Embracing change
to restart after the crisis:

Italy and Germany opportunities for growth
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Figure lI: The Global Risks
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The risk landscape

Before COVID

The 15th edition of the World Economic Forum’s Global
Risks Report published in January 2020 showed that the
global economy was facing an increased risk of climate
change and fragmented cyberspace threats, all while
citizens worldwide protest political and economic
conditions and voice concerns about systems that
exacerbate inequality. Infectious disease-related risks
were “under the radar”.



The risk landscape

... then we came to know COVID-19

Every year, the World Economic Forum conducts its Executive Opinion Survey. Among other queries, the survey asks leaders to identify
the top risks for doing business in their countries over the next decade. In 2020, the survey was conducted between January and July,
in the middle of the global outbreak and spread of COVID-19. The survey received 12,012 responses from 127 countries.

What are the top 5 perceived 2020 business risks in Italy and Germany?

Spread of infectious diseases Cyber attacks

Failure of national governance Large scale involuntary migration
Asset bubble

Spread of infectious diseases

Failure of financial mechanism or institution

Unemployment or underemployment
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Profound social instability Unemployment or underemployment
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Sources: World Economic Forum Regional Risks For Doing Business 2020 3



Real GDP Growth Rates % year-on-year

Top 10 Countries by 2019 2020 2021
GDP
World 2.6 -4.5 5.0
1 u.S. 2.2 -3.8 4.0
2 China 6.1 1.8 8.0
3 Japan 0.7 -5.8 1.5
<4___ Germany 0.6 -4.5 46 >
5 U.K. 1.5 -10.1 7.6
6 France 1.5 -9.5 5.8
7 India 4.2 -10.2 10.7
<8 ltaly 0.3 -10.5 54 >
9 Brazil 1.1 -6.5 3.6
10 Canada 1.7 -5.8 4.0
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Source: Organization for Economic Co-operation and Development (OECD) Economic Outlook, Interim report, September 2020

Economic Outlook
Projections

In both Germany and Italy, there is a significant impact
on GDP in 2020 - Italy being one of the most impacted
countries. Italy is not only in a worse position than
Germany due to fiscal and economic reasons, but also
due to a wider lack of trust in institutions, politicians,
and the legal system.

KPMG
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COVID-19 Economic impact by industry: Germany vs Italy
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Source: KPMG elaboration based on Eurostat data (https.//ec.europa.eu/eurostat/web/national-accounts/data/main-tables)
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Industry and sector
dyn a m i Cs Hard reset High Surge

Industries that scale rapidly
because consumer behavior
changed permanently during
CovID

Industries that struggle to
recover due to permanently
lowered demand for their
offerings, insufficient capital
and/or poor digital
transformation

Although companies will experience similar overall
trajectories driven largely by the curve of the
pandemic, the impact will differ by industry,
geography and company.

We have defined a model to define the impact based
on the degree of change and the pace of recovery and
we classified the 11 industries in both countries into 4
trajectories.

Slow
Fast

Industries that will recover
from a protracted path,
requiring capital to
transform the operating
models and keep up with
new customers expectations

Industries seen as daily
essential that suffer during
consumer lockdown, but
recover more quickly as
consumer demand rebounds

Degree of permanent change to industry economics

Transform to re-emerge Low Modified business as usual

Pace of COVID-19 recovery
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Industry and sector
dynamics

Although companies will experience similar overall
trajectories driven largely by the curve of the
pandemic, the impact will differ by industry,
geography and company.

We have defined a model to define the impact based
on the degree of change and the pace of recovery and
we classified the 11 industries in both countries into 4
trajectories.
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Degree of permanent change to industry economics

Slow

Hard reset High Surge

Wholesale & Retail trade
(online), food (online)

Wholesale & Retail trade (offline)
Transport
Accommodation & food

Information and
communication

Manufacturing, Mining,
Electricity & gas

Professional, scientific
and technical activities
Financial and insurance
Real Estate (people)
Agriculture, forestry and
fishing

Real Estate (business)

Public administration,
Healthcare, defense,

education Art & entertainment
Construction
Transform to re-emerge Low Modified business as usual

Pace of COVID-19 recovery

KPMG

Fast



Industry and sector dynamics

Using the Incidence of GDP% on 2019 by sector on slide 7 as a guide we classified the 11 industries of pag.7 into one of the 4
trajectories and compared the results between Italy and Germany.
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* Includes Wholesale & Retail trade (online), food (online). No breakdown available



What is the future of our organizations?

Purpose

CEOs must demonstrate that their
organization’s purpose is meaningful,
relevant and makes a difference. For
some, this will mean moving from generic
purpose statements to more specific and
measurable approaches. Listening to
different stakeholders and encouraging
dialogue will be important elements
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Prosperity

Organizations will need a deep
understanding of how customer behavior
will shift and how to meet these emerging
demands. Data-driven insight and
scenario modelling will be critical. Talent
will be the key to driving long-term
growth and building an organization that
can thrive in the new reality

Priorities

Companies can learn from how resilient
(or not) their operating models proved to
be during the crisis to understand what
areas need strengthening in order to
withstand future challenges. Robust ESG
reporting programs, resilient and flexible
supply chains and a talent strategy that
focus on the people and skills needed for a
more agile future, will be essential

KPMG



Key Messages

1. Italy and Germany complement each other in terms of approach to risk: in order to reach a "new normal",
the two perspectives should be combined in a more flexible approach, thus focusing on contingent
dynamics while maintaining at the same time a longer-term perspective.

2. Short-term investment decisions are not enough to accelerate recovery: decision makers’ focus needs to be
shifted more decisively on strategic factors such as sustainability, process innovation (digitalization) and
infrastructure.

3. Very specific skills (such as project management, but also agile methods) are required to manage successful
investments: the public administration as well as companies must be prepared for this through appropriate
professional training. Such training is a guarantee of success in terms of development and growth.
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What is the Journey to the New Reality?

The COVID situation is similar in Italy and Germany in terms of response from businesses, which will generally undergo four phases in
their journey to recovery

Where are we now?

02 Resilience 03 Recovery
Virus spread is seen as contained or curable. Businesses operate under lockdown restrictions. As jobs are created,
Consumer demand still constrained by lost wages, consumer consumption improves. Businesses more aware of ESG.
investment losses, and recessionary fears. Crisis-tested solutions continue to scale.

anage through

Identify opportunities
uncertainty fy opp

01 Reaction

Crisis management and
business continuity.
Focusing on the “here and
now”.

04 New Reality

Reopening in both social and
economic terms allows
businesses to fully re-

Ad;pt to a new world emerge. Learned behaviors
and technologies become
standard. Irrevocable
change.

Respond to crisis
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