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German election results: A Merkel re-election but a new coalition

partner needed

Comment on German elections

Key forecasts

u.S.

% 12 13E
GDP 1.7 2.0
CPI 2.1 2.1
Unemployment 8.1 7.5
Current Account

/GDP 2.7 2.6
Fiscal balance

/GDP 6.7 -5.8
Policy rate 0.25 0.25
Dollar index 79.7 86.0
Eurozone

% 12 13E
GDP -0.6 -0.5
CPI 2.5 15

Unemployment 11.4 12.3
Current Account

/GDP 1.28 1.54
Fiscal balance

/GDP 3.7 2.8
Policy rate 0.75 0.5
EUR/USD 1.32 1.20
Japan

% 12 13E
GDP 2.0 1.7
CPI -0.04 0.01
Unemployment 4.3 4.0
Current Account

/GDP 1.0 0.9
Fiscal balance

/GDP -9.9 -10.0
Policy rate 0.0 0.0
USD/JPY 86.8 98.0
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Event:

The German elections concluded on September 22" with Angela Merkel's CDU/CSU
party obtaining the most votes. In the final exit polls (subject to revisions on final tallying),
the results were as follows: CDU/CSU 41.5%, SPD 26%, Left Party 8.6%, Green 8.4%,
FDP 4.8%, AfD 4.7%. With a minimum threshold of 5% needed to gain seats in the
German parliament, the FDP and AfD are unlikely to obtain any seats. Over the coming
weeks, the CDU/CSU will have to seek out a new coalition partner, barring any dramatic
changes in the vote tallying.

Comment:

In line with earlier expectations, Merkel's CDU/CSU finished with the most votes,
reflecting the recent strong performance of economic indicators in Germany, a sense of
calm in the Eurozone at large, and an aversion to risk in the electorate. Merkel’s victory
showed that German voters prefer the status quo over the unknown.

We view that the CDU/CSU will now ally with the SPD to form a grand coalition, with a
CDU/CSU and Green coalition as the other unlikelier alternative. A CDU/CSU solo
government or the CDU/CSU and FDP coalition is only feasible if the final vote tallying
shows a significant deviation from the exit polls. The typical timeframe for forming a
coalition is 4-6 weeks. A grand coalition would have policymaking power due to a
majority in both houses, though reaching an internal consensus will be more difficult.

While the CDU/CSU is now in a strong bargaining position as it easily outnumbers the
SPD/Green coalition in votes, it will honetheless likely have to make a number of
concessions once a coalition is made. Domestically, we expect Germany’s growth to
moderate slightly in 2H13, but overall to remain the Eurozone’s engine of growth. Fiscal
spending will likely increase as the both the CDU/CSU and an SPD or Green coalition
partner will likely agree upon spending on infrastructure as well as social policies.
Investment targets include infrastructure such as roads, railroads, and the “Industry 4.0”
program which is an ambitious government strategy to computerize industries to boost
efficiency. Additionally, the next government will also likely invest heavily into the
education system. This government spending will boost growth in the short term by
raising investment and boost long term competitiveness by building quality infrastructure.

We view that a Merkel-led Germany will still convince the Eurozone to stay the course
with austerity. With that being said, due to the CDU/CSU having to accept a more
left-leaning SPD or Greens ally instead of the FDP, the level of austerity easing will likely
be greater than previously anticipated. Germany will remain pro-Europe and retain its
leadership role in the region. In terms of structural issues, Germany still will not accept
the Eurobonds in the coming years. The progress towards building a true banking union
will be stunted on German reluctance, most likely resulting in some “half measures”
marking an incremental step towards but not reaching a full banking union.

“Slow but steady” will be the policy motto for Europe moving forward as the region’s
economies continue to balance growth with fiscal consolidation and structural reforms.
We view that the outcome of the elections will result in Europe staying the course for
austerity. Merkel’s victory should be positive in the short run for European markets and
the Euro. We maintain our outlook for Germany and the Eurozone in 2013, and the
election results support a stronger 2014-2015 outlook.

See the important disclosures and analyst certification on the final page.
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RATING DEFINITION & DISCLAIMER

RATING DEFINITION

OVERWEIGHT Expected to outperform the market index by > 20% over the next 12 months

NEUTRAL Expected to outperform the market index by 10%-20% over the next 12 months

UNDERWEIGHT Expected to outperform or underperform the market index by <10% over the next 12 months
DISCLAIMER

This document is prepared by China Merchants Securities (HK) Co., Limited (“*CMS HK”). CMS HK is a licensed
corporation to carry on Type 1 (dealing in securities), Type 2 (dealing in futures), Type 4 (advising on securities), Type
6 (advising on corporate finance) and Type 9 (asset management) regulated activities under the Securities and Futures
Ordinance (Chapter 571). This document is for information purpose only. Neither the information nor opinion expressed
shall be construed, expressly or impliedly, as an advice, offer or solicitation of an offer, invitation, advertisement,
inducement, recommendation or representation of any kind or form whatsoever to buy or sell any security, financial
instrument or any investment or other specific product. The securities, instruments or strategies discussed in this
document may not be suitable for all investors, and certain investors may not be eligible to participate in some or all of
them. Certain services and products are subject to legal restrictions and cannot be offered worldwide on an
unrestricted basis and/or may not be eligible for sale to all investors.

The information and opinions, and associated estimates and forecasts, contained herein have been obtained from or
are based on sources believed to be reliable. CMS HK, its holding or affiliated companies, or any of its or their directors,
officers or employees (“CMS Group”) do not represent or warrant, expressly or impliedly, that it is accurate, correct or
complete and it should not be relied upon. CMS Group will not accept any responsibility or liability whatsoever for any
use of or reliance upon this document or any of the content thereof. The contents and information in this document are
only current as of the date of their publication and will be subject to change without prior notice. Past performance is
not indicative of future performance. Estimates of future performance are based on assumptions that may not be
realized. The analysis contained herein is based on numerous assumptions. Different assumptions could result in
materially different results. Opinions expressed herein may differ or be contrary to those expressed by other business
divisions or other members of CMS Group as a result of using different assumptions and/or criteria.

This document has been prepared without regard to the individual financial circumstances and investment objectives of
the persons who receive it. Use of any information herein shall be at the sole discretion and risk of the user. Investors
are advised to independently evaluate particular investments and strategies, take financial and/or tax advice as to the
implications (including tax) of investing in any of the securities or products mentioned in this document, and make their
own investment decisions without relying on this publication.

CMS Group may have a long or short position, make markets, act as principal or agent, or engage in transactions in
securities of companies referred to in this document and may also perform or seek to perform investment banking
services or provide advisory or other services for those companies. This document is for the use of intended recipients
only and this document may not be reproduced, distributed or published in whole or in part for any purpose without the
prior consent of CMS Group. CMS Group will not be liable for any claims or lawsuits from any third parties arising from
the use or distribution of this document. This document is for distribution only under such circumstances as may be
permitted by applicable law. This document is not directed at you if CMS Group is prohibited or restricted by any
legislation or regulation in any jurisdiction from making it available to you. In particular, this document is only made
available to certain US persons to whom CMS Group is permitted to make available according to US securities laws,
but cannot otherwise be made available, distributed or transmitted, whether directly or indirectly, into the US or to any
US person. This document also cannot be distributed or transmitted, whether directly or indirectly, into Japan and
Canada and not to the general public in the People’s Republic of China (for the purpose of this document, excluding
Hong Kong, Macau and Taiwan).
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