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Merkel’s last term: A Jamaica coalition
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The German elections yielded a tectonic shift in the political landscape:
(i) CDU/CSU and SPD, the partner in Chancellor Merkel’s grand coalition
lost a combined 14pp (ii) for the ﬁrst time since 1957 six parties managed
to pass the 5%-hurdle.
The CDU/CSU remained the strongest party scoring just 33%, the worst
since 1953 and substantially less than 2013 (41.5%). Only 20.5% of the
voters elected the SPD – the party’s worst result since the end of WWII.
Given this weak result SPD leader Martin Schulz immediately announced
that his party will head into opposition.
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The two smaller parties at the extreme ends of the political spectrum
achieved more than one ﬁfth of the votes with the AfD coming in third
(12.6%). The FDP successfully managed to return to the Bundestag but
the option of a business friendly conservative-liberal coalition did not
materialise. The Greens unexpectedly gained compared to 2013 but came
in last among the smallish.
Angela Merkel is very likely to remain chancellor but will come under ﬁre
from the Bavarian CSU which lost strongly to the AfD and will demand
a strengthening of the conservative proﬁle. This move will hamper the
formation of a Jamaica coalition which will be challenging anyway, given
the substantial diﬀerences among the four parties involved on issues such
as asylum and security, energy and industrial policies and above all EU
policy.
Markets will face a period of political uncertainty as coalition building will
take time. The Bundestag has to convene within 30 days but coalition
talks are unlikely to turn serious before the elections in Lower Saxony on
Oct 15. Also, the Greens and the FDP will hold member ballots on the start
of talks as well as on the ﬁnal deal. Thus, it is likely that Merkel will be reelected as chancellor only just-in-time for the December EU summit.
The risk of a failure of coalition forming is small. German voters demand
predictability and responsibility in uncertain times. A rejection of centrist
parties to support Merkel will backﬁre in ensuing snap polls and would
be a shot in the arms of the strong AfD and the Left. Thus, pressure will
be high to come up with a capable government.
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Shifts in Germany's political landscape
In yesterday’s federal election in Germany the parties of Chancellor Merkel’s
grand coalition lost heavily compared to their results in the past election in 2013.
Chancellor Merkel’s CDU/CSU clearly remained the strongest party, but it only got
33% of the vote (2013: 41.5%). Thus the conservatives even fell below the 35.2%
and 33.8% they got in 2005 and 2009 when Merkel did run for the 1st and the
2nd time as top candidate. In fact, the CDU/CSU came in with the worst outcome
ever apart from the 1949 election which was special. The CDU/CSU lost heavily to
the AfD and the FDP as the migration crisis clearly took its toll. The weak result,
though securing the victory, might have implications for Merkel’s ability to follow
through certain policy topics within her own party.
Figure 1: Election results
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The SPD hit the rocks. Only 20.5% of those who cast their ballot voted for the
SPD. Thus it performed even worse than in 2013 (25.7%) and in 2009 (23%) – the
party’s hitherto lowest share since the end of WWII. Given this weak performance
Martin Schulz immediately announced that the SPD will not participate in any
coalition but take the role of the opposition leader.
Besides these two groups, four other parties will be represented in the parliament
in the new term. Amongst them the AfD performed best (12.6%). Survey on
voter migration showed that the AfD won votes from the large pool of nonvoters as well as former supporters of other parties, above all from CDU/CSU.
However, more than 60% of AfD voters said that they voted for the party
because of disappointment over the established parties not because the AfD
oﬀers convincing answers. The presence in the parliament gives the far-right AfD
an unprecedented platform in post-war German politics and will lead to more
noise coming out of the Bundestag. The Left (9.2%) nearly reached its strong
result from 2009 (11.9%, 2013 8.6%). Albeit both are diﬀerently positioned, the
combined almost 22% of the two parties shows that in the end Germany, too,
could not fully decouple from the international trend towards populism.
The FDP could also celebrate yesterday evening, as the liberals (9%, 2013 4.8%)
managed to return to the Bundestag. These three parties obviously beneﬁted from
the bigger parties’ weakness while voter turnout substantially increased (76.2%,
2013: 71.5%, historic low in the Federal Republic 2009: 70.8%). The Greens gained
compared to 2013 (8.4%) but remained the smallest party.
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Figure 2: Voter turnout increased
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Jamaica – political experiment with volatility
Yesterday’s result leaves only two options for coalition building but with Martin
Schulz announcing that the SPD will head into opposition the only politically
feasable option remains the four party alliance between CDU/CSU, the Greens
and the FDP.
However, the agenda of a Jamaica coalition is less clear as the actors involved
advocate diﬀerent solutions with regards to major issues in European, labour
market, industry, defence and internal security politics. Hammering out an agenda
will thus be challenging.
During the past weeks, in particular the FDP and the Greens attacked each other.
A lot of the bickering might have been campaign rhetoric as both parties solicit for
votes form partially the same turfs, e.g. civil servants, young professionals, welloﬀ urban citizens. Nevertheless, the fundamental diﬀerences between the two
parties should not be ignored. All above mentioned issues are highly controversial
between the two competitors. At the same time, their views on sustainability in
ﬁscal and social policy overlap. Given that both parties avoided to draw hard red
lines, though, they should be able to settle their dispute. This is all the more true
as the fundamentalist left-wing part of the Greens has lost inﬂuence in the past
few years. In January the party members nominated two representatives of the
moderate camp as top candidates for the campaign indicating they might take a
moderate line on forming a Jamaica coalition.
Thus it could prove to be more complicated to bridge the diﬀerences between
the Greens and the Bavarian CSU. The latter has always regarded the Greens
as a major political opponent in Bavaria in particular, as strong Greens would
jeopardize the CSU’s majority there. Even more important now, with the heavy
losses in Bavaria, the CSU will pressure to strengthening the conservative proﬁle
ahead of the state elections in Bavaria in 2018. Both parties also substantially
diﬀer in their political culture and values. The CSU is ingrained in various strata
of the population including the rural population, craftspeople and blue collar
workers. This also explains fundamentally diﬀerent approach towards asylum
policy, internal security, energy, industrial and transport (future of the diesel)
policies. This mixture of (individual) aversions and diﬀerent political views could
be a stumbling block for coalition building. However, CSU leader Seehofer has
often proved pragmatic and ﬂexible when it was necessary to remain in power.
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Complex and prolonged coalition building
However, it will take time for the four parties to consent. On October 15 the
potential partners are campaigning in Lower Saxony and are unlikely to risk
chances on the regional level by committing to certain positions too early on
federal level. Also, Greens will hold member ballots on the start of the talks
as will the FDP (in the state of Schleswig-Holstein, where the ﬁrst Jamaica
coalition was formed this summer, the FDP also asked for the backing of its base
beforehand). Experience from 2013 with such a “basic-democratic” approach
provides suﬃcient evidence for mantraps of such a process and also for the
possible timeline. Thus, it should be no surprise, if the Germans once again will
have to wait for Merkel’s re-election as Chancellor until mid-December.

Low tail risk of coalition collapse and ensuing snap
election
Given the complicated constellation, i.e. the CDU and especially the CSU’s bigger
parties’ disappointing result and the unpredictable inﬂuence of the Green party
members there is the tail risk that the endeavours to build a Jamaica will fail. This
would result in snap elections. However, this risk should not be overstated. Such
a failure would be a shot in the arms of the AfD and the possibly Left. Therefore,
the established parties will make all eﬀorts to compromise in the end.

Policy implication
A Jamaica coalition might at times produce noise. Merkel’s ability to moderate
will be on high demand as the junior partner’s will have to scale back on some
of their trademarks – for the Green’s in particular on environmental policy and
the FDP on tax policy. Also, the FDP demands a more market-based approach
while the Greens tend to favour a more interventionist policy. On European
topics, a gradual build-out of the euro area will continue but FDP leader Lindner’s
“red lines” appear to be reﬂecting parts of the CDU/CSU camp as well, such
as rejecting establishing automatic transfers and an EU ﬁnance minister with a
rather unclear job description. Thus, while Merkel will be prepared for a closer
relationship with Macron, her room for manoeuvre on Macron’s far-reaching
demands, i.e. a large euro area budget and institutional changes beyond the
transformation of the ESM into an EMF, will be restrained.
Figure 3: Germany's next government should consider in EU politics...
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Important Disclosures
*Other information available upon request
*Prices are current as of the end of the previous trading session unless otherwise indicated and are sourced from
local exchanges via Reuters, Bloomberg, and other vendors. Other information is sourced from Deutsche Bank, subject
companies, and other sources. For disclosures pertaining to recommendations or estimates made on securities other than
the primary subject of this research, please see the most recently published company report or visit our global disclosure
look-up page on our website at http://gm.db.com/ger/disclosure/DisclosureDirectory.eqsr. Aside from within this report,
important conﬂict disclosures can also be found at https://gm/db.com/equities under the "Disclosures Lookup" and "Legal"
tabs. Investors are strongly encouraged to review this information before investing.

Analyst Certiﬁcation
The views expressed in this report accurately reﬂect the personal views of the undersigned lead analyst(s). In addition,
the undersigned lead analyst(s) has not and will not receive any compensation for providing a speciﬁc recommendation
or view in this report. Barbara Boettcher, Jochen Moebert
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Additional Information
The information and opinions in this report were prepared by Deutsche Bank AG or one of its aﬃliates (collectively
"Deutsche Bank"). Though the information herein is believed to be reliable and has been obtained from public sources
believed to be reliable, Deutsche Bank makes no representation as to its accuracy or completeness. Hyperlinks to thirdparty websites in this report are provided for reader convenience only. Deutsche Bank neither endorses the content nor
is responsible for the accuracy or security controls of these websites.
If you use the services of Deutsche Bank in connection with a purchase or sale of a security that is discussed in this report,
or is included or discussed in another communication (oral or written) from a Deutsche Bank analyst, Deutsche Bank may
act as principal for its own account or as agent for another person.
Deutsche Bank may consider this report in deciding to trade as principal. It may also engage in transactions, for its
own account or with customers, in a manner inconsistent with the views taken in this research report. Others within
Deutsche Bank, including strategists, sales staﬀ and other analysts, may take views that are inconsistent with those taken
in this research report. Deutsche Bank issues a variety of research products, including fundamental analysis, equity-linked
analysis, quantitative analysis and trade ideas. Recommendations contained in one type of communication may diﬀer
from recommendations contained in others, whether as a result of diﬀering time horizons, methodologies or otherwise.
Deutsche Bank and/or its aﬃliates may also be holding debt or equity securities of the issuers it writes on. Analysts are
paid in part based on the proﬁtability of Deutsche Bank AG and its aﬃliates, which includes investment banking, trading
and principal trading revenues.
Opinions, estimates and projections constitute the current judgment of the author as of the date of this report. They do
not necessarily reﬂect the opinions of Deutsche Bank and are subject to change without notice. Deutsche Bank provides
liquidity for buyers and sellers of securities issued by the companies it covers. Deutsche Bank research analysts sometimes
have shorter-term trade ideas that are consistent or inconsistent with Deutsche Bank's existing longer term ratings. Trade
ideas for equities can be found at the SOLAR link at http://gm.db.com. A SOLAR idea represents a high conviction belief
by an analyst that a stock will outperform or underperform the market and/or sector delineated over a time frame of no
less than two weeks. In addition to SOLAR ideas, the analysts named in this report may from time to time discuss with
our clients, Deutsche Bank salespersons and Deutsche Bank traders, trading strategies or ideas that reference catalysts
or events that may have a near-term or medium-term impact on the market price of the securities discussed in this report,
which impact may be directionally counter to the analysts' current 12-month view of total return or investment return as
described herein. Deutsche Bank has no obligation to update, modify or amend this report or to otherwise notify a recipient
thereof if any opinion, forecast or estimate contained herein changes or subsequently becomes inaccurate. Coverage and
the frequency of changes in market conditions and in both general and company speciﬁc economic prospects make it
diﬃcult to update research at deﬁned intervals. Updates are at the sole discretion of the coverage analyst concerned or of
the Research Department Management and as such the majority of reports are published at irregular intervals. This report
is provided for informational purposes only and does not take into account the particular investment objectives, ﬁnancial
situations, or needs of individual clients. It is not an oﬀer or a solicitation of an oﬀer to buy or sell any ﬁnancial instruments
or to participate in any particular trading strategy. Target prices are inherently imprecise and a product of the analyst ’ s
judgment. The ﬁnancial instruments discussed in this report may not be suitable for all investors and investors must make
their own informed investment decisions. Prices and availability of ﬁnancial instruments are subject to change without
notice and investment transactions can lead to losses as a result of price ﬂuctuations and other factors. If a ﬁnancial
instrument is denominated in a currency other than an investor's currency, a change in exchange rates may adversely
aﬀect the investment. Past performance is not necessarily indicative of future results. Unless otherwise indicated, prices
are current as of the end of the previous trading session, and are sourced from local exchanges via Reuters, Bloomberg
and other vendors. Data is sourced from Deutsche Bank, subject companies, and in some cases, other parties.
The Deutsche Bank Research Department is independent of other business areas divisions of the Bank. Details regarding
our organizational arrangements and information barriers we have to prevent and avoid conﬂicts of interest with respect
to our research is available on our website under Disclaimer found on the Legal tab.
?
?
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Macroeconomic ﬂuctuations often account for most of the risks associated with exposures to instruments that promise
to pay ﬁxed or variable interest rates. For an investor who is long ﬁxed rate instruments (thus receiving these cash ﬂows),
increases in interest rates naturally lift the discount factors applied to the expected cash ﬂows and thus cause a loss.
The longer the maturity of a certain cash ﬂow and the higher the move in the discount factor, the higher will be the
loss. Upside surprises in inﬂation, ﬁscal funding needs, and FX depreciation rates are among the most common adverse
macroeconomic shocks to receivers. But counterparty exposure, issuer creditworthiness, client segmentation, regulation
(including changes in assets holding limits for diﬀerent types of investors), changes in tax policies, currency convertibility
(which may constrain currency conversion, repatriation of proﬁts and/or the liquidation of positions), and settlement issues
related to local clearing houses are also important risk factors to be considered. The sensitivity of ﬁxed income instruments
to macroeconomic shocks may be mitigated by indexing the contracted cash ﬂows to inﬂation, to FX depreciation, or to
speciﬁed interest rates – these are common in emerging markets. It is important to note that the index ﬁxings may -- by
construction -- lag or mis-measure the actual move in the underlying variables they are intended to track. The choice of the
proper ﬁxing (or metric) is particularly important in swaps markets, where ﬂoating coupon rates (i.e., coupons indexed to
a typically short-dated interest rate reference index) are exchanged for ﬁxed coupons. It is also important to acknowledge
that funding in a currency that diﬀers from the currency in which coupons are denominated carries FX risk. Naturally,
options on swaps (swaptions) also bear the risks typical to options in addition to the risks related to rates movements.
?
?
Derivative transactions involve numerous risks including, among others, market, counterparty default and illiquidity risk.
The appropriateness or otherwise of these products for use by investors is dependent on the investors' own circumstances
including their tax position, their regulatory environment and the nature of their other assets and liabilities, and as such,
investors should take expert legal and ﬁnancial advice before entering into any transaction similar to or inspired by the
contents of this publication. The risk of loss in futures trading and options, foreign or domestic, can be substantial. As a
result of the high degree of leverage obtainable in futures and options trading, losses may be incurred that are greater
than the amount of funds initially deposited. Trading in options involves risk and is not suitable for all investors. Prior
to buying or selling an option investors must review the "Characteristics and Risks of Standardized Options”, at http://
www.optionsclearing.com/about/publications/character-risks.jsp. If you are unable to access the website please contact
your Deutsche Bank representative for a copy of this important document.
?
Participants in foreign exchange transactions may incur risks arising from several factors, including the following: ( i)
exchange rates can be volatile and are subject to large ﬂuctuations; ( ii) the value of currencies may be aﬀected by
numerous market factors, including world and national economic, political and regulatory events, events in equity and
debt markets and changes in interest rates; and (iii) currencies may be subject to devaluation or government imposed
exchange controls which could aﬀect the value of the currency. Investors in securities such as ADRs, whose values are
aﬀected by the currency of an underlying security, eﬀectively assume currency risk.
?
Unless governing law provides otherwise, all transactions should be executed through the Deutsche Bank entity in the
investor's home jurisdiction. Aside from within this report, important conﬂict disclosures can also be found at https://
gm.db.com/equities under the "Disclosures Lookup" and "Legal" tabs. Investors are strongly encouraged to review this
information before investing.
Deutsche Bank (which includes Deutsche Bank AG, its branches and all aﬃliated companies) is not acting as a ﬁnancial
adviser, consultant or ﬁduciary to you, any of your agents (collectively, "You" or "Your") with respect to any information
provided in the materials attached hereto. Deutsche Bank does not provide investment, legal, tax or accounting advice,
Deutsche Bank is not acting as Your impartial adviser, and does not express any opinion or recommendation whatsoever
as to any strategies, products or any other information presented in the materials. Information contained herein is being
provided solely on the basis that the recipient will make an independent assessment of the merits of any investment
decision, and it does not constitute a recommendation of, or express an opinion on, any product or service or any trading
strategy.
The information presented is general in nature and is not directed to retirement accounts or any speciﬁc person or account
type, and is therefore provided to You on the express basis that it is not advice, and You may not rely upon it in making
Your decision. The information we provide is being directed only to persons we believe to be ﬁnancially sophisticated,
who are capable of evaluating investment risks independently, both in general and with regard to particular transactions
and investment strategies, and who understand that Deutsche Bank has ﬁnancial interests in the oﬀering of its products
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and services. If this is not the case, or if You are an IRA or other retail investor receiving this directly from us, we ask
that you inform us immediately.
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United States: Approved and/or distributed by Deutsche Bank Securities Incorporated, a member of FINRA, NFA and SIPC.
Analysts located outside of the United States are employed by non-US aﬃliates that are not subject to FINRA regulations.
Germany: Approved and/or distributed by Deutsche Bank AG, a joint stock corporation with limited liability incorporated
in the Federal Republic of Germany with its principal oﬃce in Frankfurt am Main. Deutsche Bank AG is authorized under
German Banking Law and is subject to supervision by the European Central Bank and by BaFin, Germany ’ s Federal
Financial Supervisory Authority.
United Kingdom: Approved and/or distributed by Deutsche Bank AG acting through its London Branch at Winchester
House, 1 Great Winchester Street, London EC2N 2DB. Deutsche Bank AG in the United Kingdom is authorised by the
Prudential Regulation Authority and is subject to limited regulation by the Prudential Regulation Authority and Financial
Conduct Authority. Details about the extent of our authorisation and regulation are available on request.
?
?
Hong Kong: Distributed by Deutsche Bank AG, Hong Kong Branch or Deutsche Securities Asia Limited.
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India: Prepared by Deutsche Equities India Pvt Ltd, which is registered by the Securities and Exchange Board of India (SEBI)
as a stock broker. Research Analyst SEBI Registration Number is INH000001741. DEIPL may have received administrative
warnings from the SEBI for breaches of Indian regulations.
Japan: Approved and/or distributed by Deutsche Securities Inc.(DSI). Registration number - Registered as a ﬁnancial
instruments dealer by the Head of the Kanto Local Finance Bureau (Kinsho) No. 117. Member of associations: JSDA, Type
II Financial Instruments Firms Association and The Financial Futures Association of Japan. Commissions and risks involved
in stock transactions - for stock transactions, we charge stock commissions and consumption tax by multiplying the
transaction amount by the commission rate agreed with each customer. Stock transactions can lead to losses as a result
of share price ﬂuctuations and other factors. Transactions in foreign stocks can lead to additional losses stemming from
foreign exchange ﬂuctuations. We may also charge commissions and fees for certain categories of investment advice,
products and services. Recommended investment strategies, products and services carry the risk of losses to principal
and other losses as a result of changes in market and/or economic trends, and/or ﬂuctuations in market value. Before
deciding on the purchase of ﬁnancial products and/or services, customers should carefully read the relevant disclosures,
prospectuses and other documentation. "Moody's", "Standard & Poor's", and "Fitch" mentioned in this report are not
registered credit rating agencies in Japan unless Japan or "Nippon" is speciﬁcally designated in the name of the entity.
Reports on Japanese listed companies not written by analysts of DSI are written by Deutsche Bank Group's analysts with
the coverage companies speciﬁed by DSI. Some of the foreign securities stated on this report are not disclosed according
to the Financial Instruments and Exchange Law of Japan. Target prices set by Deutsche Bank's equity analysts are based
on a 12-month forecast period.
Korea: Distributed by Deutsche Securities Korea Co.
South Africa: Deutsche Bank AG Johannesburg is incorporated in the Federal Republic of Germany (Branch Register
Number in South Africa: 1998/003298/10).
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Singapore: by Deutsche Bank AG, Singapore Branch or Deutsche Securities Asia Limited, Singapore Branch (One Raﬄes
Quay #18-00 South Tower Singapore 048583, +65 6423 8001), which may be contacted in respect of any matters arising
from, or in connection with, this report. Where this report is issued or promulgated in Singapore to a person who is not an
accredited investor, expert investor or institutional investor (as deﬁned in the applicable Singapore laws and regulations),
they accept legal responsibility to such person for its contents.
Taiwan: Information on securities/investments that trade in Taiwan is for your reference only. Readers should
independently evaluate investment risks and are solely responsible for their investment decisions. Deutsche Bank research
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construed as a recommendation to trade in such securities/instruments. Deutsche Securities Asia Limited, Taipei Branch
may not execute transactions for clients in these securities/instruments.
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