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Electro-Mobility Changes Rules of Game for Automoti ve Industry

New Commerzbank Sector Report Automotive Suppliers 2018

Prognosis: Record sales of €84 bn for the industry in Germany in 2018 (2017: €79.8 bn), increase
of 5.4%

Trend towards consolidation through digitalisation: number of small- and medium-sized
companies set to decrease by as much as 30% by 2025

With new forms of mobility service providers emergi ng, battery production urgently requires
investment

Between an innovative mobility world and a new ecos  ystem

Despite the structural changes within the industry, the development of the German automotive supplier
sector remains positive. “We expect a new sales record for the automotive sector this year, namely in the
region of €84 billion. In a year-on-year comparison this is an increase of 5.4%. As a consequence of the
negative effects from exchange rates, higher costs for raw materials, greater investment costs, and in
particular as a result of increased research and development costs, we assume the earnings situation will
deteriorate somewhat from 2018 onwards. This has already been reflected in the amended forecasts for the
current business year by several listed suppliers,” explained Cedric Perlewitz, Sector Head Automotive &
Transport at Commerzbank.

With ever stricter specifications for permissible emissions of noxious substances there is further pressure on
car manufacturers to accelerate their change of strategy towards greater electro-mobility. “Digitalisation is
turning a page and writing a new chapter when it comes to mobility. New cross-sector competitors, such as
internet, technology and consumer electronics companies with future business models, as well as new
manufacturers specialising solely in electro-mobility, are competing with the established players. Everybody
wants to secure a piece of the new mobility action,” added Perlewitz.

Enormous investment costs are necessary to defy the digital shift in the automotive industry. According to
the report, this will have repercussions: “We expect to see more cross-sector transactions triggered by
digitalisation. The increasing software competence plays a decisive role in networking the car with the
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‘outside world’,” stated Perlewitz. In this respect, there will be more strategic cooperations as well as minority
shareholdings coming about; in particular, however, additional cross-border M&A activities are expected,
above all from China to Germany.

Trend: Consolidation through digitalisation

One challenge for the car makers could be the pending consolidation process. As recently as 2016, a study
from Struktur-Management-Partner (SMP) and the Institute for the Automotive Industry (IfA) forecast that the
number of small- and medium-sized companies would decrease by as much as 30% by 2025. In the medium
term, the need to create value-added on the respective sales markets will lead to an increase in the local
purchasing quota from 40 to 50% at present to a figure of between 80 to 90%. Radical localisation, i.e. the
use of supply sources in the respective region, is thus gaining in significance.

Furthermore, digitalisation is changing the current value-added structures. It is triggering a move away from
the classical supply chain towards flexible production networks and is leading to the entry of software.
Successful suppliers are actively utilising digitalisation. Not only are they transforming their production flows
in line with customer requirements, they are also systematically exploring which innovative possibilities are
opened up by digitalisation for their product ranges and business models.

Electro-mobility accelerating change of strategy

Electro-mobility will gain in significance in the automotive sector. An important driver behind the technical
development and transformation is regulation. There is major uncertainty in an age of disruptive
development: “In addition to the availability of efficient technologies — in the case of batteries, for example,
their energy density and range — the solution has to make economic sense for the customer,” underlined
Perlewitz. In this respect, the overall costs outlook is decisive for fleet operators, a particularly important
customer group.

“We can observe how companies are realigning their strategy in the sector — also through spin-offs, in order
to be able to react to these developments more efficiently and in a more agile manner,” said Perlewitz.

Battery production requires investment now

Battery technology — the most important driver in the automotive industry — represents the main focus of
research work in the sector. Excessive prices, inadequate ranges, and long charging times are still an
impediment to the use of electric cars on a mass scale. The availability of the key raw material lithium, which
is required for the construction of rechargeable batteries, is safeguarded according to the Commerzbank
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Sector Report. The long-term objective of research work remains substituting the proportion of expensive
cobalt without negatively impacting on the thermic stability or the number of possible charging cycles.
Safeguarding the value-added chain is another key strategic consideration on the part of car makers and
automotive suppliers. It is above all foreign market players which are already investing heavily in Europe and
Germany.

“Companies are faced with the decision of choosing between the right point in time for investment and the
necessary technological leap. German automobile manufacturers and automotive suppliers have also
already begun positioning themselves for the next battery generation, the so-called solid-state cells, so as to
make themselves more independent of Asian providers in the medium term,” is Perlewitz's summary of the
situation.

*kkkk

The Commerzbank Sector Report Automotive Suppliers 2018 is available as an abridged version (in German
only) at this link: https://www.commerzbank.de/branchenbericht-automotive
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About Commerzbank

Commerzbank is a leading international commercial bank with branches and offices in almost 50 countries. In the
two business segments Private and Small Business Customers and Corporate Clients, the Bank offers a
comprehensive portfolio of financial services which is precisely aligned to its clients’ needs. Commerzbank finances
approximately 30% of Germany'’s foreign trade and is the leading finance provider for corporate clients in Germany.
Due to its in-depth sector know-how in the German economy, the Bank is a leading provider of capital market
products. Its subsidiaries Comdirect in Germany and mBank in Poland are two of the world’s most innovative online
banks. With approximately 1,000 branches, Commerzbank has one of the densest branch networks among German
private banks. In total, Commerzbank serves more than 18 million private and small business customers, as well as
more than 60,000 corporate clients, multinationals, financial service providers, and institutional clients. The Bank,
which was founded in 1870, is represented at all the world’s major stock exchanges. In 2017, it generated gross
revenues of €9.1 billion with approximately 49,300 employees.
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Disclaimer

This release contains forward-looking statements. Forward-looking statements are statements that are not historical
facts. In this release, these statements concern inter alia the expected future business of Commerzbank, efficiency gains
and expected synergies, expected growth prospects and other opportunities for an increase in value of Commerzbank as
well as expected future financial results, restructuring costs and other financial developments and information. These
forward-looking statements are based on the management's current plans, expectations, estimates and projections.
They are subject to a number of assumptions and involve known and unknown risks, uncertainties and other factors that
may cause actual results and developments to differ materially from any future results and developments expressed or
implied by such forward-looking statements. Such factors include the conditions in the financial markets in Germany, in
Europe, in the USA and other regions from which Commerzbank derives a substantial portion of its revenues and in
which Commerzbank holds a substantial portion of its assets, the development of asset prices and market volatility,
especially due to the ongoing European debt crisis, potential defaults of borrowers or trading counterparties, the
implementation of its strategic initiatives to improve its business model, the reliability of its risk management policies,
procedures and methods, risks arising as a result of regulatory change and other risks. Forward-looking statements
therefore speak only as of the date they are made. Commerzbank has no obligation to update or release any revisions to
the forward-looking statements contained in this release to reflect events or circumstances after the date of this release.
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