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The Strategy for Europe

The EU needs to be seen as working — to be attractive and influential again

EU reform: turning more into a club of clubs
- Solid framework for all: democracy, rule of law, human rights, common market
- Enhanced co-operation between sub-groups of EU members

The key challenges are at home

Germany: still strong — but beyond its peak
France: a golden decade ahead - if Macron delivers
Italy: an accident waiting to happen

Brexit: Paying the price for populism
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The French potential: catching up with the German reforms

French and German employment: big gap means big potential
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Reforms matter. Think
Thatcher, Schroder or Rajoy.

German employment took off
after its 2003-2005 reforms.

President Macron promises to
deliver the labour market,
pension and public sector
reforms that France needs.

Two cheers for the French
labour market reform of
September 2017: Macron has
started to tackle the key issue.

Work in progress:
unemployment insurance and
pensions.

France is heading for a golden
decade if Macron continues to
deliver, as he probably will.

The gap between German and
French employment rates
indicates the potential which
France could unlock with its
reforms.
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What ails Italy? It is not the euro

What a difference reforms can make: Italian versus German GDP growth
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Germany and ltaly were in
lockstep from 1991 to 2006. Both
had serious structural problems.

The advent of the euro in 1999
made no difference.

Germany outperformed shortly
after its 2004 structural reforms.
With a reformed supply-side,
Germany recovered fast from
the 2008/09 recession.

Italy remains half-reformed.
Reform reversals could make it
even more vulnerable.

In a debt crisis, Italy may face
the stark choice Greece had to
make in 2015:

1. get real and pursue serious
reforms

2. or leave the euro and
descend into chaos.

Like Greece, Italy would
probably choose painful reforms
over chaos.




Migration: the big issue in Europe

Migrant and refugee arrivals in Southern Europe

1.2

—@Greece

—Ital
1.0 Y

Spain

=—=Total
0.8
0.6
0.4 J /
0.2 -/’\ . \
0.0 | | | | | | | —

Dez14 Junl1l5 Dez1l5 Junl1l6 Dez16 Junl7 Dez1l7 Jun18

See arrivals into Greece, Italy and Spain, plus arrivals over the Turkish-Greek land border since December 2017, 12-month rolling sum, in millions, estimate for August
2018. Source: UNHCR, Berenberg
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Europe is attractive: Seeking
peace, security and a better life,
many people from war-torn and
poorer countries are trying to
enter Europe.

The number of migrants and
refugees reaching the top three
countries of entry into the EU
dropped sharply in 2016 and has
continued to decline ever since.

Nonetheless, migration still
shapes much of the political
debate in the EU.

A migration dispute rocked the
German Merkel’'s government in
mid-2018.

The stance of the EU and most
member states continues to
harden.

Italy started to work with Libya
to reduce migrant flows in 2017
and is now taking a particular
hard line under its new
government.
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¢ For long, the UK had
outperformed other major
developed economies. Shortly
after the Brexit vote, the UK
started to lag behind badly

UK GDP growth lagging behind since shortly after the Brexit vote

* Serious barriers to imports
crimp economic growth, stoke
inflation and disrupt supply
chains. Trade wars could mean
a dose of Brexit-lite for
everybody.

¢ The damage has happened
although the UK is still in the
EU. Uncertainty counts. Mind
the fear factor.

+ Before the Brexit vote, the UK
enjoyed strong trend growth of
c21%.

* A semi-soft Brexit (UK stays in
single market for goods but not

1 services) would likely cut trend
/ —UK —G7 ex. UK growth to ¢1.7%.
¢ A hard Brexit could cut the
0.5 , , , , | trend to just c1.4%.
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Quarterly data. Annual growth of real GDP, in %. Sources: ONS/Haver Analytics 5




Turkey: Weak Lira = further inflation spike in the pipeline SERENSERG
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. . . . e Turkey is in trouble partl
Unless corrected fast, plunge in Lira could raise consumer prices sharply becauie e autocratri)c Y

2 - 100 president Erdodan controls
v the central bank.

e The Turkish central bank
cannot credibly commit to
its 5% inflation target as
long as Erdodan prevents
the necessary rate hikes.

4 - 200 « Inflation reached 15.9% yoy
in July and looks set to
surge beyond 20%.
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—Turkish consumer price index, rhs, inverted prices would have to rise by
71% from their July 2018
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e A 75% pass-through of the
entire devaluation would still
raise prices by a further

8 400 48%.
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TL/EUR exchange rate and Turkish consumer price index, rebased to 2010=100, inverted. Turkish Statistical Institute, Wall Street Journal, Berenberg calculations. (8}




More on EU reforms and the strategy for Europe

Key Berenberg publications

Understanding Germany — a last golden decade ahead
13 October 2010

After Trump: notes on the perils of populism
14 November 2016

The Macron effect: can France overtake Germany again?
5 May 2017

Reforming Europe: which ideas make sense?
19 June 2017

2017 Euro Plus Monitor: Into a higher gear
30 November 2017
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This document has been prepared by Berenberg or one of its affiliates (collectively “Berenberg®). This document does not claim completeness regarding all the information on the stocks, stock markets or developments
referredto in it.

On no account should the document be regarded as a substitute for the recipient procuring information for himself/herself or exercising his/her own judgements.

The document has been produced for information purposes for institutional clients or market professionals.

Private customers into whose possession this document comes should discuss possible investment decisions with their customer service officer, as differing views and opinions may exist with regard to the stocks referred to
in this document.

This document is not a solicitation or an offer to buy or sell the mentioned stock.

The document may include certain descriptions, statements, estimates and conclusions underlining potential market and company developments. These reflect assumptions which may turn out to be incorrect. Berenberg
and/or its employees accept no liability whatsoever for any direct or consequential loss or damages of any kind arising out of the use of this document or any part of its content.

Berenberg may act as market-maker or underwrite issues for any securities mentioned in this document, derivatives thereon or related financial products or perform or seek to perform capital market or underwriting
services.

Berenberg reserves all the rights in this document. No part of the document or its content may be rewritten, copied, photocopied or duplicated in any form by any means or redistributed without Berenberg’s prior written
consent.

Remarks regarding foreign investors

The preparation of this document is subject to regulation by German law. The distribution of this document in other jurisdictions may be restricted by law, and persons into whose possession this document comes should
inform themselves about, and observe, any such restrictions.

United Kingdom
This document is meant exclusively for institutional investors and market professionals but not for private customers. It is not for distribution to or the use of private investors or private customers.

United States of America

This document has been prepared exclusively by Berenberg. Although Berenberg Capital Markets LLC, an affiliate of Berenberg and registered US broker-dealer, distributes this document to certain customers, Berenberg
Capital Markets LLC does not provide input into its contents, nor does this document constitute research of Berenberg Capital Markets LLC. In addition, this document is meant exclusively for institutional investors and
market professionals, but not for private customers. It is not for distribution to or the use of private investors or private customers.

This document is classified as objective for the purposes of FINRA rules. Please contact Berenberg Capital Markets LLC (+1617.292.8200), if you require additional information.
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