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Automotive in CEE during the crisis:
tough environment, but still gaining
positions

B The automotive sector was among the most affected by the financial
crisis in 2009. World production decreased for the second year in a row:
in 2009, production of motor vehicles dropped by almost 10mn units,
according to the recently released data from the OICA, International
Organization of Motor Vehicle Manufacturers.

B Automotive is the most important sector for CEE economies. CEE
countries suffered a drop in production of half a million vehicles (-12%),
but the region was able to increase its share in total European
production, despite the sharper impact of the crisis on their economies.
During the past decade the share of vehicles produced in CEE out of the
total European production jumped from 9% in 1999 to 22.4% in 2008 and
moved further up to 24% in 2009. The crisis accentuated the speed of
the restructuring of the sector, and the West-East substitution of
production continued.

B Russia and Ukraine were an exception: their economies were particularly
affected by the crisis in 2009 and because their automotive sector is less
efficient and less export-oriented, automotive production in both
countries collapsed, with the result that production plunged by 1.5mn

units to only 800,000 vehicles. Matteo Ferrazzi (UniCredit Bank Milan)

+39 02 8862-8600
matteo.ferrazzi@unicreditgroup.eu
B Paradoxically, despite the automotive sector is characterized by huge

spare capacity, many OEMs are still expanding their capacity in CEE
(Fiat in Serbia, Mercedes in Hungary, VW in Slovakia, Bosch moving
from Wales to Hungary, Renault and Toyota investing in Turkey, etc.).
These trends bode well for the future of the sector in CEE.
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Production dropped
dramatically...

...despite the positive
performance of emerging
markets

TOP20 WORLD PRODUCERS

production

(mn units)

2008 2009
China 9.3 13.8
Japan 11.6 7.9
us 8.7 5.7
Germany 6.0 5.2
S. Korea 3.8 3.5
Brazil 3.2 3.2
India 2.3 2.6
Spain 25 2.2
France 2.6 2.0
Mexico 2.2 1.6
Canada 2.1 15
UK 1.6 1.1
Czech Rep. 0.9 1.0
Thailand 14 1.0
Poland 1.0 0.9
Turkey 11 0.9
Italy 1.0 0.8
Iran 1.1 0.8
Russia 1.8 0.7
Belgium 0.7 0.5

Source: OICA

Emerging markets increased
their production by almost
20mn motor vehicles over the
past decade

2009 — A tough year for the automotive sector

Last year, 61mn vehicles — including passenger cars and commercial vehicles - were
produced at world level, significantly down from 70.5mn in 2008 (-13.5%), according to the
International Organization of Motor Vehicle Manufacturers (OICA), which recently released the
data of motor vehicle production for the full-year 2009. Passenger cars’ production dropped by
10%, to 47.2mn, at world level.

These results were positively affected by the performance of emerging markets and negatively
influenced by the performance of the more mature markets, namely US, Japan, and Western
Europe. The more developed countries produced 10mn fewer vehicles in 2009 — indeed a
huge amount - with respect to 2008. Specifically, Western Europe was affected by a drop of
3mn units in production, -20% with respect to 2008.

Last year saw the continuation of some global trends in the sector:

B World production decreased for the second year in a row. The 3.7% drop in 2008 was
followed, at world level, by the 13.5% drop in 2009 (following numerous years in a row of
positive growth, + 4.5% on average in 2002-2007).

B The US producers continued to be the worst hit and this has had the catastrophic effect of
the manufacturing industry suffering one of the largest mass lay-offs in its history
worldwide. Among the Detroit's big three, GM and Chrysler got massive subsidies and
support (USD 62bn) from the US taxpayer. Chrysler was taken over by ltalian Fiat. In
summary, Ford, despite the troubles, was the only one among the three to avoid bankruptcy
and having to take government loans.

B The well-known structural problems of overcapacity, saturation and weak demand
continued, and were even exacerbated: demand was constantly weakening, not only
because of the fluctuations of the economic cycle, but because traditional markets
(especially in the US and Western Europe) were already saturated and are no longer
offering significant growth prospects.

B The increased sensitivity to global warming and greenhouse emissions has continued to
push customers to change their preference in favor of smaller and more fuel-efficient
vehicles during the past years; the effects of the economic crisis were pushing in the same
direction, in favor of smaller cars.

B Acquisitions and partnerships were among the strategies implemented by the OEMs
(Original Equipment Manufacturers i.e. car producers) to survive the tough environment:
e.g. (a) Italian Fiat, as mentioned, took over American Chrysler: in January 2009, Fiat
signed the agreement to take a stake in Chrysler out of a US-government funded
bankruptcy; (b) German Opel, owned by GM, was put on sale; (c) at the end of 2009,
Volkswagen and Suzuki announced their global partnership: the two companies are to
become the world leader in terms of production, surpassing Japanese Toyota; (d) in March
2010, Ford announced is intention to sell Swedish Volvo to the Zhejiang Geely Holding,
which owns the Chinese carmaker Geely; (e) in April 2010, Daimler agreed to swap 3%
equity stakes with Renault-Nissan (in turn, Renault owns 44% of Nissan, which owns 15%
of the French carmaker).

B The role of emerging markets continued to develop, driven by the stellar performance of the
Chinese production (+48%, from 9.3mn to 13.8mn vehicles in 2009). The relocation of
production to emerging markets even accelerated during the crisis in some cases. On the
whole, emerging markets contributed to an increase of production of 900,000 vehicles in
2009, while developed markets posted, in terms of production, a decrease of more than
10.4mn vehicles, as mentioned. Emerging markets have already contributed to an
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impressive increase of production of 19.5mn vehicles during the past decade (1999-2009),
12mn of which are attributed to China. The year 2009 marks the first year in which
emerging markets production overtook production from North America, Japan and Western
Europe (it was slightly higher than 20% a decade ago and is now at 55%).

China is now the largest

producer in the world B For the first time in its history, in 2009 China surpassed Japan as the first world producers
of motor vehicles in the world. Chinese production reached 13.8m vehicles, of which
10.4mn passenger cars and 3.4mn commercial vehicles.

PRODUCTION OF MOTOR VEHICLES (1999-2009)
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PRODUCTION OF MOTOR VEHICLES IN REGIONS

production (mn units) variation (mn units)

2009 past decade (1999-2009) last year (2008-09)

Emerging markets 32,510 19,510 922
China 13,791 11,961 4,446
India 2,633 1,815 318
Emerging Asia (Other) 5,658 1,796 -857
Central Eastern Europe 3,887 2,152 -534
CIS (Russia, Ukraine, Uzbekistan) 910 -324 -1,512
Latin America 5,253 2,047 -756
South Africa 380 63 -183
Developed countries 27,453 -15,888 -10,210
US and Canada 7,201 -8,882 -3,581
Japan 7,935 -1,961 -3,629
Western Europe 12,317 -5,045 -3,000

Source: OICA, UniCredit Research
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CEE continued to erode the
share of Western European
countries

West - East substitution of
production continued

Automotive — A big deal in CEE

The automotive sector, as mentioned one of the most affected during the crisis at world level,
is the most important manufacturing sector for most of the Central Eastern European (CEE)
economies. For Slovakia, the Czech Republic, Poland and Hungary the sector represents a
large share of manufacturing value added and export (more than 20% of Slovakian
manufacturing exports, for instance, and around 15% for the other CEE countries).

Regarding the performance of the sector in CEE, two main pieces of information must be
considered: #1 the economies of the region were among the most affected during the global
financial crisis of 2009 (for example: three-fourths of IMF support during the crisis were
devoted to CEE), and local demand dropped sharply — all in all, vehicle production in the
region fell by 12% in 2009; #2 despite this, during 2009 CEE countries continued to erode the
share of vehicle production of Western European countries. In one decade the share of motor
vehicles (passenger car and commercial vehicles) produced in CEE out of the total European
production jumped from 9% (in 1999, including Turkey) to 22.4% in 2008 and moved further to
24% in 2009. Still, this ratio is sensibly lower than the ratio of emerging markets production on
world production. If we add Russia and Ukraine, production beyond the former “iron curtain”
reached 28% of the total in 2009. Among the world countries with the best performance in
2009 - in the midst of the crisis — are Romania, Slovenia, the Czech Republic (all these three
with positive growth in terms of production), Poland and Serbia.

Russia and Ukraine were an exception, given their economies were more affected by the
crisis: their GDP dropped by 7.9% and 15.1%, respectively, and production of motor vehicles
more than halved. The collapse totaled a drop in production of 1.5mn units to only 800,000
vehicles. Production in Uzbekistan almost halved.

In summary, the automotive sector of CEE countries fared better than Western Europe,
despite the pressures of Western governments on producers to maintain production in the
home country and avoid further pressures on employment levels during the toughest period of
the crisis. The West - East substitution of production clearly continued, despite a two-speed
evolution could clearly be seen: on one side, the strength of Central European countries, on
the other, the weakness of the sector in Ukraine and Russia.

CEE MANUFACTURING DEPENDENT ON AUTOMOTIVE SECTOR

Importance of automotive sector to CEE manufacturing sector Motor vehicle production (number of units) in 2003 and 2009
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THE ROLE OF CENTRAL EASTERN EUROPE

Vehicle production in 2009 (yoy % change, CEE countries in red)

Vehicle production in Europe (share on total European production,

incl. Russia and Ukraine, %)
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The results can be explained by different factors: #1 optimization of production by OEMs:
production in the East is more efficient — amidst lower costs and, in many cases, more recent
and modern factories — and hence there is an incentive to reduce production in Western
Europe rather than in Eastern Europe; pressures on labor cost, whose increase were one of
the main concerns in the pre-crisis environment, eased sensibly: Eastern European
competitiveness on costs is higher now in comparison with some years ago; #2 All the top 10
automotive players in the world — they represent almost 80% of global production, as the
sector is very concentrated — already have plants in CEE and are still betting on this area for
their future development; the same is true for the top 10 automotive suppliers, all with factories
in the region; #3 CEE countries are more devoted to the production of smaller cars (whose
production is more labor-intensive), such as the Fiat Panda and the Fiat 500 in Poland, the
Toyota Aygo, the Citroen C1, or Peugeot 106 in the Czech Republic, Renault Twingo in
Slovenia, the Logan in Romania and several others (despite some SUVs and luxury cars now
being produced in the region in 2006-09 by VW, Audi, Porsche). These models were favored
by consumers during the crisis, because they are cheaper and because the scrap incentives
were, in some cases, more relevant given the lower pollution emissions of smaller cars.

We believe the above factors will remain in place, at least partially, during the next years even
if the crisis fades, and this will bode well for the role of automotive production in the region.

Paradoxically, on one hand, the automotive sector is characterized by a huge (and increased)
spare capacity at world level, estimated at 35%-40% in 2009, jumping from around 20% in
2007; on the other, many OEMs are expanding their production capacity in Eastern Europe.
Among the most relevant examples:

(a) Italian Fiat, whose Polish factory produced at full steam even during the crisis thanks
to the success of the small models Panda and 500 (benefiting from the scrap
incentives in Germany and Italy), is expanding in Serbia, where it established a joint
venture with the Serbian government (67% Fiat, 33% Serbian government) and took
over the Zastava factory in Kragujevac, which was previously producing few cars
under Fiat license. In a few years, Fiat exports from Serbia will likely represent one-
fifth of total Serbian exports.
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(b)

©

(d)

(e)

®

Slovakia, the Czech Rep. and
Slovenia the countries in the
world more “devoted” to
automotive production

Mercedes invested EUR 800mn in a new plant in Kecskemét (Hungary). The
company is building the factory and in 2011-12 is to start production of Class A and
Class B models (2,500 workers to be employed): annual production capacity to reach
100,000 compact Mercedes cars in 2012 and 150,000 units in 2013.

In Slovakia, Volkswagen is to produce a new line of small-sized family cars in 2011.
This should create 1,500 direct jobs and the production capacity will be expanded up
to 400,000 vehicles after the production line is put into full operations. In 2009,
around 188,000 vehicles were produced.

Bosch is closing its plant in Glamorgan (Wales) in summer 2011, with 900 people to
be laid off, and is moving to Hungary. Labor costs in Hungary are at 65% of the plant
in Wales.

Toyota is shifting back the production of the new Corolla model vehicle to Turkey in
2012. Between 1995 and 2006, around 300,000 cars were produced in Adapazari
before the production of Corollas was moved to South Africa and Japan in 2007.

Renault chose its Bursa plant, in Turkey, as the main production hub for its Clio
model, despite the pressures from the French government. Renault plans to produce
280,000 units of the model annually from 2013. At the same time, it is considering
stopping production in Spain and Slovenia sometime around 2013.

These trends confirm that CEE will further increase its role as production arm of Western
Europe in the automotive sector. The “borderless economy” of Central Europe — in particular,

Czech Republic, Slovakia, Hungary — will remain one of the most important clusters for the
main OEMs and their suppliers, not only from Western Europe but also from Asia (Toyota,
Suzuki, KIA, Hyunday, Honda have factories in CEE). Slovakia, the Czech Republic and
Slovenia remain the countries in the world that produce more vehicles in relation to the size of
their population.

VEHICLE PRODUCTION

Vehicle production and economic performance around the world
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MOTOR VEHICLES: DEMAND AND SUPPLY

Registration and production of vehicles in 2009 Commercial vehicles and passenger’s cars in 2009 (% on total
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Notice to UK investors

This communication is directed only at clients of UniCredit Bank AG, UniCredit Bank AG London Branch, UniCredit CAIB AG, UniCredit CAIB Securities UK Ltd. or UniCredit
Bank AG Milan Branch who (i) have professional experience in matters relating to investments or (ii) are persons falling within Article 49(2)(a) to (d) (“high net worth companies,
unincorporated associations, etc.”) of the United Kingdom Financial Services and Markets Act 2000 (Financial Promotion) Order 2005 or (iii) to whom it may otherwise lawfully be
communicated (all such persons together being referred to as “relevant persons”). This communication must not be acted on or relied on by persons who are not relevant
persons. Any investment or investment activity to which this communication relates is available only to relevant persons and will be engaged in only with relevant persons.

Notice to U.S. investors

This report is being furnished to U.S. recipients in reliance on Rule 15a-6 ("Rule 15a-6") under the U.S. Securities Exchange Act of 1934, as amended. Each U.S. recipient of this
report represents and agrees, by virtue of its acceptance thereof, that it is such a "major U.S. institutional investor" (as such term is defined in Rule 15a-6) and that it understands
the risks involved in executing transactions in such securities. Any U.S. recipient of this report that wishes to discuss or receive additional information regarding any security or
issuer mentioned herein, or engage in any transaction to purchase or sell or solicit or offer the purchase or sale of such securities, should contact a registered representative of
UniCredit Capital Markets, Inc. (“UCI Capital Markets”).

Any transaction by U.S. persons (other than a registered U.S. broker-dealer or bank acting in a broker-dealer capacity) must be effected with or through UCI Capital Markets.

The securities referred to in this report may not be registered under the U.S. Securities Act of 1933, as amended, and the issuer of such securities may not be subject to U.S.
reporting and/or other requirements. Available information regarding the issuers of such securities may be limited, and such issuers may not be subject to the same auditing and
reporting standards as U.S. issuers.

The information contained in this report is intended solely for certain "major U.S. institutional investors" and may not be used or relied upon by any other person for any purpose.
Such information is provided for informational purposes only and does not constitute a solicitation to buy or an offer to sell any securities under the Securities Act of 1933, as
amended, or under any other U.S. federal or state securities laws, rules or regulations. The investment opportunities discussed in this report may be unsuitable for certain
investors depending on their specific investment objectives, risk tolerance and financial position. In jurisdictions where UCI Capital Markets is not registered or licensed to trade in
securities, commaodities or other financial products, transactions may be executed only in accordance with applicable law and legislation, which may vary from jurisdiction to
jurisdiction and which may require that a transaction be made in accordance with applicable exemptions from registration or licensing requirements.

The information in this publication is based on carefully selected sources believed to be reliable, but UCI Capital Markets does not make any representation with respect to its
completeness or accuracy. All opinions expressed herein reflect the author’s judgment at the original time of publication, without regard to the date on which you may receive
such information, and are subject to change without notice.

UCI Capital Markets may have issued other reports that are inconsistent with, and reach different conclusions from, the information presented in this report. These publications
reflect the different assumptions, views and analytical methods of the analysts who prepared them. Past performance should not be taken as an indication or guarantee of future
performance, and no representation or warranty, express or implied, is provided in relation to future performance.

UCI Capital Markets and any company affiliated with it may, with respect to any securities discussed herein: (a) take a long or short position and buy or sell such securities; (b)
act as investment and/or commercial bankers for issuers of such securities; (c) act as market makers for such securities; (d) serve on the board of any issuer of such securities;
and (e) act as paid consultant or advisor to any issuer.

The information contained herein may include forward-looking statements within the meaning of U.S. federal securities laws that are subject to risks and uncertainties. Factors
that could cause a company's actual results and financial condition to differ from expectations include, without limitation: political uncertainty, changes in general economic
conditions that adversely affect the level of demand for the company’s products or services, changes in foreign exchange markets, changes in international and domestic
financial markets and in the competitive environment, and other factors relating to the foregoing. All forward-looking statements contained in this report are qualified in their
entirety by this cautionary statement

This document may not be distributed in Canada or A ustralia.
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