FLASH: 27 SEPTEMBER 2021

German Elections -
Next Steps

Summary

e The election resulted in a narrow victory for the
Social Democrats, while the Christian Democrats
suffered their worst result in the history of the
Federal Republic.

e The extreme left (Die Linke) and the extreme right
(AfD) lost ground, suggesting that electors gener-
ally moved more to the center.

e This result narrows the coalition options to two
most likely outcomes: a) an SPD-led “traffic-light”
coalition with the Greens and Free Democrats
(FDP), and b) a coalition of the CDU/CSU, Greens
and Free Democrats (“Jamaica"”).

e The coalition with SPD-Left and Greens is not pos-
sible given the poor result for the Left. This sup-
ported the positive reaction of financial markets
given the more extreme views of this party.

e (Coalition building will be complex and will take
some time. The new government should be in
place by Christmas. Fresh elections are unlikely.

e We assume that a more growth-friendly German
fiscal policy is not conditional on a particular coa-
lition outcome, given the final results.

e The broad consensus for the need for public in-
vestments (infrastructure and green spending)
suggests a higher bond supply next year and ris-
ing German yields. The consensus on the need of
sustained fiscal policy policies in the Eurozone
supports our view on European equities.
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The election results

Last night we saw a narrow victory for the Social Demo-
crats (25.7%), followed by the Christian Democrats
(24.1%). The Greens (14.8%) kept their clear lead com-
pared to the Free Democrats (FDP) (11.5%). For the SPD
and Greens this is a major gain compared to the last elec-
tions in 2012 (see chart). For the Christian Democrats it is
the worst result in the history of the Federal Republic and
represents a sharp fall compared to 2017's result. It is
interesting to note that both the extreme left (Die Linke)
and the extreme right (AfD) lost ground, suggesting the
electors were in general moving more to the centre.
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Possible coalitions

A key outcome is that is that the coalition with SPD-Left
and Green parties is not possible. Given that the Left was
defending some extreme measures (related to NATO and
the EU, taxation, and housing for example), financial
markets have taken the exclusion of this possibility as a
positive. The option to build that coalition would have
been a key bargaining tool for the SPD and the Greens to
convince the Free Democrats into an SPD-led coalition
(traffic light coalition).

The two most likely coalitions now are a ‘traffic-light’
variety (SPD- Greens and Free Democrats, FDP) and a
coalition of the CDU/CSU-Greens-FDP ('Jamaica’). Other
coalitions involving both CDU/CSU and SPD and another
party are possible but look much less likely (see chart).

POSSIBLE COALITIONS

Possible coalitions

CDU/CSU - SPD - Green

CDU/CSU - SPD - FDP

SPD - FDP - Green

CDU/CSU - FDP - Green

CDU/CSU - SPD

Source: www.bundestagswahl-2021.de/ergebnis/
Number of seats in the Bundestag according to the votes.

Coalition building will be complex and will take some
time. The new government should be in place by Christ-
mas. France will assume the rotating EU Council presi-
dency on 1 January 2022 and we assume that it will be
key to have a stable partner. Angela Merkel will likely
remain in the lead until the new government is in place.
New elections are not likely, in our view.
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Impact for the Market Outlook

We assume that a more growth-friendly German fis-
cal policy is not conditional on a particular coalition
outcome given the results. Most political parties in-
volved in the negotiations agree on the need to tackle
climate change (investing to target net zero carbon
emissions) and to invest in physical and digital infra-
structure. This is growth-friendly. A scenario of an
SPD-led government would be somewhat more favor-
able to growth-friendly fiscal policies and less restric-
tive fiscal rules in the Eurozone.

The broad consensus for the need for public invest-
ment and green spending, as well as a possibility for
tax reductions, points to elevated bond supply next
year and for higher German yields. Medium-term, an
SPD-led government would probably give most upside
to German bond yields.

We maintain our view that Eurozone stocks are likely
to outperform US equities over the coming year. An
earlier than expected formation of a government in
Germany would strengthen this view.
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DISCLAIMER

This marketing document is communicated by the Wealth Man-
agement Métier of BNP Paribas, a French Société Anonyme, Head
Office 16 boulevard des Italiens, 75009 Paris, France, registered
under number 662 042 449 RCS Paris, registered in France as a
bank with the French Autorité de Contréle Prudentiel et de réso-
lution (ACPR) and regulated by the French Autorité des Marchés
Financiers (AMF). As marketing material, it has not been pre-
pared in accordance with legal and regulatory requirements
aimed at ensuring the independence of investment research and
is not subject to any prohibition on dealing ahead of its dissemi-
nation. It has not been submitted to the AMF or any other mar-
ket authority.

This document is confidential and intended solely for the use of
BNP Paribas SA, BNP Paribas Wealth Management SA or their
affiliates (“BNP Paribas”) and the persons to whom this docu-
ment has been delivered. It may not be distributed, published,
reproduced or disclosed by any recipient to any other person,
nor may it be quoted or referred to in any document, without
the prior consent of BNP Paribas.

This document is provided solely for information and shall not
constitute an offer or solicitation in any state or jurisdiction in
which such an offer or solicitation is not authorized, or to any
person to whom it is unlawful to make such offer, solicitation or
sale. It is not, and under no circumstances is it to be construed
as, a prospectus.

Although the information provided herein may have been ob-
tained from published or unpublished sources considered to be
reliable and while all reasonable care has been taken in the
preparation of this document, BNP Paribas does not make any
representation or warranty, express or implied, as to its accura-
cy or completeness and does not accept responsibility for any
inaccuracy, error or omission. BNP Paribas gives no warranty,
guarantee or representation as to the expected or projected
success, profitability, return, performance, result, effect, conse-
quence or benefit (either legal, regulatory, tax, financial, ac-
counting or otherwise) of any product or transaction. Investors
should not place undue reliance on any theoretical historical
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The information contained in this document has been drafted
without prior knowledge of your personal circumstances, in-
cluding your financial position, risk profile and investment ob-
jectives.

Prior to entering into a transaction each investor should fully
understand the financial risks, including any market risk associ-
ated with the issuer, the merits and the suitability of investing
in any product and consult with his or her own legal, tax, finan-
cial and accounting advisors before making his or her invest-
ment. Investors should be in a position to fully understand the
features of the transaction and, in the absence of any provision
to the contrary, be financially able to bear a loss of their invest-
ment and willing to accept such risk. Investors should always
keep in mind that the value of investments and any income
from them may go down as well as up and that past perfor-
mance should not be seen as an indication of future perfor-
mance. Any investment in a product described herein is subject
to the prior reading and understanding of the legal documenta-
tion concerning the product, and in particular the one which
describes in details the rights and obligations of investors as
well as the risks inherent to an investment in the product. Save
as otherwise expressly agreed in writing, BNP Paribas is not
acting as financial adviser or fiduciary of the investor in any
transaction. The information, opinions and projections expressed
herein reflect the opinion of their author at the time of writing;
they are not to be relied upon as authoritative or taken in sub-
stitution for the exercise of judgment by anyone, and are subject
to change without notice. Neither BNP Paribas nor any BNP
Paribas Group entity accepts any liability whatsoever for any
consequences that may arise from the use of information, opin-
ions or projections contained herein.

As distributor of the products described herein, BNP Paribas may
receive distribution fees on which you can obtain more infor-
mation upon specific request. BNP Paribas, their employees or
administrators may hold positions in these products or have
dealings with their issuers.

By accepting this document, you agree to be bound by the fore-
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information regarding such theoretical historical performance. going limitations.

This document may contain or refer to past performance; past © BNP Paribas 2021. All rights reserved.

performance is no guarantee for future performance. )
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