Additionally, year-to-date stock mar-
kets have outperformed their Euro-
pean peers and CDS spreads have 
fallen when Italy made decisive 
moves to reduce systemic risks 
(recapitalization and restructuring of 
several problem banks, consolida-
tion agenda, etc.) – see Figure 4. 

Financial markets will welcome a 
sustained pro-business reform agen-
da including lower corporate taxes 
and/or reduced social security con-
tributions on wages, new invest-
ments mainly in the industrial sector 
(Enterprise 4.0 initiative planned to 
last until 2020), and further competi-

tiveness reforms prolonging the Jobs 
Act. 

Lastly, Italians are ready for 
change. 

In the past decade, business confi-
dence is at its highest level ever and 
national sentiment towards reform is 
positive. Two-thirds of Italians sur-
veyed in 2017 believe that far-
reaching reforms are necessary, 
compared to 47% in France and 26% 
in Germany (see Figure 5). The 
broad consensus on the need for 
far-reaching reforms in Italy is re-
flected across all generations, alt-
hough it is more favorable amongst 
the young (61% of 16-29 year olds 
think reforms are positive). The cur-
rent economic situation is an oppor-
tune moment for advancing much-
needed reforms in Italy. 

Figure 5  Allianz-Allensbach Institute Survey on the sentiment for reforms 

Sources: Allianz-Allensbach Institute 

1 Italy already showcased a notable reduction in banking sector risk where NPL stocks have been reduced by EUR104bn since 2014.  

Figure 3  10-year bond spreads BTP vs Bund 

Sources: Bloomberg Euler Hermes 

Figure 4  5-year CDS Policy Uncertainty Index 

Sources: Bloomberg Euler Hermes 
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Macron-omics #1: Boost purchasing 
power 

Although private consumption has 
been the main engine of growth, 
household purchasing power has 
held back peers over the last period. 

Annual growth of household gross 
disposable income –stood around 
+2% since 2016, which in turn has 
been a drag on retail sales (+1% 3M 
y/y growth compared to +4% in 
France).  

In real terms, household purchasing 
power lost steam since mid-2016 as 
headline inflation picked up (see 
Chart 6). 

1. Implement a more progressive 
income tax 

An idea for unleashing additional 
purchasing power would be to 
adopt a more progressive income 
tax regime compared to the current 
one (from 23% to 43%).  

For example, in France low incomes 
of up to 9 710EUR are exempt from 
income tax.  

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Moving the current first threshold 
from 15,000EUR and 23% to 
7,500EUR at 0% would unleash cash 
for higher consumer spending as 
low-income earners display a higher 
propensity to spend rather than to 
save.  

This is a costly measure since it 
would lower tax revenues by around 
EUR30bn, but would unleash 2.6pp 
of gross disposable income in total. 
The results in France and the US 
(with its reformed tax bill) show that 
most countries are adopting a lower 
tax position. 

2. Reduce price rigidities in several 
sectors 

Product-market reforms have been 
successful in recent years. However, 
when looking at Italy’s energy con-
sumer prices, levels remain above 
those in France and Spain, for exam-
ple (see Figure 7). 

The same applies to the utilities sec-
tor where prices were not adjusted 
as much as in other Eurozone coun-
tries (see Figure 8). Reforming fur 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

ther these two sectors through in-
creased deregulation would help 
reduce price rigidities and provide 
additional household purchasing 
power. 

March 2018 

Figure 6  Disposable income, y/y 

Sources::Eurostat, Allianz Research 

-6.0%

-4.0%

-2.0%

0.0%

2.0%

4.0%

6.0%

8.0%

07 08 09 10 11 12 13 14 15 16 17

Germany Spain

France Italy

Italy (real terms)



 

8 

Macron-omics #2: Unleash financing 
and investment 

Total cash held by Italian corporates 
remains high (USD70bn in 2016, 13% 
of the total balance sheet) and the 
self-financing capacity of Italian 
companies has strengthened since 
2016. However, its higher incidence 
of bank debt than in any other Euro-
zone country creates ever greening 
and bank debt covers of almost 10% 
of R&D spending vs. only 3% in Ger-
many and 1% in the United King-
dom. Italian households enjoy a rel-
atively high savings rate (9.9% of the 
gross disposable income). Total net 
financial assets of Italian households 
(54 533 EUR/capita) and securities 
represent a larger share, compared 
to France and Germany, for exam-
ple (see Figure 9). 

3. Improve collateral rules on corpo-
rate loans to restore credit channel.  

Italian banks are definitely in better 
shape than they were one year ago. 
The total stock of non-performing 
loans (NPL) has fallen considerably 
by EUR104bn to EUR274bn (see 
Figure 10). The IMF estimates that 
halving the NPL ratio from 14% to-
day to 6% would lead to +2% higher 
real GDP growth and +4% higher 
investment growth after five years. 

Currently, the bulk of NPLs continues 
to be corporate-related (70%) and 
the EUR158bn price tag for bad 
debt continues to be a significant 
drag on bank profitability and eco-
nomic activity as they require signifi-
cant loan-loss provisions, which in 
turn reduces credit availability. Im-
proving collateral rules on corporate 

loans would make NPL valuation 
and sales much easier and could 
unleash additional bank financing. 
Currently, corporate loans are 
backed by anything from factories, 
to machinery, to shares of a firm and 
real estate, which make their valua-
tion complex compared to residen-
tial mortgages, for example. 

4. Develop financial products to tap 
into Italian wealth 

Following the example of other Eu-
ropean countries, in 2017 Italy intro-
duced a new investment product, 
the Piani Individuali di Risparmio 
(PIR), which offers favorable tax 
treatment and channel savings from 
Italian investors to productive invest-
ments. Of these funds, 70% must be 
invested in Italy-based firms, with at 
least 30% of that in SMEs. 

Figure 10 Current stock of NPLs 

Sources: Bank of Italy, Allianz Research 

Figure 7  Energy prices (EUR/kWh) 

Sources: Eurostat, Allianz Research 
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PIRs have generated a lot of enthu-
siasm in Italy (EUR20bn collected).  

In the wake of the PIR, new savings 
products could be created.  

Italian households’ growing appetite 
for life insurance products could also 
support company financing (through 
equity or debt). 

Another idea includes a stronger 
public-private partnership, such as, 
(i) a national loan scheme, with pub-
lic guarantees to finance critical in-
frastructure with a special focus on 
developing Southern regions, (ii) a 
joint financing platform with foreign 
actors (e.g. Sovereign Wealth Funds) 
and (iii) a venture-capital fund for 
disruptive innovation such as the 
one recently announced by the 
French Public Investment Bank (BPI). 

 5. Expand reduced capital gain tax 

The Italian tax on capital gains from 
shares, equity, and convertible 
bonds is at 26% if there is no quali-
fied participation2. France just 
moved to a flat tax (30%) and other 
European countries such as the 
Netherlands, the UK, and Luxem-
bourg are known for their attractive-
ness in terms of financial invest-
ments. To improve capital realloca-
tion to a more productive use, a re-
duction of the capital gains tax 
would lower the cost of capital, 
boost investment, and stimulate eco-
nomic growth and inward foreign 
capital. Italy could expand the re-
duced tax (12.5% on gains derived 
from public bonds - sovereign, local, 
SoEs, etc.) to bonds or equities is-
sued by companies (listed or unlist-
ed) in strategic sectors (e.g. machin-

ery and equipment, textile, agri-
food, etc.). 

Macron-omics #3: Mass flourishing: 
Bank on SMEs! 
Italy is known for its vibrant and dar-
ing Small and Medium Enterprises 
(SME) segment.  

Companies have managed to re-
store comfortable margins (41.9% of 
value added in Q3 2017), but the 
manufacturing sector is still con-
fronted with high, yet stabilized, la-
bor costs (27.3 EUR/hour in 2016, the 
fifth highest after Belgium, Germany, 
France and the Netherlands).  

SMEs, which have been Italy’s safety 
net and competitiveness champions, 
could be Italy’s springboard, howev-
er, decisive actions to support the 
segment need to be taken to make 
their lives simpler. 

March 2018 

2 Less than 2% of the voting rights or less than 5% participation in the capital of a listed company. In case of unlisted shares, the qualifying             

holding thresholds are, respectively, 20% of the voting rights or 25% participation in the capital. 

Figure 12  Taxes on capital, % of GDP 

Sources: Eurostat, Allianz Research 
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6. Introduce a reduced corporate 
tax rate for SMEs  

Since 2007, Italy has reduced its 
main corporate tax rate by -13.25pp 
to 24%, a pioneering move when 
compared to Germany (-8.36pp) 
and Spain (-7.5pp). 

At 24%, the Italian corporate tax rate 
remains above the EU average of 
21%, yet still in line with the OECD 
and global average.. Without en-
dangering its public finances, Italy 
could implement a progressive tax 
rate for companies. A reduced tax 
rate for SMEs to 21% (-3pp in line 
with France, see Figure 13), lost reve-
nues would amount to EUR2bn, but 
the positive impact on margins 
would be +0.7pp3 (see Figure 14). 

Higher margins would translate into  

higher cash-flow and potentially 
higher investments. Note that such a 
measure could be critical for the ICT, 
chemicals, agri-food, construction 
and manufacturing sectors. 

7. Lower employer social contribu-
tions  

High employer-paid social contribu-
tions (27.3% of total labor cost in the 
total economy vs. 25.8% in the Euro-
zone) remain a burden on Italy’s 
corporate segment. Hence, the total 
labor cost in Italy stands almost 12 
EUR/hour above the Eurozone aver-
age (see Figure 15). We estimate 
that by lowering the social contribu-
tions paid by employers by -6pp to 
24% (from 30% of gross compensa-
tion), similar to what France does, 
Italian corporate margins would be 
boosted by +1pp after one year 4 

(see Figure 16). Even if Italy has an 
overall low pass-through of domes-
tic costs to export prices, the cost 
elasticity has increased since the 
crisis. Lowering labor costs could 
boost Italy’s goods exports by mak-
ing them more competitive and 
strengthening their integration in 
global value chains, which is current-
ly the lowest among the EU coun-
tries. Only 14% of total value added 
is dependent on foreign input. 

8. Incentivize faster inter-enterprise 
payments and e-invoicing 

For SMEs, suppliers are a lifeline and 
sometimes an invisible bank. Domes-
tic payment behavior has been im-
proving for the past five years and 
insolvencies have decreased in Italy 
as a result (-12% in 2017, -10% ex-
pected in 2018). 

Figure 16  6pp lower social contributions impact on corporate margins 

Sources: Eurostat, Allianz Research 

3 The positive impact could go up to +2pp should Italy introduce a similar corporate tax rate on SMEs as the Netherlands will in 2021 (i.e. 16%).        
4 This measure is costly: EUR30.8bn. 

Figure 14  Margins for SMEs (% of value added) 

Sources::Eurostat, Allianz Research 

Figure 15  Labor cost 

Sources: Eurostat, Allianz Research 

Figure 13 Corporate tax rates (national and local)  

Sources: European Commission, Allianz Research 
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The average domestic non-payment 
has declined by -38% to 13,946 EUR 
since 20135 (see Figure 17). 

All in all, since 2014, the total work-
ing capital requirement has de-
creased by EUR17bn (of which 
EUR1.2bn can be attributed to 
SMEs) – see Figure 18, freeing up 
additional cash for new investments 
and compensating, to some extent, 
for the reduction in total bank fi-
nancing of EUR102bn over the same 
period. 

Nevertheless, payment discipline 
must continue to improve as the av-
erage Days Sales Outstanding 
(DSO) is 85 days, when the national 
threshold stands at 30 days6.  

One idea would be to use the carrot 
(since the stick is not working) for 
those companies who manage to 

reduce their payment delays to ac-
ceptable standards. A tax credit or 
even a tax reduction could be condi-
tioned to virtuous payment behav-
iors. 

In parallel, bringing forward the 
mandatory electronic invoicing from 
January 2019 would also be a posi-
tive step forward for company pay-
ment behavior. Improved payment 
discipline in a context of restricted 
access to financing could see busi-
ness survival rates rise from 38%, 
after five years of activity, to more 
than 50%. 

Macron-omics #4: Think Brand  
Equity  
 

Over the past six years, Italy has 
climbed up the ranks in the World 
Bank’s Ease of Doing Business sur-

vey from 87th to 46th place, for no-
table improvements in the areas of 
paying taxes, enforcing contracts 
and starting a business, albeit, at 
times, at low levels for a developed 
country.  

Positive story-telling is crucial for 
attracting foreign investors.  

9. Refocus on attractiveness 

Reform momentum and targeted 
initiatives were successful in improv-
ing Italy’s attractiveness.  

However, Italy’s stock of FDI remains 
low compared to its neighbors (20% 
of GDP in 2016 vs. 50% on average 
in the EU). Italy needs a plan and a 
set of structural reforms to address 
its neutral (or negative) image on 
red tape, court proceedings and 
protected sectors. 

March 2018 

Figure 17 Average non-payment amounts, domestic vs export 

Source: Euler Hermes Italy 

5 The export average non-payment has fallen by -12% from its 2013 highs to 20 306 EUR.                                                                                                                        
6  Also, the new bankruptcy law must be finalized within the next 12 months to speed up bankruptcy proceedings from 5-7 years today. 

Figure 18  Working capital requirements vs bank financing 

Sources: Eurostat, Allianz Research 
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The Italian market has become in-
creasingly attractive to foreign com-
panies and remains promising for 
2018 and later. Momentum around 
deal activity has picked up notably 
in 2017— cross-border mergers and 
acquisition deals amounted to 
USD50bn in Italy (see Figure 19), 
with the overwhelming majority of 
buyers based in Western Europe. 
Italy’s knowhow, resilience and inno-
vative manufacturing sector is in 
demand. Higher profit margins, de-
clining debt and high quality prod-
ucts form a strong base. Continuing 
to build the brand is essential as 
competition intensifies. 

10. Make export a national priority  

Italy enjoys a flourishing export sec-
tor and ranks second in the EU after 
Germany regarding the total num-
ber of exporting firms (220 000- 6% 

of total companies against 13% in 
Germany and 4% in France). Design, 
branding and customer experience, 
in sectors such as luxury or agri-food 
are renown. The adoption of digital 
capabilities and the knowhow of 
retail and industrial sectors will 
boost firms already high pricing 
power compared to their peers, no-
tably in France. In 2018, the machin-
ery and equipment sector will export 
an additional EUR6.9bn, compared 
to 2017, followed by the chemical 
(+EUR4.6bn) and textile 
(+EUR3.4bn) sectors – see Figure 20. 

The Italian government has taken a 
series of measures in 2017 in the 
context of the 3-year Enterprise 4.0 
plan worth a total of EUR18bn to 
stimulate investment and build ex-
port capacity. On top of much-
needed measures (assembling and 
expanding export finance tools such 

as the Guarantee Fund for SMEs7 
and the Italian Strategic Fund8), Italy 
should structure the export appa-
ratus for the long-run. Today, export-
ers are mainly small companies 
(57%) or medium ones (24%), mak-
ing exports transactional and frag-
ile. Moreover, strengthening the in-
dustrial sector in Southern regions 
through extended incentives (e.g. 
innovation, employment, etc.) could 
help close the gap with the rest of 
Italy and thus increase potential 
growth in the medium-term. Consoli-
dation is needed to address bigger 
and more complex markets, in a 
protectionist environment. Mega 
challenges (e.g. Corporate Sector 
Responsibility, Climate Change and 
Technological disruption) call for a 
sector-wide approach, framed by 
the public sector, to avoid the Peter 
Pan syndrome. 

Figure 20  Export gains in 2018 by sector and destination (EURbn) 

Sources: Chelem, Allianz Research 

7 EUR0.9bn in Italy vs. EUR12bn in France                                                                                        
8 EUR 4bn in Italy vs. EUR20bn in France 

Figure 21 Protectionist measures against Italy, top 3 most impacted sectors 

Sources: GTA, Allianz Research 

Figure 19 Total M&A (volume and number of deals) 

Sources: Bloomberg, Allianz Research 
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Macron-omics #5: Build up the 
#ItalianTech  

11. Make Italy a digital innovation 
champion  

Italy ranks 29th (out of 115 coun-
tries) in the Euler Hermes Enabling 
Digitalization Index (EDI). Logistics 
performance and business environ-
ment are improving, but connectivity 
quality is still lagging behind. How-
ever, innovation (incl. R&D, quality of 
scientific research) and labor skills 
(incl. secondary and tertiary educa-
tion, training) represent relatively 
strong assets. According to the Euro-
pean Commission, Italy is a moder-
ate innovator. The sub-scores are 
strongly improving when it comes to 
the quality of the education (new 
doctorate graduates, population 
with tertiary education and lifelong 
learning), employment in 
knowledge-intensive activities, medi-
um and high-tech product exports, 
firm investments, intellectual assets 
(patent and trademark applications) 
and SME innovation .  

The Enterprise 4.0 plan has provided 
the necessary boost, especially in the 

Internet of Things (IoT) space, where 
Italy has a comparative advantage 
thanks to its industrial sector legacy. 
New digital investments in terms of 
machines and equipment are also 
on the rise and Enterprise 4.0 incen-
tives through extra-amortization of 
new assets, notably high-tech tangi-
ble assets, by end of 2018, should 
favor increasing investment by Ital-
ian corporates. Robotization is 
strong but challengers, such as 
Spain, catch up fast (see Figure 22). 
The Innovation all’Italiana is a trade 
mark, which needs to be reinforced 
through stronger R&D tax credit, tax 
incentives for start-ups and innova-
tive SMEs, digital innovation hubs 
and competitiveness centers (scale 
effect) and strong national infra-
structures for digital evolution. 

12. Move from labor market reforms 
to human capital building 

The Jobs Act (2014-2015) has im-
proved flex-security in the Italian 
jobs market. The implementation of 
significant policy measures (less re-
strictive dismissal rules for open-
ended workers, limitations on the 

use of atypical contracts and 
strengthening active labor market 
policies) has helped put Italian labor 
market institutions more in line with 
international benchmarks. The 
three-year exemption from employ-
er-paid social security benefits on all 
new permanent contracts signed in 
2015 has been instrumental to the 
take-up of new permanent con-
tracts. Since February 2014, more 
than 1 million jobs have been add-
ed, of which slightly more than 50% 
were open-ended contracts. At 
11.1% unemployment is still high 
and three-times as high for 15-24 
year olds (see Figure 23). Human 
capital must be prioritized (quality 
and returns of education) to boost 
employability for outsiders. Ideas for 
reforms include a stronger firm-level 
collective bargaining system, incen-
tivized women employability, an 
overhaul of the apprenticeship sys-
tem, and standardized continuous 
learning opportunities to equip 
workers with the necessary skills 
needed for the future of jobs. 

Figure 22  Stock of industrial robots                                                 

(per 100 jobs in the manufacturing sector) 

Sources: IFR International Federation of Robotics, Allianz Research 

Figure 23 Youth (15 to 24 years old)                                         

unemployment rate, 4Q average, % 

Sources: Eurostat, Allianz Research 
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 MEASURING  

 DIGITAGILITY 

 The Euler Hermes Enabling Digitalization Index (EDI) 

measures the ability – and agility – of countries to help digi-

tal companies thrive and traditional businesses harness the 

digital dividend.  

 In our 2018 ranking, the US, Germany and the Netherlands 

are the top 3 digitagile countries across the world. 

 Compared with last year’s ranking, Thailand is up 5 ranks to 

45th, and India and Indonesia are up 4 ranks to 44th and 60th 

respectively. The Netherlands (3rd) replaced Switzerland (4th) 

on the podium this year. 

 Five options for countries to move up the EDI ranking: Devel-

op digital regulation, build human capital, use pivots, bank 

on smart logistics, and reduce digital inequalities.  

Digitagility matters for companies 

Digitalization is reshaping the  
economy.  
It creates value (data, new services); 
it transforms the way we consume 
(online shopping); it changes how 
we produce (automation); it affects 
how we engage with each other 
(social networks).  As a result, the 
user-contributor is king and the plat-
form economy now represents close 

to one third of total value creation 
worldwide.  

In the US, retail e-commerce rose by 
+16% in 2017, compared to +4.4% 
for traditional retail; In China, online 
retail increase by +32% compared to 
+10% for traditional retail sales in 
2017. Information and Communica-
tion Technologies (ICT) services ex-
ports – which include computer, 
communication and information 

services –   rose to 31.4% of total ser-
vice exports in 2015, up from 20.7% 
in 1995, and 26.1% in 2004.  

Companies are faced with short-
term growth and profitability chal-
lenges and longer-term transfor-
mation ones. Euler Hermes decided 
to gauge which backdrop was con-
ducive for enterprises to hack 
growth, and which business environ-
ments were not favorable.  

The View by Economic Research 
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Photo by Marc-Olivier Jodoin on Unsplash 

We developed the Enabling Digitali-
zation Index (EDI) to measure the 
digital friendliness of the country 
environment and understand the 
risks and opportunities associated 
with the digital dividend.  

Some countries can be very digitag-
ile (high EDI score and ranking), and 
thus attractive and transformative; 
while others lag behind and should 
make it  a priority to gain a digital 
edge. 

 

The Enabling Digitalization Index: 
Regulation, Knowledge, Connectivi-
ty, Infrastructure, and Size 

The EDI does not measure digital 
adoption or digital activity (the out-
comes of digitalization) but rather 
focuses on the conditions for compa-
nies to transform or thrive digitally.  

It is the second edition of our index 
(a score from 0=worse to 100=best) 
and ranking.  

The score is made of 5 components 
and 10 indicators. 

1. Regulation.  
 A conducive business envi-

ronment is a strong driver 
for financing, investment 
and entrepreneurship. We 
use the Distance To Frontier 
indicator from the World 
Bank Doing Business. The 
indicator is a proxy of regu-
lation aspects which matter 
for digitagility (ease of get-
ting credit, minority in-
vestor’s protection).  

2. Knowledge.  

 Developing, sharing and 
using knowledge is pivotal 
in the digital era. Clear 
knowledge drivers are hu-
man capital building and 
innovation potential. We 
use the Higher education 
and training score 
(secondary and tertiary en-
rollment rates, quality of the 
education system and the 
extent of employees train-
ing) and the Innovation 
score (R&D by corporates, 
collaboration between Uni-
versities and the private 
sector, Intellectual property 
laws) developed by the 
World Economic Forum.  

3. Connectivity.  
 This relates to secure and 

accessible networks for the 
digital transformation. It is 
assessed using four indica-
tors: internet user’s ratio (the 
number of people using 
internet in % of population), 
mobile phone and fixed 
phones lines subscriptions 
per 100 people, and the 
number of secure servers 
per 100 people.  

4. Infrastructure.  
 Good logistics is an enabler 

for digital attractiveness. 
We use the Logistic Perfor-
mance Index (Doing Busi-
ness) as a proxy of soft and 
hard logistic infrastructure.  

5. Size.  
 A large and digital savvy 

customer base is essential 
for businesses. We measure 
it with the number internet 
users, and their income 
(captured by nominal GDP). 

Note that we score 115 markets 
around the world. Each raw indica-
tor is rescaled to a 0-100 points 
range.  

We then aggregate the scores with 
a simple average into the five com-
ponents, and the final score also is a 
simple average of the five compo-
nents. We then rank the countries. 

The US, Germany and the Nether-
lands are the best digital enablers 

The US, Germany and the Nether-
lands are the top 3 of the 2018 edi-
tion of the EDI.  

The US leads by far as it benefits 
from its large market size, strong 
knowledge ecosystem and favora-
ble business environment.  

This does not come as a surprise: not 
only do American businesses thrive 
in the digitalization era – but US dig-
ital companies dominate many mar-
kets, from retail to tech and social 
networks.  

Germany and Netherlands follow. In 
spite of fewer global market players, 
both countries exhibit robust funda-
mentals with especially solid infra-
structure for trade, advanced con-
nectivity and rich knowledge ecosys-
tem.  
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Western Europe and Asia Pacific in 
pole positions 
 
Western European countries have 
an edge in terms of business envi-
ronment, trade infrastructure and 
innovation. The European Union has 
helped level the playfield and drive 
the focus around best-in-class regu-
lation, trade infrastructure, stand-
ards, knowledge transfer, innovation 
and business practices. All of these 
have been instrumental to digital 
attractiveness. A few stylized facts 
within Europe are important to note: 

 Firstly, the Nordics, namely Swe-
den (ranked 6th), Finland (11th), 
Denmark (12th), and Norway 
(15th) get their strength from a 
solid knowledge environment, 
thanks to a strong education 
system  

 Secondly, small trade and finan-
cial hubs such as Switzerland 
(4th), the Luxembourg (14th) and 
Belgium (21st) standout with 
solid trade infrastructure and a 
conducive business environment 

 Thirdly, core markets such as the 
UK (5th), France (19th), Spain 
(27th) and Italy (29th) take ad-
vantage of a significant market 
size, in addition to competitive 
infrastructure and business envi-
ronment.  

Asia Pacific is the third best perform-
ing block with noteworthy champi-
ons: Japan (7th), Singapore (8th), 
Hong Kong (9th), South Korea (10th), 
and China (17th). The following 
trends should be noted: 

 Japan and South Korea have 
started to specialize in Infor-

mation and Communication 
Technologies (ICT) in the late 
90s and are now benefiting 
from their early bloomer status. 
Innovation was granted a cen-
tral role in the country’s devel-
opment, and the necessary poli-
cies and environment to stimu-
late it were put in place. For in-
stance, both countries allocate 
more than 3% of GDP to Re-
search and Development (R&D) 
spending.  

 Singapore and Hong Kong rank 
well in almost all sub-
components but the market size. 
Business environment and trade 
infrastructure are strong, reflect-
ing a specialization in trade and 
financing.  

 China exhibits a less balanced 
profile. Its market size and une-
qual geographical development 
explains a relatively weak aver-
age connectivity indicator. Yet, 
for the same reason and due to 
solid logistic infrastructure, Chi-
na exhibits great potential.   

Latin America, Middle East and Afri-
ca: Emerging bright spots  
 
In Latin America, weak connectivity, 
trade infrastructure and knowledge 
ecosystem have proved to be the 
main shortcomings:   

 Chile (43rd) and Mexico (52nd) 
are the first two Latin American 
countries in the ranking. Their 
relatively favorable business 
environment explains their lead, 
despite a low or average con-
nectivity quality. For Mexico, 
large market size (128mn popu-

lation) is a significant asset, but 
less favorable knowledge eco-
system drags the overall score 
down.  

 Panama (54th) and Costa Rica 
(56th) follow. The former is a 
trade hub and hence stands out 
with the highest regional trade 
infrastructure score. Costa Rica’s 
ranking reflects its above-
average knowledge ecosystem.  

In the Middle East, heterogeneity 
prevails:  

 The United Arab Emirates (UAE) 
is the best performer (24th), 
thanks to an impressive trade 
infrastructure coupled with a 
supportive business environ-
ment. Israel follows on UAE’s 
heels (25th), with the 7th higher 
knowledge score in the sample 
and despite a lower connectivity 
quality than Bahrain (38th).  Isra-
el spends more on R&D as a 
share of GDP than any other 
developed country and has a 
rich innovation ecosystem.   

 By contrast, Saudi Arabia ranks 
50th and Egypt 80th.  

In Africa, South Africa (46th) leads 
the pack.  

 It stands out with its infrastruc-
ture for trade, given its level of 
economic development and 
increasing role as a trade hub. 
Yet its connectivity quality re-
mains below average. The sec-
ond African country of the rank-
ing is Kenya (70th), the East Afri-
can trade platform.  

 Nigeria ranks 100th out of 115 
countries, despite a substantial 
market size score. 

woman-browsing-tumblr-on-her-laptop-picjumbo-com 
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March  2018 

Sources: World Bank, WEF, Euler Hermes 

Table 1 Enabling Digitalization Index and sub-components score (100 = best). Top 30 markets – for full ranking see appendix A 

Country Regulation Knowledge Connectivity Infrastructure Size EDI 2018
EDI 2018 

ranking

EDI 2017 

ranking

US 92.8 100.0 69.5 90.1 82.6 87.0 1 1

Germany 86.4 92.6 79.4 100.0 17.9 75.3 2 2

Netherlands 81.1 95.7 92.2 98.4 3.9 74.3 3 4

Switzerland 80.9 99.5 96.9 89.9 2.8 74.0 4 3

UK 92.2 82.0 78.9 93.4 13.4 72.0 5 5

Sweden 90.5 89.1 76.7 99.1 2.5 71.6 6 6

Japan 80.5 84.8 73.9 89.2 25.4 70.8 7 7

Singapore 96.4 93.9 63.8 96.5 1.3 70.4 8 8

Hong Kong 94.4 76.4 83.7 93.4 1.6 69.9 9 9

South Korea 95.3 75.8 89.0 78.4 8.9 69.5 10 10

Finland 88.9 98.8 67.7 87.1 1.2 68.7 11 11

Denmark 95.5 88.3 75.0 82.6 1.5 68.6 12 12

Austria 85.6 83.3 76.9 94.6 1.9 68.4 13 13

Luxembourg 68.5 71.9 97.1 99.7 0.2 67.5 14 14

Norway 92.1 85.4 75.4 79.1 1.6 66.7 15 15

Canada 87.0 79.2 67.7 87.5 8.0 65.8 16 18

China 61.8 59.9 30.2 76.1 100.0 65.6 17 20

Iceland 85.5 79.4 100.0 62.7 0.1 65.5 18 16

France 81.3 78.2 68.9 86.2 13.0 65.5 19 17

Australia 88.5 78.2 69.3 81.7 6.2 64.8 20 19

Belgium 73.3 83.9 65.3 95.0 2.4 64.0 21 21

New Zealand 100.0 81.8 69.7 64.5 1.0 63.4 22 22

Ireland 87.4 80.6 61.2 81.7 1.3 62.4 23 23

UAE 86.0 69.5 63.7 88.0 1.9 61.8 24 24

Israel 72.8 91.8 56.7 76.0 1.7 59.8 25 25

Estonia 89.7 67.1 67.3 63.5 0.1 57.5 26 26

Spain 82.9 58.7 56.2 78.9 7.3 56.8 27 27

Czech Republic 81.5 61.5 58.1 76.6 1.3 55.8 28 28

Italy 75.1 59.8 47.7 80.1 9.2 54.4 29 29

Malaysia 85.4 68.7 46.2 66.1 3.0 53.9 30 31
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Five strategies to move up the rank-
ing 
 
In this section we highlight five strat-
egies (one per sub score) for coun-
tries to boost digitagility based on 
the lessons learnt from digital at-
tractiveness champions and focus 
groups with companies.  

Strategy #1: Develop proactive digi-
tal regulation 

First, clarify industrial competition 
laws for new digital products and 
services. The rise of the on-demand 
economy (Airbnb, Uber) has disrupt-
ed traditional sectors such as hospi-
tality and transports. Regulators 
have tried to adapt laws but pockets 
of uncertainties remain especially 
regarding licensing rules. Uber has 
lost license in London, and some 
segment of its services (Uberpop) 
are not allowed in countries such as 
France and Germany.  

Second, make it easier for digital 
entrepreneurship. This could come 
with easier administrative proce-
dures to create limited companies or 
the establishment of a supportive 
fiscal and tax framework. Small 
markets in Asia such as Hong Kong 
and Singapore are usually cited as 
example with an ease of setting up 
business and highly attractive tax 
regime.  

Third, remove barriers to entry for 
new digital players. One benefit 
would be the introduction of greater 
competition that could benefit to 
both consumers and corporates. 
While China’s great firewall has 
probably favored the emergence of 
tech giants in China, the next step 
which could be to open the market 
and create a consumption based 
economy will likely hinge on the re-
duction of barriers. Another benefit 
is the creation of innovative indus-
tries. The Monetary Authority of Sin-
gapore Fin Tech Regulator sandbox 
is an encouraging example of barri-
er removal as it encourages the de-
velopment of new financial products 
and services in a defined framework 
(space, duration). 

Strategy #2: Build human capital 
and digital capabilities 

First, develop digital education and 
training. This consists in fostering the 
acquisition of STEM (science, tech-
nology, engineering and mathemati-
cal) competencies but also improv-
ing key digital skills such as coding. 
In order to allow a widespread de-
velopment, countries could benefit 
from the development of new edu-
cation tools (massive open on-line 
courses).  

Such policy has been recommended 
by the EU in January this year.  

Second, develop critical mass for 
research and development. Markets 
such as Hong Kong or the United 
Arab Emirates are currently engag-
ing on the path. Hong Kong re-
leased a pro-innovation budget this 
year, promising USD6.4bn worth of 
investment in research and develop-
ment.  Public Private Partnerships 
are essential when looking at the 
size of the challenge and the need 
to structure actors and financing. 
France and Singapore for instance 
are known to subsidize R&D at the 
firm level for both gradual and dis-
ruptive innovation. 

Strategy #3: Use pivots (sectors, ter-
ritories) for stronger connectivity 

First, bank on your sector fortes. In 
some markets that have relied on 
high value added industries, strong-
er competitiveness helped gain ex-
ports market share and contribute to 
growth. High value added industries 
suppose that corporates spend 
more on R&D and on skilled labor 
which create a favorable knowledge 
ecosystem.  

For markets with a larger industrial 
base, a stronger ICT sector and an 
already available connectivity grid 
are sine qua none conditions to em-
bark even distant companies on the 
digital journey.  

It is particularly the case for econo-
mies such as Japan, South Korea, 
Singapore, Hong Kong and more 
recently China.  

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Second, build digital hubs. Skills-
intensive markets, with strong trade-
oriented sectors, have also been 
able to showcase a strong perfor-
mance in specific occasions . For 
example, the US has been able to 
leverage on strong human capital 
and innovative platforms (e.g. Sili-
con Valley) to foster the digitaliza-
tion of companies and allow digital 
companies to grow.  

 

Digital and tech hubs are the new 
free trade zones and countries with 
difficult environments should build 
such front-runners to kick start the 
digital efforts.  

The View by Economic Research 
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Strategy #4: Bank on smart logistics 

Spread Supply chain 4.0 and 
TradeTech. The former refers to the 
application of Industry 4.0 innova-
tions (e.g. Internet of Things or IoT, 
cloud) to supply chain management. 
The latter to a forceful segment of 
FinTech related to internationaliza-
tion of companies.  

With IoT, physical devices could ex-
change data.  

A widespread usage could have a 
positive impact on soft logistic infra-
structure such as tracking, ware-
house monitoring or customs clear-
ance.  

It ensures transparency in logistics, 
helps reduce costs and generate 
revenues with efficient supply chain 
management.  

With supply management software 
providers moving to cloud compu-
ting systems, efficiency gain could 
be tremendous thanks to real time 
inventory, real time pricing and 
effective management of resources.  

For instance, Chinese customs offi-
cials in Xiamen introduced a fully 
automated Internet of Things system 
in 2015 in order to reduce procedur-
al times for exports and imports of 
goods.  

As for TradeTech, the ability of 
young digital native companies to 
trade safely (often in services) with 
the rest of the world is a major 
booster for digital attractiveness. 
B2B trade is still old-fashioned and 
cumbersome for small and medium 
enterprises (SMEs).  

Countries (Singapore, the UK, the 
US) with a focus on lifting the hur-
dles for trade financing are enabling 
the platform sector. Block chain is a 
promising technology for both. 

Strategy #5: Reduce digital inequali-
ties 

Foster digital connectivity for all. The 
ability of authorities to make it 
affordable to allow a greater usage 
is paying: Digital literacy is a major 
driver for companies to find ready 
customers (sales driver) and future 
employees for their growth.  

Note that an efficient use of the in-
ternet and digital tools is necessary 
to build the digital savvy middle 
class, but not sufficient to be digitag-
ile.  

Mahamoud Islam, Georges Dib  

and Ludovic Subran  

hoto by Andy Kelly on Unsplash 
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The deal and why it matters 

E.ON is Germany’s second largest 
power supplier with 5.3m customers. 
In 2016, the company has spun-off 
its power generation business into a 
separately listed entity, Uniper, in 
which it kept a 47% (sold to Fortum 
early 2018). E.ON still owns a portfo-
lio of nuclear plants and renewable 
assets. It operates 19% of Germany’s 
power distribution networks. 

RWE is a power generator with a 
large thermal asset base dominated 
by coal plants (lignite/hard coal). 
The company spun-off its networks, 
renewables and supply business into 
a separately listed entity, Innogy, in 
2016. 

Innogy is Germany’s largest utility by 
market capitalization.  It is largest 
power retailer with 6.8m customers 
and the largest grid operator in Ger-
many. It was spun-off from RWE in 
Q4 2016 (see above). The company 
owns Npower, one of the big six en-
ergy suppliers in the UIK. 

RWE will sell its 76.8% stake in In-
nogy, the renewables and network 
business that RWE spun out in 2017, 
to E.ON in exchange for a 16.7% 
stake in E.ON by means of a 20% 
capital increase by E.ON. RWE will 
further receive E.ON’s renewables 
business.  

The transaction is important for Ger-
many and the sector in the sense it 

aims to achieve what has been 
longed for since the 1990s: a stable 
structure for the German utilities 
sector, with sustainable market lead-
ers. The German sector has turned in 
circles from the nascence of E.ON 
through the merger of former Veba 
and Viag in the late 1990s, over at-
tempts of external growth within 
Europe and beyond (RWE/Thames 
Water, E.ON/Endesa), to the corpo-
rate splits of this decade and finally 
the return to larger entities.  

The German utilities have had to 
compete with national champions in 
other European countries and been 
subject to takeover speculation at 
times when strategies were particu-
larly muddled and unsuccessful as 

The View by Economic Research 

 BIG BANG  
 A TRANSFORMATIVE TRANSACTION 
 FOR THE EUROPEAN POWER SECTOR  

 A transforming deal in the German utilities sector is indica-

tive of radical reshaping of the structure of the European and 

possibly global sector—it may spell the end of vertical inte-

gration where one company owns and operates all assets 

through the value chain from power generation over net-

works to retail & supply 

  Scale matters for risk mitigation, profitability, innovation 

and growth 
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March 2018 

Sources: E.ON/RWE/Innogy  

Figure 1 Streamlining of the industry   

the industry needs to get to grips 
with energy transition. On the road, 
several solutions have been thought 
up. This transformational deal could 
lead to recovery in a sector that was 
at risk, in a challenging external en-
vironment (political risk, energy tran-
sition and overcapacity). Euler Her-
mes currently rates the wider energy 
sector in Germany as 3 or sensitive.  

This restructuring set the base for the 
bricks and mortar assets of German 
utilities, conventional power genera-

tion, to be brought back to economic 
sustainability. This does, however not 
mean, that smaller actors will not 
continue to struggle with profitability 
and become victims of market forces 
or consolidation.  

Large scale centralized power gen-
eration, and consumer-focused 
supply business 

The deal could set a precedent out-
side of Germany, in Europe, and the 
world. Traditionally, power and gas 

were vertically integrated across the 
value chain from production all the 
way to retail and supply. We expect 
that this integrated value chain will 
break up and two very distinct busi-
nesses will emerge: Large scale cen-
tralised power generation, and con-
sumer focused supply business. 
While the details are by far beyond 
the horizon of this paper, each of 
those businesses likely will change 
beyond recognition from their cur-
rent state.  

colorful-carousel-swing-ride-picjumbo-com 

Renewables, networks and supply co

Old world

New world

Fossil generation, networks co

Networks and supply new co New balanced generation company
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The model suggested by the deal 
could serve as blueprint:  

 The divide between upstream 
and downstream may be enact-
ed elsewhere in Europe by cor-
porates. Note that in the US, the 
regulatory model supports inte-
gration. 

 Regulation and policy across 
Europe may take note. This no-
tably entails regulatory risk for 
the UK sector. Policy makers 
have already acted on per-
ceived market deficiencies in 
supply with a price cap and 
publicly expressed concerns 
over vertical integration have 
been plentiful. 

 Restructuring of supply may 
accelerate. 

The next immediate conclusion from 
this deal is: scale is important in the 
utilities sector. The deal was at least 
partially defensive. The quest for 
scale does have also its logic in a 
sector that is characterised by capi-
tal intensity and renewed ambition 
for growth.  

This deal implies a conclusion that 
large scale renewables belong into 
the upstream portfolio of genera-
tors, as opposed to the supply or 
networks company.  

With diversified portfolios, genera-
tors will hedge risk and be better 
positioned to capture market oppor-
tunities such as: 

 Exposure to growth from renew-
ables 

 Portfolio diversification in order 
to adapt to a market increasing-
ly driven by renewables 

 Reduction of carbon content of 
the fleet through adding low 
carbon technologies 

 Hedge against coal closure  

There will no doubt be new chal-
lenges. Most importantly, the natu-
ral hedge that generators derived 
from integrating with supply busi-
nesses is no longer available.   

As a consequence, commodity risk 
and earnings volatility increases for 
a stand-alone supply business. Re-
newables mitigate market risk by 
closer aligning portfolios to future 
market structures. While there is 
compelling logic in the remaining 
business model of Innogy, i.e. net-
works and supply, we do not see 
such businesses completely deprived 
of risk, particularly supply.  

The most important benefit of this 
restructuring is scale in the supply 
business; grid synergies are not im-

mediate. Over time, as energy trans-
formation progresses, an combined 
supply and grid business could be 
positive in terms of smart grid devel-
opment and integration. It is also 
worth noting that a standalone sup-
ply business is exposed to input cost 
volatility:  

In absence of natural hedge from an 
owned generation portfolio as 
would be the case with vertical inte-
gration, the business is now fully ex-
posed to wholesale power prices.  

There is possibility for commodity 
price pass through to end customers, 
but history has shown that it is not 
perfect. And, to varying degrees in 
function of the respective political 
sensitivity in any given country, there 
may be political and eventually reg-
ulatory backlash  

Potential for financial strength 

Power generation is capital inten-
sive, and even if renewables are less 
so, they still absorb large amounts of 
capex.  

This deal happens at a time where 
power prices have greatly recovered 
and assets returned to profit. But not 
long ago only the much diversified 
generators were able to deliver 
profits during the sustained phase of 
commodity price weakness.  

The View by Economic Research 

Figure 2  Outperformance of scale – market capitalizations of major utilities Figure 3  Shift in power generation portfolios 

Source: Company data Source: Bloomberg 
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Execution of this deal will set the 
German sector on course for a 
benchmark in terms of strengthen-
ing balance sheets and risk reduc-
tion.  

There may well be other utilities in 
Europe following suit. This will also 

contribute to risk perception in the 
global energy sector. Consolidation 
and M&A will continue to drive the 
outlook of the sector. Companies will 
enter into transactions for defence, 
adaptation of business models and 
renewed growth.  

We estimate that the European sec-
tor could deploy growth funds in the 
order of EUR75bn , capex and M&A 
included (see our Global sector re-
port – “Energy – growth now in your 
sector”, published February 2018)  

March 2018 

Catharina Hillenbrand-Saponar 

Figure 4  Leverage in the global energy and European utilities sectors  

Source: Bloomberg, Euler Hermes   

Figure 5  Leverage in the global energy and European utilities sectors   

Source: Bloomberg, Euler Hermes   
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Tightening of job market condi-
tions. 

By many measures, the U.S. labor 
market is becoming very tight, and 
yet salaries and wages have grown 
at only very sluggish rates during the 
recovery (+2.2% y/y on average 
since 2010), barely outpacing histori-
cal averages or inflation. Since in-
come provides the fuel for the 
spending which drives almost 70% of 
the US economy, wage and salary 
growth is critical to the increased 
economic activity expected in 2018. 
Our expectations are that salaries 
and wages are indeed likely to ac-
celerate from 2.5% y/y in 2017 be-
tween 3% and 3.5% y/y in 2018 for 
several reasons 

The first evidence of wage growth 
has already appeared in the Janu-
ary employment report which 
showed wages growing at 2.9% y/y, 
the fastest of the entire recovery.  

 

 

In fact in the majority of industries, 
wages have grown faster than 2.9% 
over the past year. Only the sectors 
shown in red are underperforming 
relative to their historical relation-
ship to overall wages (figure1), and 
we do expect the current strength in 
the manufacturing sector is likely to 
bring wages back towards their 
higher historical averages. That 
would leave only two sectors under-
performing (trade-transport-utilities 
and wholesale sector). 

The 2.9% y/y wage increase in turn 
helped boost inflationary expecta-
tions, which had already been rising 
since the middle of 2017, even fur-
ther. And of course those inflationary 
expectations will contribute to fur-
ther wage gains this year. 

Wage pressures will also emanate 
from small businesses which are re-
porting aggressive hiring plans. Ac-
cording to the National Federation  

 

 

 

 

 

 

 

 

 

 

 

 

of Independent Business (NFIB) sur-
vey, the net percentage of respond-
ents who are “planning to expand 
employment” reached an 18 year 
high in January, while the net per-
cent-age of those “planning to raise 
worker compensation” rose to the 
second highest level ever (since the 
survey began in 1986), and the high-
est in 28 years (figure 2).  

Finally, the net percentage of firms 
with at least “one hard to fill job 
opening” reached a significantly 
high level of 33.7 compared to the 
long-term average of 21.5. 

The effects of the recent tax plan are 
also having an unexpectedly posi-
tive result.  

While it is true that much of the cor-
porate tax cuts have gone to share 
buybacks and dividends, a large 
amount has gone into worker bo-
nuses and wage increases. 

Figure 2 NFIB Hiring Plans; % of firms planning to create new jobs 

Sources: IHS, NFIB, Euler Hermes, Allianz 

NORTH AMERICA 
US WAGES TO RISE IN 2018 
The American labor market starts showing some signs of overheating 

with a projected +3.0% to +3.5% increase in salaries this year 

The View by Economic Research 

Figure 1 January Hourly Wage Growth, y/y 

Sources: IHS, BLS, Euler Hermes, Allianz 
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Over 400 companies including Ap-
ple, Boeing, JP Morgan, Wal-Mart, 
MasterCard, Visa, American Airlines, 
AT&T, Bank of America, Fiat Chrysler, 
Southwest Airlines, Wells Fargo, and 
Starbucks have either raised wages, 
paid bonuses, or both.  

In addition, the new ability to ex-
pense investments immediately, 
combined with the repatriation of 
overseas profits will boost invest-
ment in both labor and equipment. 
Those investments should lead to 
higher productivity which typically 
drives wage increases. A less well-
publicized change in laws may have 
an even more sizable effect: 18 
states, including New York and Cali-
fornia, raised their minimum wage 
as of January 1st. 

Wages and salaries have yet to be 
driven up by the low unemployment 
rate, but that is about to change. 
Simply looking at the unemployment 
rate by itself does not tell the whole 
story. Instead there are two other 

measures related to the unemploy-
ment rate which are more predictive 
of wage increases.  

First, the U-6 unemployment rate, 
which includes discouraged workers 
no longer looking for a job and 
those only marginally attached to  

 

 

 

 

 

 

 

 

 

 

 

 

 

the work force, shows a strong rela-
tionship with wage growth.  

Clearly the U-6 is on a strong down-
ward trend (Figure 3 shows the U-6 
plotted inversely) and is expected to 
continue that trend in 2018, boosting 
median wages and salaries.  

Photo by Glen McC on Unsplash 
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Figure 3 Wages vs ratio, job openings / unemployed 
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At +1.7% in 2017, UK GDP growth 
marked a second year of resilience 
after the pro-Brexit vote as it only 
marginally slowed down from 
+1.9% in 2016. 

However, we estimate that UK GDP 
growth would have been above 
+2.5% in a no Brexit scenario. 

The acceleration in external de-
mand coupled with a lower Sterling 
have acted as a true cushion for the 
UK economy as it gave a true boost 
to exports, notably in the manufac-
turing sector: real export growth has 
been more than two times stronger 
than a year earlier. 

The Brexit shock has impacted the 
UK economy and the private sector 
at a different speed. The year of the 
Brexit vote was marked by a confi-
dence and financial shock.  

The GBP took a hit in 2016 (-11% vs 
the USD, -12% vs the EUR) while 
business confidence lost almost 6 
points and consumer confidence lost 
11 points just two months after the 
vote. 

The financial shock has visibly 
spread to the private sector in 2017: 
households faced the double-
whammy blow with high inflation 
(+3.0% at year-end) and sluggish 
wage growth.  

The level of consumer spending 
growth has been almost two thirds 
lower compared to 2016.  

British households have tapped into 
their savings with the gross saving 
ratio falling to its lowest level in 
more than 50 years (around 5% of 

disposable income), but this has not 
been enough to compensate for the 
fall in real wages.  

We expect consumer spending to 
slow further, albeit at a less rapid 
pace as inflation should stabilize 
(+2.6%) while wage growth is likely 
to accelerate (to close to 3%) as la-
bor market shortages should intensi-
fy.  

Indeed, since the referendum took 
place the number of unfilled job va-
cancies increased by 65 000 to a 
total of 810 000. The unemployment 
rate is thus expected to fall to 4.2%, 
below its structural level.. 

The rise in import prices has hit com-
panies’ margins which fell to their 
lowest level since 2014 at mid-2017 
and should have remained on the 
downside by year-end.  

Overall, non-financial corporations’ 
margins are estimated to have lost -
0.5pp since the Brexit vote and we 
expect the fall to double by the end 
of 2019. In order to protect their 
margins UK companies will increas-
ingly look for domestic suppliers, 
notably in those sectors where de-
pendency on imports is high: auto-
motive, chemicals, machinery and 
equipment, retail and agri-food.  

Some local capacity will be freed-up 
by the fact that there is an increas-
ing number of EU companies which 
start to switch from UK to EU suppli-
ers as the Brexit related deadlines 
approach. But increased invest-
ments by UK companies are ex-
pected, which would allow higher 
domestic producing capacity.  

However, the expansion in invest-
ment should rather be frontloaded 
in 2018 in anticipation of tighter fi-
nancing conditions.  

Indeed, the Bank of England is likely 
to increase key interest rates twice in 
2018 (+25bp in May and +25bp in 
November to 1%).  

Finally, the labor market shortages 
would remain high and will be a 
drag on firms’ margins through high-
er labor costs.   

After the Brexit shock, the medium-
term adjustment of the economy is 
expected to be visible.  

We expect the slow erosion of po-
tential growth to continue into 2018 
with GDP growth expected at +1.5% 
in 2018 and +1.2% in 2019, against 
close to 3% before the Brexit vote.  

We believe 2018 will be about the 
UK struggling to manage to remain 
attractive in a context of Brexit-
related uncertainties and strong 
investment opportunities elsewhere.  

Compared to the pre-referendum 
period, inward foreign direct invest-
ment (FDI) slowed down significant-
ly. 

There were close to GBP90bn less 
inward FDIs in the UK between Q1-
Q3 2017 compared to the same pe-
riod of 2016, down to a cumulative 
GBP32bn.  

We estimate that around GBP100bn 
of potential inward foreign invest-
ments in the UK would be redirected 
elsewhere in the world by the end of 
2019.   

WESTERN EUROPE 
UK: AGAINST ALL ODDS 
While showing short-term resilience, the economy will have to deal with 

structural changes induced by the Brexit 

The View by Economic Research 
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2019: First foot out of the EU door 

A 2-year transition period -  from 31 
March 2019 to 31 December 2020 -
has  been agreed with the EU . Still, 
this needs to be ratified by member 
states’ National Parliaments in the 
coming months.  

At the same time there is limited 
scope for delaying the process as 
the ratification process needs to be 
finalized by March 2019.  

 

 

 

 

This interim deal is in line with our 
expectations and should alleviate 
the economic shock going forward. 
However, GDP growth is likely to 
reach a mere +1.2% in 2019, the low-
est rate in a decade.  

Long-term growth will also feel the 
pinch of the exit from the Single 
Market. We continue to expect a 
limited Free Trade Agreement on 
goods and services to be effective in 
2021.  

This FTA will mean selected  sectors 
will be duty-free. Others should be 
subject to non-prohibitive tariffs.  

Average tariffs are set to reach 2% 
to 3% on goods (up from zero, cur-
rently). British services will no longer 
move freely within the EU which 
would represent an additional cost 
of 10% on average. 

Ana Boata 

Photo by Tomas Anton Escobar on Unsplash 

Figure 1 Foreign investment 

Sources: IHS, ONS, Euler Hermes, Allianz 
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We believe 2018 will be 

about the UK struggling to 

manage to remain attrac-

tive in a context of Brexit-

related uncertainties and 

strong investment oppor-

tunities elsewhere.  
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Build your well before you are 
thirsty 

The Chinese economy performed 
relatively well in 2017 (real GDP up 
+6.9%) with (i) domestic demand 
and exports rising in sync, (ii) a rise in 
producer prices, (iii) less external 
pressures (more stable RMB and 
capital flows).   

Moreover, short term indicators are 
still relatively favorable. External 
demand is well oriented with a 
growth acceleration expected in the 
US and emerging markets, solid 
growth in both Eurozone and Japan.  

Domestically, consumption growth 
should remain growth supportive 
thanks to a strong labor market, 
favorable rise of income and solid 
consumer confidence. Against this 
background, we believe that author-
ities are in a good position to ad-
dress structural challenges.  

We see three D.O.G. themes as are-
as of focus: Debt, Oversupply and 
Globalization.  

Addressing these issues will likely 
cost some GDP points of percentage 
in the short-run. In fact, we pencil in 
slower growth for this year (+6.4% 
after +6.9% in 2017) and 2019 
(+6.2%). Yet, in the longer term, 
growth would be based on healthier 
foundations with less financial risks, 
less deflationary pressures and 
stronger growth drivers (both do-
mestic and external). 

Debt: tighter regulation will help 
deleverage 

Based on Bank for International 

Settlements data, we estimate that 
aggregate non-financial debt 
reached 256% GDP mid-2017 (from 
141% GDP in 2008).  

Out of this figure, corporate debt 
accounted for 163.4% GDP (from 
96.3% GDP in 2008). Household debt 
is contained (45.7% GDP) but has 
almost doubled since 2008 (27% 
GDP in 2018).  

Against this background, financial 
authorities have started to tighten 
credit conditions.   

Supervision has been reinforced with 
the introduction of new macro-
prudential measures and the crea-
tion of a supervisory body, the Finan-
cial Stability and Development 
Board, whose objective is to curb 
financial risks.    

Lending rules have been tightened 
(purchase restrictions, higher down 
payment requirement for property 
market related transactions; credit 
constraints on SOEs and specific 
sectors such as metal). 

Last, a series of deleveraging poli-
cies have been enacted including 
guidelines to tighten rules for asset 
management products and internet 
micro-lending.  

We expect credit growth to slow in 
2018 close to nominal GDP growth 
as a result of tightening measures.  

We forecast a non-financial corpo-
rates debt around 160% GDP in 
2018.  

Yet dynamic might be different 
across sectors with credit growth 
provided to the co-called old sectors 

(basic industrial material, machinery 
and equipment, e.g.) below nominal 
growth (10% in 2018) and slightly 
above for future leading sectors 
(high value added and high technol-
ogy intensive).  

For households, we see household’s 
debt rising to 53% GDP in 2018, yet 
policies might focus on reducing 
exposition to the real estate market.   

Oversupply: it is not just about the 
steel sector 

Continuing the reduction of oversup-
ply for basic industrial materials 
(coal and steel, e.g.) and certain seg-
ments of the property markets (third 
and fourth tier cities, e.g.) will be the 
second item of the agenda.  

Strong growth in China has usually 
been associated with some de-
mand-supply imbalances. These 
became more acute after the global 
financial crisis.  

While global demand was low and 
insufficient to absorb Chinese ex-
cess, China’s massive stimulus pack-
age exacerbated the problem, 
channeling credit to sectors for 
which there was no additional de-
mand. Manufacturing deflation 
started in 2012 and lasted until 
2016.   

Last year marked a turnaround as 
the strengthening of both external 
and domestic demand and some 
quality oriented reforms (cuts in 
overcapacity for steel and coal, e.g.) 
helped reduce imbalances. Produc-
er prices rose by +6.3% y/y in 2017 
after -2.3% y/y p.a. on average in 
2012-2016.  

ASIA 
CHINA: THE YEAR OF THE DOG 
Debt, Oversupply and Globalization (DOG) will be the three big ticket 

items for China 

The View by Economic Research 
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Mahamoud Islam 

Yet, it is probably too early to de-
clare victory. First, while external 
demand may remain firm, a rise in 
protectionism measures from Chi-
na’s main partners – the US added 
17 protectionist measures against 
China in 2017 after 8 in 2016 - poses 
a risk. Secondly, domestic demand 
may decelerate somewhat in 2018 
as a result of deleveraging policies 
and negative impact of capacity 
cuts on employment.   

Looking ahead, we expect authori-
ties to pursue their current plan (10-
15 % of 2015 production for coal 
and steel sectors by 2018-2020)  
and implement measures to avert 
potential oversupply risks (low end 
electronic, e.g.). In that context, we 
expect producer prices to remain in 
check (+2.7% on average in 2018).   

Globalization:  Belt and Road and 
China’s financial openness  

The leadership has been clear in its 
willingness to promote globaliza-
tion.  We see two drivers.  

First, the Belt and Road initiative is a 

key item of the strategy. It involves 
65 countries, one third of the global 
economy and nearly two thirds of 
the global population.  

The latter is expected to:  

(i) boost financing flows (from China 
and investing partners) to Belt and 
Road countries; 

 (ii) raise infrastructure investment 
and hence improve connectivity;  

(iii) and increase trade flows be-
tween Belt and Road markets. We 
expect the plan to get traction this 
year with additional partners 
brought on board (Latin America, 
e.g.), and clearer regulatory frame-
work (arbitration rules, e.g.).  

The second driver relates to China’s 
financial openness. Capital flows 
have seen some limitations in 2015-
17 in the context of strong capital 
outflows and RMB volatility.  

As growth started to show some 
strength, risks on external accounts 
have reduced (capital outflow are 
below USD200bn compared to 600+ 

in 2016), we believe that China 
could adopt a more constructive 
approach going forward with 
stronger incentives on inflows and a 
gradual removal of restrictions on 
outflows.  

Photo by Adi Constantin on Unsplash 

January 2018 

While external demand 

may remain firm, a rise in 

protectionism measures 

from China’s main partners 

such as the US poses a risk. 

Secondly, domestic de-

mand may decelerate 

somewhat in 2018.   
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LATIN AMERICA 
HALFWAY THERE 

Brazil is back to growth. Yet the failure to overhaul the pension system would 

jeopardize medium-term prospects, ahead of an uncertain general election. 

Photo by Pablo García Saldaña on Unsplash 

First half: Initial reforms and cyclical recovery   

Since President Temer came into power in August 2016, he 
has focused on implementing pro-business reforms. The strat-
egy of his administration was to strive to gain back investor 
confidence, amid the country’s most severe recession in history 
and while barely emerging from a political crisis. The aim was 
twofold: bolster the cyclical economic recovery and secure 
longer-term financing of the economy. 

How? First, by signaling a shift to fiscal discipline. The PEC 55 
amendment (Dec. 2016) freezes real public spending growth 
for the next twenty years. The general government’s primary 
fiscal balance decreased as a result to -1.7% of GDP in 2017 
from -2.5% in 2016. This brought the total fiscal deficit to -7.8% 
in 2017, down from a historical high of -10.2% in 2015. Over 
the past three years, government consumption subtracted in 
average -0.1pp from GDP growth each year. This compares to 
an average positive contribution of +0.5pp from 2000 to 2014.  
 

Second, by implementing a labor market reform: As of last 
November, the reform allowed collective company-level 
agreements to take prevalence over the law. This should allow 
greater formal job creation after the recession destroyed three 
million jobs, and should reduce legal uncertainties for compa-
nies.  
 
Finally, the liberalization of key sectors of the economy. The 
Brazilian government opened up its oil and gas sector to for-
eign investment. It announced last summer a significant privat-
ization drive of fifty-seven assets. The aim is to raise around 
USD13.5bn to increase government revenue through state 
divestment while also boosting infrastructure investment 
through concessions and public private partnerships. 
 

In addition, Brazil should continue to benefit from a unique 
combination of (i) stronger growth (after -3.5% in 2016, +1.0% 
in 2017 and +2.5% expected in 2018) driven by employment 
gains and a pickup in investment; (ii) weak inflation (at +2.8% 
in February 2018 against +6.3% at the end of 2016) and (iii) 
accommodative monetary policy (rates down from 14.25% in 
Sep 2016 to 6.75%). This growth hat-trick bodes well for the 
pursuit of Brazil’s cyclical recovery in 2018.   
 

Second half: Awaiting pension and tax reforms  

Two main challenges lie ahead of the general election; they 
are key to (i) restore Brazil’s access to financial markets and 
decrease its borrowing costs and (ii) further attract investment 
and foster business activity.  
First, despite the economic recovery, Brazil debt-to-GDP ratio 
shows no sign of reversing its upward trend. It ended the year 
at 74% against 59% in 2014. One structural issue behind this is 
the unsustainable Brazilian pension system: pension spending 
as a share of GDP almost doubled in the last 20 years, and the 
population is aging. Yet on average, a Brazilian worker retires 
at around 55 years old with generous benefits. Not passing a 
pension reform before the election puts the medium-term sta-
bility of Brazil in jeopardy; the election outcome is still unpre-
dictable, and while candidates have yet to release their policy 
programs, few have shown enthusiasm for a pension overhaul.  
Brazil’s tax system is among the worst rated by the 2018 
World Bank Doing Business Survey: the culprits are its heavy 
tax burden, along with numerous and complex processes. Bra-
zil ranks 184th over 190 countries in “Paying Taxes,” far below 
the regional average. The Brazilian government’s fifteen-
proposal alternative agenda recently put forward addresses 
this issue; yet a complete redesign of the PIS/COFIN federal 
taxes seems unlikely in a context of dwindling political capital 
of a president accused of corruption. 
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Gradual normalization in Central Europe  

Following two years of very low inflation or deflation in Cen-
tral Europe, consumer price inflation began to increase again 
last year and moved back to the national inflation target 
ranges by the end of 2017. This was mostly a result of the re-
bound in global commodity prices and some base effects.  

In the Czech Republic, Hungary and Poland, inflation already 
reached a temporary peak at some point in 2017, after which 
it has somewhat eased until January 2018.  

We forecast average annual inflation to be unproblematic in 
these economies in 2018, within  a range of 2.2% to 2.5%.  

Meanwhile, headline inflation in Romania continued to rise to 
4.3% y/y in January, markedly exceeding the 2.5% ± 1pp target 
range of the Romanian central bank, driven by surging wage 
growth and pro-cyclical fiscal stimulus.  

Eventually the central bank has raised its policy interest rate 
by a cumulative 50bp to 2.25% since the start of 2018, and we 
expect several more hikes to perhaps 3.50% in order to fight 
inflationary pressures. Nonetheless, consumer prices should 
rise by an average annual 4% this year. 

The Czech National Bank began the monetary policy normali-
zation cycle in August 2017 and has since raised its policy rate 
in three steps from 0.05% to 0.75%.  

 

The central banks in Poland and Hungary have refrained from 
interest rate hikes so far. Poland, where core inflation is still 
low at around 1% y/y, may continue to hold course until the 
end of 2018.  

In Hungary, however, core inflation has been above the head-
line rate since mid-2017, hence we expect two modest interest 
rate hikes this year. 

Russia in unchartered waters 

Headline inflation fell to an average annual 3.7% in 2017 and 
an all-time low of 2.2% y/y in January 2018, mainly as a result 
of the strengthening RUB (+13% on average against the USD 
in 2017) which reduced import prices.  

As a consequence, the Central Bank of Russia (CBR) has cut its 
key policy rate to a 44-month low of 7.5% in February 2018.  

We expect rising wages, food and energy prices as well as 
waning base effects (the RUB/USD rate should stabilize in 
2018) to result in a moderate rebound of inflation later this 
year and forecast an average annual rate of 3.6%.  

Nonetheless, the CBR should maintain its easing stance and 
lower its policy rate to 7.0% by year-end. 

Turkey to remain unorthodox 

After surging to a 14-year high of 13% y/y in November 2017, 
headline inflation has eased to 10.4 % In January 2018.  

We expect a further gradual decline to an average 9% this 
year as both the RUB depreciation and the commodity import 
price increase should be more moderate in 2018 than in 2017.  

As a result, the Central Bank of Turkey (CBT) is likely to loosen 
its set of monetary policy rates somewhat.  

However, the CBT is also expected to continue to fund the 
market mostly through its late liquidity window lending rate 
(currently at 12.75%) in 2018 and to neglect the official policy 
(1-week repo) rate (currently at 8%), as it has done throughout 
2017.  

Manfred Stamer 

EMERGING EUROPE 
DIVERGING POLICIES  

Inflation is set to stabilize in Russia and Central Europe, except for Romania 

where it is rising. In Turkey, inflation edges down but remains elevated 
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MIDDLE EAST 
WATCHING THE FED 

Monetary policy in the GCC countries will mimic the Fed movements, while in Is-

rael it will remain very accommodating 

GCC: Moderately rising inflation  

Average annual inflation in the GCC region fell from 2.7% in 
the period 2013-2016 to just 0.8% in 2017, mainly as a result of 
lower food prices and the fading of upward price pressures 
from energy subsidy cuts implemented in 2016. Saudi Arabia 
and Qatar even experienced several months of deflation. 
 
The deflationary pressures already began to recede in late 
2017 and we expect inflation to pick up across the region in 
2018.  The increase in average annual inflation will be highest 
in Saudi Arabia (4% forecast in 2018) and the UAE (3.5%) as 
these two countries implemented a 5% VAT at the beginning 
of this year.  
 
The other four countries of the GCC originally planned to intro-
duce a VAT in early 2018 as well but have postponed it—
perhaps until 2019—in part due to worries about the impact 
on inflation and living standards. We forecast average annual 
inflation of 2.8% in Bahrain and about 2.2% in Qatar, Kuwait 
and Oman.  
Monetary policy in the six GCC countries follows closely the 
interest rate movements of the U.S. Federal Reserve since all 
except Kuwait have pegged their currencies to the USD. And 
the Kuwaiti KWD is pegged to a basket of currencies that is 
assumed to be dominated by the USD.  
 

 

Saudi Arabia, the UAE, Qatar and Bahrain have raised rates 
five times along with the Fed since it started tightening in De-
cember 2015. Kuwait has followed the first three Fed hikes but 
paused at the last two increases. Oman’s policy rate is derived 
from the LIBOR plus a spread (currently 50bp but adaptable if 
deemed appropriate), thus reflecting the Fed’s changes. We 
currently expect three Fed rate hikes in 2018 and the policy 
rates in the GCC countries should broadly continue to follow.  
 

Israel: Inflation to remain subdued 

Consumer price inflation exited deflationary territory for most 
of 2017 but has remained muted. It fell back to just 0.1% in 
January 2018.  Looking ahead, rising global energy prices 
feeding through to transport and utility prices as well as some-
what higher food and housing costs should put upward pres-
sure on consumer prices in 2018, but new government subsi-
dies and a further currency appreciation are likely to offset this 
in part.  
Overall, we forecast a modest increase of average annual 
inflation to 0.6% in 2018 from 0.2% in 2017, still well below the 
central bank’s inflation target range of 1% to 3%. As a conse-
quence, we expect monetary policy to remain very accommo-
dating in Israel throughout 2018, with no change to the key 
policy interest rate which has been at 0.10% since March 2015.  

Manfred Stamer 
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Green light: External conditions on the mend 

External conditions improved significantly during the last two 
years. As a commodity exporter, South Africa’s exchange rate 
and inflation evolutions are well explained by export price 
evolutions. The plunge in metal prices implied Rand weakness, 
triggering inflation persistence. But the things have changed a 
lot. Industrial metal prices have recovered a bit: They are still 
below their 2011 peak by -35%, but they were at -60% two 
years ago. The search for yield was another positive driver. It 
pushed capital flows higher and smoothed the impact of sov-
ereign rating downgrades and bad public debt dynamics on 
long-term interest rates. Currently, 10-year government bond 
yield is approaching the level observed 6-years ago (8.3%), 
with quite the same core inflation conditions (+4.1% y/y in Jan-
uary 2018). 
Almost blue: Low inflation matters 

A setback is always possible, since lower than low unemploy-
ment is expected in the US this year (3.5%), pushing long-term 
inflation expectations above +2%. But, it should not derail cap-
ital flows to high yielders since a significant tightening of inter-
est rate conditions is not likely. Indeed, low growth during the 
last 4 years has finally fueled some rebalancing in the South 
African economy. Core inflation reached its lowest level in the 
last 6 years and with recent ZAR appreciation (+18% from No-
vember lows), we expect headline inflation to remain muted 
(+4% on average in 2018).  

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 

This was a wakeup call for the private sector. Business confi-
dence came out in January to 99, its best level in the last two 
years, a trend increase from the historical low observed in Au-
gust. Moreover, the consumer was also quite more eager to 
spend, and retail sales accelerated to +5.9% y/y in December 
(3 months average). 
 
Dark matter: Raindrops keep falling on my head 

However, the likely growth acceleration should remain sub-
dued, to +2% in 2018 from +1.3% in 2017. Bottlenecks are an 
explanation. The low level of investment in infrastructure has 
detrimental effects on water resources as well as power sup-
ply, increasing the impact of regular droughts on the agricul-
tural output. Politics is also hampering the recovery, since the 
poor adjustment of public finance weighed on public debt 
dynamics (expected at 55% of GDP in 2018, from 49.3% 3-
years ago). Plans from the new Ramaphosa’s administration 
were not detailed yet. But, two set of measures will be imple-
mented. On the fiscal side, the sales tax will be raised from 
14% to 15% will help to stabilize the fiscal deficit (-4% of GDP in 
2018), with some plausible negative consequences on growth 
in the short-run. The other aspect will be to restructure ineffi-
cient and indebted SOEs, in order to reduce their impact on 
public finance and channel more funds to infrastructure in-
vestment, a priority set by the new President to his new gov-
ernment.  

AFRICA 
OVER THE RAINBOW 

South Africa’s growth is benefiting from growth drivers, but suffers from bottle-

necks. The new President will have to implement difficult reforms to overcome it 

January 2018 

Photo by Marcelo Novais on Unsplash 
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Enabling Digitalization sub-components score, overall index  
(100 = best), and ranking  

Appendix A   

Country Regulation Knowledge Connectivity Infrastructure Size EDI 2018
EDI 2018 

ranking

EDI 2017 

ranking

US 92.8 100.0 69.5 90.1 82.6 87.0 1 1

Germany 86.4 92.6 79.4 100.0 17.9 75.3 2 2

Netherlands 81.1 95.7 92.2 98.4 3.9 74.3 3 4

Switzerland 80.9 99.5 96.9 89.9 2.8 74.0 4 3

UK 92.2 82.0 78.9 93.4 13.4 72.0 5 5

Sweden 90.5 89.1 76.7 99.1 2.5 71.6 6 6

Japan 80.5 84.8 73.9 89.2 25.4 70.8 7 7

Singapore 96.4 93.9 63.8 96.5 1.3 70.4 8 8

Hong Kong 94.4 76.4 83.7 93.4 1.6 69.9 9 9

South Korea 95.3 75.8 89.0 78.4 8.9 69.5 10 10

Finland 88.9 98.8 67.7 87.1 1.2 68.7 11 11

Denmark 95.5 88.3 75.0 82.6 1.5 68.6 12 12

Austria 85.6 83.3 76.9 94.6 1.9 68.4 13 13

Luxembourg 68.5 71.9 97.1 99.7 0.2 67.5 14 14

Norway 92.1 85.4 75.4 79.1 1.6 66.7 15 15

Canada 87.0 79.2 67.7 87.5 8.0 65.8 16 18

China 61.8 59.9 30.2 76.1 100.0 65.6 17 20

Iceland 85.5 79.4 100.0 62.7 0.1 65.5 18 16

France 81.3 78.2 68.9 86.2 13.0 65.5 19 17

Australia 88.5 78.2 69.3 81.7 6.2 64.8 20 19

Belgium 73.3 83.9 65.3 95.0 2.4 64.0 21 21

New Zealand 100.0 81.8 69.7 64.5 1.0 63.4 22 22

Ireland 87.4 80.6 61.2 81.7 1.3 62.4 23 23

UAE 86.0 69.5 63.7 88.0 1.9 61.8 24 24

Israel 72.8 91.8 56.7 76.0 1.7 59.8 25 25

Estonia 89.7 67.1 67.3 63.5 0.1 57.5 26 26

Spain 82.9 58.7 56.2 78.9 7.3 56.8 27 27

Czech Republic 81.5 61.5 58.1 76.6 1.3 55.8 28 28

Italy 75.1 59.8 47.7 80.1 9.2 54.4 29 29

Malaysia 85.4 68.7 46.2 66.1 3.0 53.9 30 31

Lithuania 88.0 58.4 47.5 74.8 0.3 53.8 31 30

Portugal 82.6 61.6 52.8 65.4 1.3 52.7 32 33

Qatar 61.0 70.5 56.7 73.4 0.7 52.5 33 32

Poland 83.4 51.4 55.7 66.1 3.9 52.1 34 34

Slovenia 80.0 64.5 56.9 55.9 0.2 51.5 35 35

Malta 60.8 59.8 78.7 51.0 0.0 50.1 36 37

Latvia 86.9 48.6 50.8 61.9 0.2 49.7 37 36

Bahrain 66.9 54.6 64.8 61.4 0.2 49.6 38 38

Hungary 74.6 43.4 53.3 66.2 1.0 47.7 39 40

Slovak Republic 79.1 45.3 48.9 62.3 0.6 47.2 40 39

Cyprus 73.2 50.3 59.9 48.0 0.1 46.3 41 45

Russia 80.2 55.3 51.4 29.9 14.0 46.1 42 43

Chile 72.5 55.5 41.6 58.6 1.8 46.0 43 42

India 53.7 53.8 15.2 65.9 40.8 45.9 44 48

Thailand 83.6 47.6 33.2 58.9 4.1 45.5 45 50

South Africa 61.1 46.5 33.8 80.9 3.6 45.2 46 41

Greece 66.7 48.3 51.1 58.2 1.2 45.1 47 44

Turkey 68.7 47.9 33.0 66.0 6.6 44.4 48 47

Croatia 73.3 39.7 48.9 54.9 0.4 43.4 49 46

Saudi Arabia 56.8 55.0 44.4 54.7 4.1 43.0 50 52

Kazakhstan 80.0 44.1 48.2 37.5 1.6 42.3 51 49

Mexico 74.4 41.5 32.5 52.9 10.0 42.2 52 51

Oman 65.2 42.8 42.7 58.0 0.5 41.8 53 53

Panama 61.8 40.5 39.7 62.4 0.3 40.9 54 54

Romania 75.4 40.3 38.1 47.8 1.6 40.6 55 55

Costa Rica 68.7 57.0 43.3 33.2 0.4 40.5 56 59

Serbia 75.9 42.3 45.7 38.0 0.5 40.5 57 57

Bulgaria 73.7 46.1 39.9 39.9 0.5 40.0 58 56

Argentina 48.9 50.3 45.9 46.5 4.5 39.2 59 60

Indonesia 63.9 55.1 20.5 47.4 8.8 39.1 60 64

Uruguay 55.9 43.6 47.7 47.0 0.4 38.9 61 58

Brazil 45.9 39.7 37.7 51.8 17.1 38.4 62 62
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March  2018 

Sources: World Bank, WEF, Euler Hermes 

Ukraine 36 36.9 62.6 52.3 2.3 38 63 63

Jordan 40.7 46.2 53.4 49 0.6 38 64 65

Kuwait 47 54.5 54.5 32.8 0.6 37.9 65 61

Montenegro 48.2 21.8 76 43 0 37.8 66 66

Vietnam 27.8 47.1 66.6 39.6 4.3 37.1 67 67

Moldova 46 31.7 75.7 30.1 0.2 36.7 68 70

Colombia 34.6 31.6 69.2 44 3.3 36.6 69 68

Kenya 12.7 62.1 61.6 44.3 1.3 36.4 70 71

Georgia 34.2 20.6 91.9 31.5 0.2 35.7 71 72

Peru 27.7 43.5 69.3 33.3 1.9 35.1 72 73

Botswana 28.3 50 61.2 35.2 0.1 34.9 73 69

Philippines 28.8 42 50.1 46.2 5.8 34.6 74 74

Armenia 37.1 14.4 74.8 43.7 0.2 34 75 75

Rwanda 9 47.5 76.4 34.8 0.2 33.6 76 78

Morocco 31.8 33.9 66.5 31.4 2.1 33.1 77 76

Lebanon 42 36.1 42.7 43.9 0.5 33 78 77

Jamaica 28.1 22.6 65.4 43.8 0.1 32 79 80

Egypt 23.9 55.9 45.5 28.4 4.2 31.6 80 83

Ecuador 29.7 38.7 48.4 35.7 1 30.7 81 79

Mongolia 17 27.1 68.5 40 0.1 30.6 82 81

Tunisia 30.1 26.7 58.7 36.4 0.6 30.5 83 82

Dom. Rep. 31.4 32.3 54 30.3 0.8 29.8 84 84

El Salvador 24.7 35.6 63.8 21.9 0.2 29.2 85 85

Bhutan 20.9 19.3 63.6 37.8 0 28.3 86 89

Ghana 22.2 33.7 47.4 36.3 0.9 28.1 87 86

Namibia 20.2 37.2 52.2 29.9 0.1 27.9 88 87

Guatemala 22.9 25.9 54.4 33.2 0.7 27.4 89 88

Paraguay 27.3 29.5 50.8 23 0.3 26.2 90 90

Kyrgyz Republic 23.3 12.3 62.6 29.7 0.2 25.6 91 91

Algeria 25.8 38.3 28.4 32.9 2 25.5 92 93

Pakistan 7.8 44.8 37.3 28.1 3.4 24.3 93 94

Honduras 17 25.3 49.6 28.1 0.3 24 94 92

Cambodia 17.2 39.6 42.4 19.9 0.4 23.9 95 95

Tanzania 6.6 47.6 41.6 21.5 0.7 23.6 96 96

Tajikistan 14.5 8.3 46.7 46.3 0.1 23.2 97 97

Nepal 14 21.6 52.2 24.3 0.5 22.5 98 101

Nicaragua 18 28.2 44 19.8 0.1 22 99 99

Nigeria 12.5 32.3 38 21.6 5.3 21.9 100 98

Senegal 14.8 19.6 39.9 34.5 0.3 21.8 101 102

Mali 10.7 27 39.6 25.6 0.2 20.6 102 100

Lesotho 16.3 6.8 53.1 20.6 0 19.4 103 104

Mozambique 7.6 34.7 41.5 11 0.4 19.1 104 105

Venezuela, RB 35.1 22.2 0 34.3 2.3 18.8 105 103

Guinea 6.2 20.9 34 30 0.1 18.2 106 111

Benin 7 23.8 35.2 24.5 0.1 18.1 107 106

Cameroon 12.2 12.1 29.4 32.3 0.6 17.3 108 108

Bangladesh 9.1 33.8 18.2 21.6 3.3 17.2 109 107

Ethiopia 5.4 21.6 30.4 22.8 1.5 16.4 110 109

Burundi 0.7 27.3 28.8 14.6 0 14.3 111 110

Madagascar 0 12.2 30.2 22.7 0.1 13 112 112

Liberia 5.1 14.3 22.8 13.6 0 11.2 113 113

Mauritania 10.2 0 35.9 0 0 9.2 114 114

Chad 0.2 12.6 13.3 8.3 0.1 6.9 115 115
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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, (ii) 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 rat es 

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.  

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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