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State elections: Eyes peeled for AfD’s
scoring, little impact on federal race
n

Next Sunday’s regional election in the small eastern German state SaxonyAnhalt is the last electoral test in the run-up to the federal election in
September. Polls suggest that the CDU will remain the strongest political
force, despite being challenged by the right-wing AfD. The Conservatives
will likely form another three-party government (without the AfD, that is).

n

Even a narrow win would be a positive for the CDU’s federal campaign.
Whereas an AfD victory - though lacking coalition partners to form a
government - would be a (non-lethal) blow for Laschet’s election campaign.

n

The federal election campaign is just heating up. The electorate seems a
little disenchanted with Greens and their chancellor candidate, allowing the
Conservatives to regain the lead in the neck-and-neck race in the polls. Still,
the two parties are polling too close to speak of a turning point (yet).

CDU challenged by right-wing AfD. The upcoming regional election in tiny SaxonyAnhalt (some 1.8m voters, 3% of overall German voters) is seen as the last electoral
test before the federal election on September 26. Admittedly, regional elections, in
particular in the eastern German states, have their own dynamics, with SaxonyAnhalt having a somewhat politically disenchanted electorate, leading to rather low
electoral participation. This might be explained by the region’s comparatively weak
economic performance now amplified by the pandemic, high emigration of
younger people, an aging population and the exit from coal mining. Nevertheless,
the regional election is getting attention in particular for the role of the AfD: The CDU
is defending its position as the strongest party against the right-wing AfD (see
Figure 1). In 2016, running for the first time in Saxony-Anhalt, the AfD won 24.3%
of votes, becoming the second-largest parliamentary group (the AfD later made
similar inroads in other east German state parliaments, see Figure 2). Latest polls
see the CDU ahead of the AfD, though. The Conservatives can count on their rather
popular PM, Haseloff, who has been in office since 2011. But the Conservatives’
weaker standing overall and the infighting about the nomination of the CDU/CSU
chancellor candidate might have disappointed some voters, pushing them into the
camp of the non-voters or other parties. More than 45% of voters are still undecided
whether to vote or who to vote for (Politbarometer). The Greens gained ground,
potentially doubling their share of voters to 10%. Still, eastern Germany is tough
terrain for the Greens and a low double-digit figure is way below the party’s national
polling average. The FDP will probably be among the winners, too, as polls suggest
that it will pass the 5%-threshold and re-enter parliament after 10 years. For the
SPD, it is a matter of stabilizing the voter share at a historically low 10%. The Left
is threatened by an electoral defeat, risking the loss of about one third of voters,
standing at about 10%.
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Figure 1: Saxony-Anhalt: Previous
election results and latest polls
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Another CDU-led government on the horizon. In the last two decades, SaxonyAnhalt has been ruled by almost any possible coalition. Since 2016, a so-called
“Kenia coalition” of CDU-SPD-Greens has been in office. Even though the coalition
is marked by tensions between the Conservatives and the Greens, chances for a
continuation are high. The strong performance of the AfD forces parties to find
“creative” solutions, as all have ruled out any collaboration with the AfD. However,
coalitions with left-leaning parties (as the Greens are perceived) are not very
popular among the very conservative CDU in Saxony-Anhalt, leading to tensions
within the party. Thus, it decided that this time coalition agreements need the
approval of the party base. The party base favors a coalition without the disliked
Greens, i.e., a “Germany coalition” between CDU, SPD and FDP. This would also be
the voters’ preferred coalition option, while a continuation of the Kenia-coalition is
rejected by nearly half of the voters (Politbarometer). However, it remains to be seen
whether this alliance will achieve a majority and whether the SPD would be
prepared to change the coalition partner. Polls suggest a close race. The same
applies for a CDU-Green-FDP “Jamaica” coalition – a defeat for the SPD that would
be sent into opposition. In the rather unlikely event of the AfD coming in first,
probably a four-party coalition between CDU, SPD, Greens and FDP would be
formed. In any case, the incumbent PM already indicated that picking the coalition
partners and agreeing on a political agenda for the next 5 years might well take until
after the federal elections in September. Although some of the CDU’s base in
Saxony-Anhalt are open to a more flexible approach to the AfD, this has been ruled
out by the local leaders and – just this week – by Armin Laschet, the CDU chancellor
candidate.
Limited impact on the federal level. State election outcomes can have severe
repercussions on the federal level. The situation in Saxony-Anhalt brings to mind
the 2019 elections in Thuringia when the distribution of seats and especially a
strong AfD severely complicated the forming of a new government. The AfD’s coup
to support the CDU and FDP in electing a PM ultimately served as the trigger for
Annegret Kramp-Karrenbauer’s demission as the CDU party leader. Times are
different now, though, with the federal election just around the corner. An AfD
victory would of course create disturbing political noise for the CDU’s election
campaign, and dominate talk-shows and opinion pieces for weeks. But we deem
any speculation that this would weaken Laschet to the extent that Söder could take
over as candidate for chancellorship as unrealistic. To support the regional CDU,
Laschet visited Saxony-Anhalt this weekend. He motivated citizens to participate in
the elections and warned against a strong AfD, saying that this could lead to a “rude
awakening” (Spiegel, May 29). Presumably, Laschet prefers to avoid another
difficult debate about the CDU’s relationship with the AfD – which, however, is
more a topic in eastern Germany than at the federal level. Here, the AfD is not nearly
as strong as in the eastern states and scores around 10%.
Federal election: CDU/CSU manages to regain a small lead in the tight race with
the Greens. On the federal level, the election campaign is just heating up. Frequent
public appearances of the parties’ frontrunners have intensified insights into and
discussion of specific political positions. Lately, this has not been to the advantage
of the Greens. Their chancellor candidate Baerbock had to explain herself for
retrospectively declaring allowances she received from the Greens as their party
leader. In addition, the party got entangled in a discussion on the delivery of
defensive weapons to Ukraine. Both are tricky issues for a party, having pacifist
roots and calling for transparency. In the polls, this resulted in the CDU/CSU (25.1%,
see Figure 4) regaining the lead in the neck-and-neck race with the Greens (22.6%).
However, the lead remains within the statistical error range. It is therefore too early
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Figure 2: Strong AfD in East German
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Figure 3: Baerbock's recent loss in
popularity
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Figure 4: Popularity of major political
parties since COVID-19 outbreak
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to speak of a burst of the Greens' (media) bubble. Still, the disappointment over the
Conservatives seems to be subsiding a bit, for example, reflected in 56% of voters
preferring a CDU/CDU-led government (+6pp since the beginning of May,
Politbarometer May 21). A Green-led government is favoured by 38% of voters (1pp). However, also the FDP (12.7%) continues to gain in the polls, probably a
reflection of its constructive criticism of the government’s pandemic management.
The SPD remains tacked at the 15% mark and the Left moves slowly and
dangerously close to the 5% threshold. All in all, we feel more comfortable with our
baseline call of a black-green government.

We thank Ursula Walther for her valuable contribution.
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Appendix 1
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 https://research.db.com/Research/Disclosures/CompanySearch. Aside from within this report, important risk
and conflict disclosures can also be found at https://research.db.com/Research/Topics/Equities?topicId=RB0002. Investors
are strongly encouraged to review this information before investing.

Analyst Certification
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undersigned lead analyst(s) has not and will not receive any compensation for providing a specific recommendation or view
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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 third-party 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 those 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, perspectives 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 may be inconsistent with Deutsche Bank's existing longer-term ratings. Some trade ideas for
equities are listed as Catalyst Calls on the Research Website (https://research.db.com/Research/) , and can be found on the
general coverage list and also on the covered company’s page. A Catalyst Call represents a high-conviction belief by an analyst
that a stock will outperform or underperform the market and/or a specified sector over a time frame of no less than two weeks
and no more than three months. In addition to Catalyst Calls, analysts may occasionally discuss with our clients, and with
Deutsche Bank salespersons and traders, trading strategies or ideas that reference catalysts or events that may have a nearterm 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 an opinion, forecast or estimate
changes or 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 or of the Research Department Management, and 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. Performance calculations exclude
transaction costs, unless otherwise indicated. 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 also sourced from
Deutsche Bank, subject companies, and other parties.
The Deutsche Bank Research Department is independent of other business 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 are available on our website (https://research.db.com/Research/) under Disclaimer.
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 liquidation of positions), and settlement issues related to local clearing houses are
also important risk factors. 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. 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.
Funding in a currency that differs from the currency in which coupons are denominated carries FX risk. Options on swaps
(swaptions) the risks typical to options in addition to the risks related to rates movements.
Derivative transactions involve numerous risks including market, counterparty default and illiquidity risk. The appropriateness
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of these products for use by investors depends on the investors' own circumstances, including their tax position, their
regulatory environment and the nature of their other assets and liabilities; 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 – up to
theoretically unlimited losses. 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://
research.db.com/Research/ on each company’s research page. Investors are strongly encouraged to review this information
before investing.
Deutsche Bank (which includes Deutsche Bank AG, its branches and affiliated companies) is not acting as a financial adviser,
consultant or fiduciary to you or any of your agents (collectively, “You” or “Your”) with respect to any information provided in
this report. 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 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.
In July 2018, Deutsche Bank revised its rating system for short term ideas whereby the branding has been changed to Catalyst
Calls (“CC”) from SOLAR ideas; the rating categories for Catalyst Calls originated in the Americas region have been made
consistent with the categories used by Analysts globally; and the effective time period for CCs has been reduced from a
maximum of 180 days to 90 days.
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.
European Economic Area (exc. United Kingdom): 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 SAR: Distributed by Deutsche Bank AG, Hong Kong Branch, except for any research content relating to futures
contracts within the meaning of the Hong Kong Securities and Futures Ordinance Cap. 571. Research reports on such futures
contracts are not intended for access by persons who are located, incorporated, constituted or resident in Hong Kong. The
author(s) of a research report may not be licensed to carry on regulated activities in Hong Kong, and if not licensed, do not hold
themselves out as being able to do so. The provisions set out above in the 'Additional Information' section shall apply to the
fullest extent permissible by local laws and regulations, including without limitation the Code of Conduct for Persons Licensed
or Registered with the Securities and Futures Commission. This report is intended for distribution only to 'professional
investors' as defined in Part 1 of Schedule of the SFO. This document must not be acted or relied on by persons who are not
professional investors. Any investment or investment activity to which this document relates is only available to professional
investors and will be engaged only with professional investors.
India: Prepared by Deutsche Equities India Private Limited (DEIPL) having CIN: U65990MH2002PTC137431 and registered
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