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The election expectations vs. outcome

Before the election, opinion polls already suggested
that in the absence of a significant swing, the Union
party (CDU and CSU) would become the largest party
in the Bundestag and that the CDU/CSU- SPD (Social
Democrats) grand coalition would be able to form a
government. With most of the votes counted, the
Union secured 28.52% of the votes, ahead of the far-
right Alternative for Germany (20.8%). The Social
Democrats (SPD) followed with 16.41% and the Greens
with 11.61%. Among the smaller parties, FDP won
4.33%, BSW 4.97% and Die Linke 8.77%. Only Die Linke
made it above the 5% minimum threshold to enter the
Bundestag.

It thus looks as if the CDU/CSU- SPD grand coalition
will be able to form a government, with Friedrich Merz
(CDU) as Chancellor. That is the good news. The main
democratic parties, (i.e. Union, SPD and Greens)
probably do not have the required two-thirds
Bundestag majority to reform the debt brake. This a
key source of uncertainty. Die Linke would support a
relaxation of the debt brake, but they want to see
reduced military spending.

FIGURE 1: THE OPINION POLLS BEFORE AND
AFTER THE ELECTIONS
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Next steps

Coalition talks focus on three topics: social spending,
financing via a reform of the debt brake, and
immigration. With a grand coalition, we expect key
negotiations around the first two. Since 2002, the
average time to form a coalition has been over 70
days.

Economic impact

Uncertainty: as political uncertainty has had a
negative impact on German economic growth,
removing this uncertainty should be positive for
growth in the coming months.

Debt brake: at this stage, the main democratic parties
(i.e. Union, SPD and Greens) do not have the required
two-thirds Bundestag majority to reform the debt
break or put-up off-budget funds. As mentioned, Die
Linke advocate a relaxation of the debt brake, but
they want to see reduced military spending.

We see support for higher spending via dedicated off-
budget vehicles as more likely than a total reform of
the debt brake. Obtaining support for temporary,
purpose-oriented public spending should be easier
than an open-ended increase in borrowing. There
does not yet appear to be a consensus on how to
spend the extra borrowing, and details matter.
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Fiscal stimulus: depending on the possible agreement
to loosen the debt brake, we foresee a 0.7% of GDP
increase in investment spending on an annual basis.
This should lead to an increase in real GDP growth of
around 0.3%. Depending on the policy mix, the effects
may be larger in the medium term if coupled with
supply-side reform such as a reduction in red tape for
businesses. New debt via off-budget vehicles could,
however, take 12-18 months to become available.

Lower energy prices: the 3 main democratic parties
all support measures to reduce energy prices. This
factor, combined with the end of the Ukraine conflict
could lead to a substantial fall in energy costs for
specific industries but also households.

Conclusion

The outcome of the German election is supportive for
markets as it reduces uncertainty, and it raises the
prospect for higher government spending with
potentially high multiplier effects. The fact that the
main democratic parties (Union, SPD and Greens) do
not have the sufficient two-thirds Bundestag majority
to reform the debt brake or put-up off-budget funds
remains a source of uncertainty. The other main
obstacles are the lack of consensus on how to spend
the extra borrowing, and details matter. Major
progress on such a consensus is still needed to
evaluate the full impact and timing of a recovery in
Germany. In such a scenario, Germany could also lead
the way to more consensus at the EU level leading to a
breakthrough in terms of large public investments,
especially in defence and infrastructure.
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DISCLAIMER

This marketing document is communicated by the Wealth
Management 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
Controle Prudentiel et de résolution (ACPR) and regulated by
the French Autorité des Marchés Financiers (AMF). As
marketing material, it has not been prepared 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 dissemination. It has not
been submitted to the AMF or any other market 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
document 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
obtained 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
accuracy 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, consequence or benefit (either legal, regulatory, tax,
financial, accounting or otherwise) of any product or
transaction. Investors should not place undue reliance on any
theoretical historical information regarding such theoretical
historical performance. This document may contain or refer to
past performance; past performance is no guarantee for future
performance.
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The information contained in this document has been drafted
without prior knowledge of your personal circumstances,
including your financial position, risk profile and investment
objectives.

Prior to entering into a transaction each investor should fully
understand the financial risks, including any market risk
associated with the issuer, the merits and the suitability of
investing in any product and consult with his or her own legal,
tax, financial and accounting advisors before making his or her
investment. 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 investment 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 performance should not be seen as an
indication of future performance. Any investment in a product
described herein is subject to the prior reading and
understanding of the legal documentation 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
substitution 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,
opinions or projections contained herein.

As distributor of the products described herein, BNP Paribas
may receive distribution fees on which you can obtain more
information 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
foregoing limitations.
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