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Section 1 Background Analysis

1.1 Internal analysis

BMW is a German multinational automobiles and motorcycles brand. The company was founded in 1916, headquartered in Munich, Bavaria. Currently, the company produces automotive in Germany, China, United Kingdom, United States, India and Brazil; and serves the customers worldwide. The company ranks as the twelfth largest automotive brand in the world, with over 2.8 million vehicles sold each year worldwide. In total, the company has around 30 production facilities spread across 14 different countries, strategizing its market position and production capabilities (Press.bmwgroup.com, 2019). 
The BMW automobiles are sold under different brand names based on the product features and the target market segments. These sub-brands are BMW, BMW I (plug in electric cars), BMW M (performance models), Rolls Royce, Mini and BMW Motorrad (motorcycles). The company also limitedly produces sports cars. BMW also has diverse market operations in line of financial services (Bekker, 2019).
The current chairman of the company is Norbert Reithofer and the CEO of the company is Harald Krüger. The ownership of the company is divided into- Stefan Quandt (29%), Susanne Klatten (21%) and Public float (50%) (GmbH, 2019). The company currently has around 129,932 people working for it. 
As of 2017, the revenue was reported to be €98.678 billion, the operating income was €10.655 billion, and the net income was €8.706 billion. The total asset of the company is worth around €193.483 billion and the total equity of the company is worth €54.548 billion (GmbH, 2019). There have been significant increases in all the accounts, indicating to the effective market performance of the company. 
The company looks forward to the development of its market position, brand image and increasing its sales performance as parts of its roadmap to 2025(IBIS world, 2019).BMW is a globally renowned brand that is specially known for its performance cars and luxury cars. It is a growth-oriented brand that commits to quality and performance. 
Comparison to the closest market competitor

BMW has a number of major market competitors such as Volkswagen, Audi, Fords, Mercedes Benz etc (GmbH, 2019). The closest market competitor VW (Volkswagen) is another major German based multinational automotive brand that has over 100 production facilities across 27 countries. VW also serves the global market. VW has a larger product portfolio including automobile, motorcycles, commercial vehicles, turbo machinery and internal combustion engine. Similar to BMW, VW also has financial service operations. In 2018, the company’s production output was reported to be 11,018,000(Business Review, 2019). The revenue of the company was €235.849 billion in 2018, the operation income was €13.920 billion and the net income€11.844 billion. The total asset is worth €458.156 billion (2018) and the total equity worth is €117.117 billion (2018). Thus, it is evident that VW has greater market performance, market scales and scope than BMW (IBIS world, 2019). 
Brief account of BMW’s strengths and weaknesses (S= strengths, W= weakness, “-“= none);

	Competitive capacities
	S/W/-

	Geographic location of the company 
	-

	Available production capacity
	S

	Level of technology
	S

	Financial resources for current capital 
	S

	Financial resources for foreign investments
	S

	Foreign market information
	W

	Business networks
	S

	HR skills and experience
	S

	Brand image
	S

	Motivation towards going international
	S

	Competitive position 
	W


1.2 External analysis

BMW faces the minimum restrictions in the places where it operates its production activities. The technical barriers faced in international trades are also minimal. The biggest industry benefit that BMW enjoys is that a major proportion of its production, assembly and trade operations operate within the EU region, which gives it the advantage of the single market economy therein. The company also has solid networks within USA, China and India, which are some of the largest markets for automobiles. 
The global automotive sector has been having significant growth over the years, with no signs of decline any time soon. As reported, the global automobile manufacturing industry has grown by 5% and reached the revenue mark of 2.8 trillion pounds by the year 2019. The number of businesses slightly declined by 0.6% but the number of employees increased by 4.5 %( Business Review, 2019). This indicates that successful brands have grown their businesses, while the poor performing businesses had to wrap up their operations. The industry data suggest that there are currently around 1760 businesses operating in the automobile manufacturing sector (IBIS world, 2019).

The use of advanced technologies in production and assembly, introducing advanced features (such as auto drive, smart functions etc), the use of internet in marketing and the use of sustainable energy sources have been the key trends within this sector (IBIS world, 2019). 
Development of the emerging economies has also been a notable trend that contributed to the performance and expansion of the automotive sectors. Emerging economies such as Brazil, India, China, and others contain opportunities for expansion and growth. These economies have been reducing the trade barriers for foreign companies (Katare, 2019). 
Brief accounts of the external environment analysis;

	Environmental and sector factors
	O, T, (-)

	Reduction of barriers to international trade
	O

	Less technical barriers to international trade
	O

	Economic integration among countries
	O

	Internet use in global trade and marketing
	O

	Advanced transportation
	O

	Maturity of the domestic market
	O

	Development of emerging economies
	O

	Ownership concentration
	T

	Retail power
	O

	Development of new features
	O

	Dynamic consumer behaviours
	T

	Development of sustainable energy sources
	O

	Industry competition
	T

	Industry growth
	O


1.3 SWOT analysis
Following is the SWOT analysis based on the findings from 1.1 and 1.2;

	Strengths

1. Financial resources for operational sustainability and business growth.

2. Strong brand image in the international market.

3. Quality of vehicles and effectiveness of international market positioning. 
	Weaknesses

1. Less market share compared to the competitors.

2. Less products in the product portfolio compared to that of the competitors.

3. Inadequate foreign market information.

	Opportunities

1. Less trade restrictions in international growth.

2. Development of new features and energy sources provide greater innovation scopes.

3. Industry growth trends provide opportunities to maintain sustainable operations. 
	Threats

1. Ownership is concentrated which is a barrier to market expansion.

2. The intense competition in the industry puts the company in risk of losing market share. 
3. Dynamic consumer behaviours make the product development investments riskier. 


1.4 Preliminary assessment

Based on the information presented above, some crucial aspects should be considered by the company to before carrying out its internationalization process;

	1
	BMW has the resources and capabilities to successfully carry out its internationalization process.

	2
	However, the company does not have adequate foreign market information because of its limited geographic operations. The company’s ownership concentration is also inadequate.

	3
	BMW needs to make the best utilization of its resource and capabilities to initiate internationalization process that will be adjusted to target market attractiveness, target market dynamics, and target market macro-variables.

	4
	The company should invest adequately on market research and product research and development to offer vehicles that will have greater market acceptance and demand. 

	5
	The company should also increase its product portfolio and market regular line vehicles that will meet the demands of general customers segment.


Section 2: Market selection
2.1 Concentration or diversification
Concentration is the strategy relevant to business internationalization in which a business focuses on a single product or market. Diversification on the other hand, is the strategy of diversifying to different markets or product portfolios to create a larger market base (Hill and Hult, 2018). 
BMW is more concentration focused. The company mainly targets the customers of performance cars and premium cars (CNBC, 2019). The market segment is the upper income class individuals mainly. Even considering the overall product portfolio, BMW concentrates mainly on personal vehicles such as automobiles and motorcycles (Katare, 2019). So far, the concentration has worked well for BMW. Therefore, the brand should continue with its concentration strategy in its internationalization endeavour. 
The problem with diversification is that the costs of business gets too high and the profit margins decline as a result. The management of the diverse product portfolio also becomes difficult. The risks of one or two product portfolio to fail remain a concern (Business Review, 2019). Therefore, BMW should avoid diversifying unless there is an obvious market potential. 
2.2 Potential trade areas

Currently, the best trade areas for automobile companies are the emerging economies that are getting more integrated to the global economy and have major opportunities for business operations (Nikkei Asian Review, 2019). 
Trade blocs are also considered in making decisions regarding internationalization. Trade bloc is the intergovernmental agreement that reduces or eliminates the trade barriers within the participating countries (World Bank, 2019). For example, countries within the European Union or customs union with the EU provide the opportunities of FTAs (free trade agreements) that facilitate internationalization process of the multinational business organizations (World Bank, 2019). 
Global brands also consider the emerging economies as the best areas for internationalization. These emerging economies are Brazil, China, India, Mexico, Russia, Thailand, Turkey, Peru, Colombia, Hungary, Indonesia, Chile, Philippine and Malaysia (World Bank, 2019). 
2.3 Target market identification

BMW already has running operations in several emerging economies such as Brazil, China and India. The company has also initiated its operations in Russia recently (Bekker, 2019). Therefore, the company needs to choose from the countries where it does not have full active presence in. 
Turkey can be considered as an attractive target market to enter. It is a Eurasian country where BMW does not have active operation yet. Turkey is one of the emerging economies that are also a member of the customs union with the EU and the European Free Trade Area. Therefore, legally and politically, the country will have the minimum trade restrictions for BMW (World Bank, 2019). 
Economically, Turkey has a lot of potentials. The total GDP of Turkey is 631 billion GBP. It is the 17th large economy in the world. The population of Turkey is 82,003,882 and the total area is 783,356 km2. The HDI index of the country is 0.791(Kenton, 2019). The country’s international trade relations have been a major contributor to its economic development. A large percentage of the Turkish population has been moving towards becoming the upper middle-class as the living standard improves across the country.
Turkish automotive sector

Turkey’s economic and social rise is a recent phenomenon. Therefore, the automotive sector in the country has not been able to flourish up to its potentials up until now. However, the country’s recent economic growth has been reflected on the development of its automotive sector. In 2017, the Turkish automotive sector became 14th largest in the world. The country is rich with the resources and skills for sustainable automobile manufacturing and assembly practices. Especially the R&D development of the automobile industry in Turkey has been significant. Moreover, currently there are more than 1100 component suppliers in Turkey that benefit the automotive sector the low-cost equipment and material supplies (World Bank, 2019). 
The rising living standards and the per capita income increase have also reflected on the sales of private and commercial vehicles across the country. The annual sales of vehicles were 1,000,000 as reported in 2017(Invest.gov.tr, 2019). 
Despite the increase in the sales of cars, the automobile penetration in Turkey is still quite low, as there are only 165 cars per 1000 people (Invest.gov.tr, 2019). For BMW however, this can be a lucrative market opportunity to fill up the domestic market gap, while also producing the export purpose automobiles with cost advantage in Turkey (Invest.gov.tr, 2019). 
2.4 Selection of target market

Turkey is still a rising economy. The population has only been moving upwards recently. Therefore, marketing high number of luxury cars in the domestic market will be a loss project. The target market segment that BMW should attract is the upper middle-class population to the upper-class population. The upper middle-class population and the upper-class population in Turkey comprises of almost 30% of the population (Invest.gov.tr, 2019). Thus, demography wise there is a huge market segment to target. Therefore, a mix of semi-premium to premium automobiles and motorcycles should be positioned in this market for the target market segment. 
The company should proceed with its concentration strategy towards the market, and attract the customers that demand performance cars of premium quality (Baum and Lampel, 2010). 
Section 3: Market Entry

3.1 Market entry strategies/ method
New foreign market entry strategies include exporting, licensing, franchising, contract manufacturing, joint venturing, merger and acquisition, and setting up fully owned manufacturing facility(McNett et al., 2018). 
Large automobile brands usually do not do licensing or franchising kind of market entry in order to protect the brand image. Joint ventures, FDRs, merger and acquisition are common market entry strategies for automobile companies (Collinson, Narula and Rugman, 2017). Joint ventures and merger/acquisitions are beneficial for entering countries that have some trade restrictions, or in case there are perceived amount of market risks (Woods, 2001). However, in countries with no significant trade restrictions and with ample production opportunities with the benefits of economies of scale, FDI (foreign direct investment) or fully owning manufacturing facilities are preferred (Varma, 2018). 
As stated earlier, Turkey is a country within the European Free Trade Area and a member of the customers union with the EU. The country also has available resources and skills, both technical and non-technical, which could be explored to establish and maintain sustainable business operations (Business Review, 2019). Therefore, FDI should be the considered market entry strategy.

Having manufacturing facilities established in Turkey will also allow BMW to manufacture vehicles for export purpose, given the economies of scale in operation in Turkey (Nikkei Asian Review, 2019). 
Another reason that FDI is more justified for BMW to enter the Turkish market is the fact that its core competitor, another German brand Volkswagen already has established their production facilities in Turkey (Business Review, 2019). Not only this reflects on the positive environment for BMW to invest in Turkey, but it also justified the investment from competition perspective. 
3.2 Selection of clients, distributors and partners

BMW will have the opportunity to partner with the Original Equipment Manufacturers in Turkey, which will benefit BMW to purchase equipment, machineries and various motor parts in low cost. 
Between 2001 and 2017, around 1100 original equipment manufacturers (OEM) had established their operations in Turkey, investing more than 13 billion pounds in production facilities. This makes Turkey an important part of the global supply chain network of international OEMs. Partnering with these suppliers, BMW can benefit from significant cost advantage (Invest.gov.tr, 2019). 
Also, partnering up with the local retail trade organizations for vehicles, the company can expand its retail sales of vehicles across the country. 
3.3 Negotiating conditions
Negotiation in the process of internationalization is an important factor, because most often the trade bodies or the government bodies in a country present conditions that are detrimental or restrictive to the business goals and objectives (Hill and Hult, 2018). Therefore, the company must ensure that the negotiation conditions for trading in Turkey are positive for the sustainability of its operations in the country. 
Given the fact that Turkey is within the free trade bloc with European countries and has less restrictive trade relations with most Middle Eastern countries, the company will not have to be concerned with the restrictive trade negotiations. The market entry will be easier and the corporate taxes will not be restrictive as well. 
3.4 Operational aspects

Operations management can be defined as “the administration of business practices to create the highest level of efficiency possible within an organization” (Hill and Hult, 2018). 
BMW will engage in full fledged operations in Turkey, which includes manufacturing cars, marketing cars in the domestic market, and exporting cars to other countries. 
The market entry strategy will solely be focused on market development strategy, which is a part of its current strategic roadmap.

The company will hire individuals for the Turkish market operations in the geocentric staffing approach, which means recruits from different nationalities, will be hired given their skills for the managerial duties. 
The company will form supply chain network with the local OEMs to gain from cost advantages.

Market concentration will be the focused growth strategy for BMW in Turkey as it targets the premium customers of vehicles in the market. 
The key performance indicators for BMW in Turkey will be the sales performance, profit margin and return on investments, along with other variables. 
Section 4: Product and Price Strategy

4.1 Product selection for the target market

In the earlier segment, it was stated that in order to maintain the concentration strategy of BMW and at the same time, to meet the needs of the target market segment in Turkey, the company should introduce its popular car brands such as BMW, BMW M and Mini in the automotive sector of the country. Given the increase in upper middle class and upper-class population in Turkey, both of the sub brands will likely be able to get proper market attention and get decent sales margin.
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Figure: BMW 530e (Press.bmwgroup.com, 2019)
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Figure: BMW M (Press.bmwgroup.com, 2019)
Both BMW and BMW M are the commonly sold vehicles by BMW. These product lines are less expensive than Rolls Royce, and more popular than BMW I and Mini. In the year 2018, the total sales of BMW and BMW M combined were 2,245,026 units worldwide, which is a 13% increase from the previous year (Press.bmwgroup.com, 2019). Thus, the vehicles rank as the highest selling cars by BMW Group. 
BMW series cars are somewhat within the affordable range for the general consumers, despite being premium brand. The BMW M series vehicles are of more premium quality and price, and thus, only the upper-class customers usually purchase them (Press.bmwgroup.com, 2019). Thus, the stated vehicles will be suitable for the target market segment in Turkey. 
The company may also consider launching new motorcycles for the Turkish customers, as an alternative product. The motorcycle penetration in Turkey is notable as they trendier among the young population. Therefore, BMW Motorrad, or any newly developed and more affordable sub-brand of motorcycle will gain significant market sales in Turkey. 
4.2 Standardization and adaptation

Adaptation and standardization are two important strategic aspects relevant to internationalization. Adaptation means having the products adapted to the local market with certain modifications or adjustments. Standardization on the other hand, is the opposite of adaptation, which means that following the standard approach in marketing, with the concept in mind that “one size fits all” (Collinson, Narula and Rugman, 2017). 
Turkey is an emerging economy with distinct socio-cultural aspects compared to the European countries. However, unless the company is planning to launch new brands for a specific market, or unless the cultural and social dynamics are very different in a new country, automobile brands usually do not follow adaptation strategy in order to maintain the originality of the product or brand in the new market (Czinkota, Ronkainen and Moffett, 2011). 
Adaptation in the Turkish industry will either mean launching new designs or reducing the quality of the cars, both of which are very unlikely approach for BMW. Moreover, its competitor VW follows standardization strategy in its Turkish market operations. Therefore, it is more justified for BMW to follow the standardization approach in market entry as well. 
4.3 Pricing strategy

Pricing strategy refers to the strategy followed in pricing the products in a new market. Pricing strategies include cost-based pricing, premium pricing, competitor pricing, price skimming, and economy pricing (Czinkota, Ronkainen and Moffett, 2011). The pricing strategies usually depend on the market approach of the company and the nature of the product. For example, regular consumer items are usually sold under cost-based pricing strategy or economy pricing strategy. On the contrary, premium products are sold under premium pricing strategy (Luthans and Doh, 2018). 
As stated earlier, the company will follow premium pricing strategy in the marketing of its vehicles that will launch in Turkey. The premium pricing strategy will confirm the premium quality and the advanced features of the vehicles (Luthans and Doh, 2018). 
However, for the target segment of customers, the premium prices will be within their range because of the cost advantage in the production process. Thus, the vehicles will be premium priced compared to the regular line vehicles in Turkey, but the price ranges will be adjusted to the market capabilities and opportunities. 
4.4 Terms and procedures

The company will sell the vehicles under different lucrative terms and procedures to make them more purchasable for the local customers. BMW will allow the customers to purchase the vehicles in several instalments. The full ownership of the vehicles will be transferred at the full payment of the prices. 
Section 5: Communication strategy

5.1 Brand

The company will communicate its brand value to the local customers. A well-defined brand strategy allows a company to gain more market attention than usual. The company’s brand strategy will be reflected through the long-term objectives and vision of the company. BMW will initially aim to gain the top market position in the sales of premium car segment in Turkey. 
The company’s mission and vision statements provide useful perspectives to its market directions. 
The vision statement of the company is as following;

“To be profitable and to enhance long-term value – from a technological, structural and cultural perspective” (Press.bmwgroup.com, 2019). 
The mission statement of the company is as following

“To become the world's leading provider of premium products and premium services for individual mobility” (Press.bmwgroup.com, 2019).
The company will communicate these objectives to the local market and ensure the quality and commitment that the brand usually stands for. As stated earlier, by following the premium pricing and distribution strategy, the company will communicate the premium image or value of its brand to the target market (Verbeke and Verbeke, 2013). 
5.2 Positioning in target market

BMW will follow quality positioning strategy, which involves differentiating the brand from the competitors in a meaningful way (Verbeke and Verbeke, 2013). In order to commit to the quality positioning strategy, the brand will employ skilled workforce and make heavy investments on operations. High grade materials will be used for producing the vehicles as usual. The products will then be positioned in the market through the emphasis on the quality and the brand image. 
The company will follow exclusive positioning strategy in terms of distribution. Exclusive positioning in distribution means having full control over the distribution process of the vehicle. This also conforms to the quality positioning. Thus, the vehicles will be sold mainly in the urban regions, either under the brand outlet, or by local retailers under conditions. 
5.3 Communication tools

 The company will promote the products through integrated promotion strategy. In this promotion strategy, the business uses a wide range of channels to communicate the brand message of the company (Czinkota, Ronkainen and Moffett, 2011). Thus, different marketing and promotion tools are used in this process. BMW will invest on TV commercials, Newspaper ads, online promotions, and other relevant promotional activities to introduce the brand to the customers. 
A short-term promotion campaign can be initiated after the business starts its operations in Turkey. The focused channels or communication tools will be TV commercials and the online promotions such as social media marketing and ads. 
5.4 Communication budget

The company will make heavy investments on communication, initially after launching the operations in Turkey, and will eventually reduce investments on marketing communication activities, once the brand becomes well known in the market (Czinkota, Ronkainen and Moffett, 2011). Around 400 million pounds or 2924 million Turkish Lira can be spent initially on marketing communication. 
Integrated marketing communication is important for a brand in its initial market entry stage (Czinkota, Ronkainen and Moffett, 2011). However, established brands usually do not spend heavily on traditional marketing tools, but instead has the brand image talk for itself. 
Section 6: Business Plan

6.1 Sales forecast

In the initial year, the company will likely to sale 1000 vehicles in the domestic market. Given the average price of BMW series cars, the first-year sales revenue will be 500,000,000. The company forecasts an 8% annual growth for the first five years, which will allow the business to meet its target goal within less than 5 years.
6.2. International overhead expenses

The international overhead expenses for doing business in Turkey will involve legal costs, registration costs, production plant set up costs and manpower recruitment costs. These costs will be one time for the business, and will require heavy capital investments. Around 295400000 Turkish Lira would be required as the international overhead expenses first year.

Turkish government supports foreign investments by multinationals. The government support and the political stability keep the business overheads at reasonable level. The corporate tax rate in Turkey is 22%, which is less than some European countries (Invest.gov.tr, 2019). 
6.3 Projected income statement

Following is the projected income statement for the first year;
	Factors
	£
	£

	Sales of vehicles (projected for 1000 vehicles)
	500,000,000
	

	Retail commissions from third party distributors
	9,000,0000
	

	Export sales
	15,000,0000
	

	Total revenues
	
	740000000

	Expenditures
	
	

	Total registration fee
	100,000
	

	Legal expenses for obtaining commercial licence
	500,000
	

	Marketing and promotion expenses
	295400000
	

	Costs of hiring business consultant
	500000
	

	Insurance
	1000000
	

	Cost of purchasing production plant facilities
	300,000,000
	

	Equipment and machineries costs
	1000,000,000
	

	HRM expenditures
	100,000,000
	

	Cost of start up inventory
	200,000,000
	

	Office expenses
	1000,0000
	

	Online infrastructure and online presence
	50,000,000
	

	Total costs
	2398500000
	

	Net profit
	
	(1391,100,000)


The company will have net loss for the first three years as projected. With sustainable business strategies as discussed earlier, BMW will likely have a profitable presence in the Turkish automotive sector. Expansion to Turkey can be a successful market growth approach for BMW. 
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‘ Population age - Split

According to GlobalData, with 83.1 mn people in 2017, Germany has
one of the largest population in Europe. In 2015, the country received
about a million immigrants from war torn countries of Middle east
Asia, which significantly increased the total population. However, the
country is facing challenges of ensuring social security for an aging
population. Rising anti immigration and anti globalization sentiments is
also a major area of concern. According to GlobalData, the population
is expected to grow at an average annual rate of 0.1% during 2018-
2022.

Germany has a high number of old age population and the figure is expected
to increase in future. Social protection expenditure accounted for 19.2% of
GDP in 2016, which is among the highest in the OECD. Such high levels of
social expenditure could be at risk if there is deterioration in the
government’s fiscal health. If the government struggles to raise taxes in a
weak economic situation, the high expenditure on pensions and healthcare
for the elderly could be difficult to sustain. According to GlobalData, the share
of old age population is expected to increase to 23% by 2020.
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ountry Snapshot (3/13): GlobalData Country Risk Index (GCRI)

Germany ranked ninth out of 136 nations in the GCRI Q2 2018. The country’s
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puntry Snapshot (4/13): GlobalData Country Risk Index (GCRI)

2018 (2/3)

Germany'‘s overall risk score is lower than the West European and world average in GCRI Q2 2018

EXHIBIT 1: GERMANY’S PERFORMANCE IN COUNTRY RISK ANALYSIS IN

COMPARISON TO WEST EUROPE AND THE WORLD AVERAGE EXHIBIT 2: PERFORMANCE OVERVIEW (SCORE: 1-100)
Pillars Germany West Europe World
Macroeconomic risks
0is bestand 100 is worst 45.0
Macroeconomic risks 19.1 30.0 41.9
Overall score Political environment
Political environment 12t5 172 42.0
Legal environment 238 29.7 42.7
Environment Legal environment i i
8 Vi Demographic ar_\d social 2.6 24.7 31.2
structure effectiveness
e o = = =
Technology and Demographic and
social structure
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Environment 14.2 14.9 34.8
=————Germany == \Nest Europe World Overall score 18.4 2557, 40.2
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Wuntry Snapshot: Investment by Sector (9/13)

Financial intermediation, real estate, mining and manufacturing attracted the most FDI in 2016

* Germany is considered as an attractive country for foreign direct investment (FDI). The country has occupied a leading position in technology and
innovation processes and as a result has attracted significant investments over the years. According to the UNCTAD World Investment Report 2018,
Germany ranked 19th out of 192 countries in terms of total FDI inflows in 2017.

*  The FDI inflows into Germany increased from US$57.3 bn in 2016 to US$78.4 bn in 2017, an increase of 36.9% year on year.

*  The number of Greenfield projects declined from 1,134 in 2016 to 950 in 2017. Declining number of Greenfield projects in the country will in turn create
lesser number of jobs, which will ultimately result in low economic growth.

* In spite of the country’s history of technological advancements, it lags behind in development of artificial intelligence, which is expected to drive the
technological growth in the world. Germany's political crisis in late 2017 and early 2018 has hampered development of suitable policies aimed to foster
companies focusing on Al technologies

* Sector wise, the services sector, led by financial and insurance activities, remained the major invested sector in Germany (attracted 36.4% of total FDI in
2017), followed by professional, scientific and technical activities (30.5%), manufacturing (24.7%) and others (8.4%) in 2017.

EXHIBIT 6: FDI INFLOWS IN GERMANY AND FDI BY SECTOR’S SHARE (2017)
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Blitical Landscape

Highlights

* Germany is a federal repub
states and municipalities, ea

ic, and the constitution gives powers to the executive, judiciary and legislature. Although the country is divided into
ch with their own respective administrative division, the final authority lies with the federal government. The states have

powers, primarily administrative—in the areas of transport, education, culture and environment. The states participate in the formulation of national

legislation and resolve issue:
certain areas of decision-ma

s through the Bundesrat, composed of representatives from all state governments. The local authorities participate in
ing such as local taxation, energy supply, roads and transport, infrastructure and planning permission.

* Germany has been involved in peace-building missions in Afghanistan, the Middle East and Africa. It has forged strong security relations with
international organizations such as the North Atlantic Treaty Organization (NATO), United Nations (UN), and the Organization for Security and Co-

operation in Europe (OSCE).

* Amid growing concerns ove

r the security of Europe, Germany plans to increase its troop numbers to 200,000 by 2025. In March 2018, Germany’s

armed forces, the Bundeswehr, announced its plans to launch a new mission in Iraq with around 800 soldiers to train local forces and clear mines. In
April 2018, Germany’s armed forces, the Bundeswehr, completed the withdrawal of military personnel and equipment from Somalia.

»  After the UK voted to leave the EU, Germany fears the rise of political contagion. The UK was the destination for 6.6% of Germany’s exports in 2017,

according to CIA — The Worl

Id Factbook, and is Germany’s fifth most important trade partner after the US, France, China and the Netherlands. In

addition, due to its strong affinity towards open economy and geopolitical presence, Germany has always looked upon the UK as an ally against the

more introverted economies

of Southern Europe.

Germany'’s Political Landscape

* Strong federal republic

humanitarian efforts

* Better ties with France

Strengths Challenges

* Problemswith European Central Bank
* Regulatory deficienciesin combating
corruption

ncreasing international role in

Future Risks
* Right-wing politics
* Brexit

Future Prospects
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Economic Landscape (1/7)

Highlights

. The German economy gathered momentum as evidenced by the positive trend of economic growth during the past three years (2015-2017). Its
economy grew by 2.2% in 2017, compared to 1.9% and 1.7% growth recorded in 2016 and 2015, respectively.

. Germany has a well-developed industrial sector. The economy has specialized sectors like mechanical engineering, electrical and electronics,
automobiles and chemicals. In 2017, the industrial output had a share of 30.6% in total GVA.

. Germany’s financial industry, which is the main pillar of its services sector, is concentrated in Frankfurt, a location where the European Central Bank
(ECB), Germany'’s central bank and the country’s main stock exchange are headquartered. Germany’s services output had a share of 68.7% in total
GVAin 2017.

. The Ifo Business Climate Index is the most keenly observed indicator as far as the economic health of Germany is considered. In October 2018, the

business climate, business situation and business expectation index stood at 102.8, 105.9, 99.8, respectively, which decreased by 1.6%, 0.4% and
2.8%, respectively, when compared with the same period of 2017. The business climate of the country has shown a decline due to global headwinds.

. Germany’s aging roads, bridges, train tracks and waterways could affect the country’s economic growth and its long-term cost competitiveness.
Moreover, since 2003, the government has reduced its budget for maintenance, a cause of concern as infrastructure constraints could force
industries to move elsewhere. In March 2016, the government announced plan to spend EUR264 bn (US$278 bn) on the construction of roads and
railways by 2030.

. Tensions have escalated between the ECB and Germany, due to frequent criticism by the country’s politicians, on the prevailing monetary stance of
the ECB. In particular, AfD, which is a far-right wing party, is fearful that the bank’s expansionary policy might increase inflation. Major risks, which
stem from the recent criticism of the bloc’s most powerful member is that it might tighten its policy stance if inflation picks up.

Germany'’s Econ

ndscape
Strengths

* Flexible labor market
* Resilienteconomy

Challenges
* Ageinginfrastructure
* High level of uncertainty

Future Risks
* Risks emanating from tensions between
Germany and ECB

Future Prospects
* Rising consumer sentiments on increasing
employment and rising wages
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onomic Landscape (2/7)

Measures of new coalition government to boost

household purchasing power

In 2017, German economy grew by 2.2%, the fastest growth since 2011. The %
pickup in the economy was led by private consumption. Robust domestic demand 2=

with improving investment and economic sentiment is anticipated to drive the 2.0
German economy over the next three years (2018-2020). The economy is 15
forecasted to grow by 2.1% in 2018 and at an average annual rate of 1.9% over

2018-2020. 10
Decline in unemployment and increase in average wages of the German 0.5
population is expected to drive the household consumption expenditure over o0

medium term, though the pace of growth is expected to slow down. GlobalData 2013 2014 2015 2016 2017 2018f 2019f  2020f
forecasts the growth in household consumption expenditure to increase to 2.0% in

2018 and then reduce marginally to 1.9% in 2019. Measures implemented by the eal GDR growth Real household consumption expenditure growtj

EXHIBIT 10: REAL GDP GROWTH RATE COMPARISON (2017)

Austria I 2.9

new coalition government, include rise in minimum wages, increase in retirement

pension, along with improving business climate will significantly boost the

household purchasing power.

In 2017, Germany’s real GDP growth rate was higher than other developed

i i | s
European nations such as Norway (1.9%), the UK (1.8%), and Switzerland (1.1%). France 23
Sweden === )3
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Norway I 1.9
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GlobalData forecasts the economy to grow at an

annual average rate of 2% over the next three
years (2018-2020)
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Economic Landscape (5/7)

2017

Germany. They accounted for 30.1% of the total trade (exports and imports) in

China, the US, the Netherlands and France were the top four trading partners of I
Germany’s

Continued improvement in the

major trading partners economy is
expected to spur the demand for
Germany'’s goods in 2018. However,
China global headwinds from the rising
protectionism is an area of concern.
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Outlook

Sectoral Outlook

*  Consumer demand to drive the German automotive industry: The German automobile industry has greatly benefitted from the strong global growth
in 2017. Demand from Euro countries have risen and as a result export earnings by car manufacturers have grown. Domestic demand also
contributed to the growth of the sector. In November 2018, the German carmaker, Volkswagen announced its intention to invest EUR1.2 bn (USS$1.4
bn) to rebuild a plant in eastern Germany as Europe’s largest electric car factory.

* German pharmaceutical market is set to rise: Germany’s healthcare industry is expected to expand due to an increasing demand from the country’s
ageing population for advanced health care. According to GlobalData, the pharmaceuticals market is set to rise from US$67.9 bn (EUR52.9 bn) in 2016
to around US$86.3 bn (EUR67.2 bn) in 2021, representing a compound annual growth rate of 4.9%.

* Booming Information and Communication (ICT) sector: The ICT sector is currently one of the largest segments in Germany's economy. The
liberalization of the telecommunications market, increase in the number of broadband internet lines and rapid increase in digital broadcasting have
led to further progress in the fields of digital communication. The federal government funds ICT research and projects to provide an impetus to
Germany's economy by creating jobs, especially in the small- and medium-sized enterprise (SME) sector. The federal government allocated EUR4.4 bn
(USS$4.9 bn), approved in March 2017, for the expansion of broad network in the country to be spent over the period 2017-2021.

* Positive outlook for Germany’s construction sector: Due to growing population, increased job security and record-low borrowing costs, demand for
real estate is soaring in Germany. According to the Federal Statistical Office of Germany the construction of a total of 262,800 dwellings was
permitted in Germany from January to September 2018. Compared with the corresponding period of 2017, this is an increase of 2.3% or 6,000
dwellings. Housing shortages in urban areas and low interest rates have encouraged more people to buy homes instead of renting, which is expected
to create a positive outlook for the construction sector. According to GlobalData, the infrastructure construction sector is expected to reach
EUR70.3bn (US$78.1 bn) by 2021.

*  Support for renewable energy sector in Germany: The German government aggressively supports the adoption of renewable energy, which has
resulted in the country increasing its share of renewable energy in gross electricity consumption from just 6.2% in 2000 to 36% in 2017, according to
data from the Federal Ministry for Economic Affairs and Energy. Germany is aiming to phase out its nuclear power plants by 2022. As part of the
National Reform Programme 2017, the country will spend EUR17.0 bn (US$17.9 bn) on highly efficient buildings, technologies and processes by 2020.
The government has pledged to move to a de-carbonized economy by the middle of the century, and set a target of 80% renewable for gross power
consumption by 2050.

*  Hospitality industry is expected to grow with booming tourism: German tourism continues to exhibit steady growth rates. According to Germany’s
federal statistical office, the number of overnight stays in accommodation establishments with 10 or more bed place, and in tourist campsites having
10 or more pitches increased by 3% to 47.3 mn in September 2018, compared with the corresponding month of the preceding year. According to the
World Travel and Tourism Council (WTTC), the direct contribution of the travel and tourism to the GDP stood at 3.9% in 2017 which is forecasted to
increase to 4.3% of GDP by 2028.
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