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European election watch.
Risks – and opportunities – ahead
A strange mixture of nervousness and complacency
Political earthquakes are hard to predict. Fortunately, they rarely
have lasting consequences.
That, at least seems to be two key lessons from last year’s
tumultuous political events that many market participants in the
developed world have taken to heart. A heavy electoral calendar
looms in Europe.
European election dates

Source: Bloomberg Finance L.P., Deutsche Asset Management Investment GmbH; as of 2/28/17

In this Special introducing our European election watch, we argue
that both lessons can be misleading at best and misguided at worst.
In our view, last year’s events suggest that polling can actually be
quite useful, if used wisely. If and when the political status quo gets
uprooted, however, it takes time for the eventual impact to become
clear. And the consequences of this year’s elections in Europe –
negative and positive – may prove more lasting than many think.
Our starting point is the strange mixture of nervousness and
complacency that seems to have taken hold in European markets in
the face of the French elections in particular (in Section 1). Section
2 revisits last year’s electoral surprises, while Section 3 takes a
broader look at how and why politics might matter to markets,
highlighting the need for a closer look at the political and economic
institutions of the country in question. Sections 4 and 5 examine
the upcoming votes in the Netherlands and France. The Special
concludes with perspective on the real lessons learned from 2016’s
events for this year’s European elections in general and France in
particular.

1. European Politics and market nervousness
Remember the run-up to the Brexit referendum and the U.S.
presidential elections? At the time, brokers and analysts were going
through the motions of assessing the implications of all potential
All articles are available on https://deutscheam.com/cio-view

Our expectations in a nutshell
• In the face of a heavy
electoral calendar, a strange
mixture of nervousness
and complacency has
taken hold in European
financial markets. Investors
have grown distrustful of
opinion polls. Contrary to
conventional wisdom, we
argue that opinion polls are
actually quite valuable.
• As Europeans head to
the polls, beware of naive
analogies with Trump and
Brexit. It all depends on the
constitutional arrangements
and economic institutions of
the country in question.
• We would caution against
reading too much into
any one result. In the
Netherlands, prolonged
haggling over the next
coalition government
and only modest policy
changes are our base case.
Meanwhile, France has long
followed its own political
cycles, often proudly at odds
with the Anglo-Saxon world.
The real story here may well
turn out to be the electoral
appeal of reform-minded
candidates.
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outcomes. Among market participants, however, there was pretty
limited interest even in the final months before each vote. After all,
it was widely thought that a Clinton win and a vote of the UK to
remain in the European Union (EU) were foregone conclusions.
The mood could not be more different ahead of the French
presidential elections. Especially in bond markets, investors are
increasingly willing to consider risk scenarios. In the case of France,
this can be readily seen by comparing the spread of French and
German government bonds with the odds of Marine Le Pen, party
leader of the far-right Front National, winning the presidency,
according to betting markets.
Likelihood of Le Pen victory & spread* France vs. Germany

Source: Oddschecker, Bloomberg Finance L.P., Deutsche Asset Management Investment GmbH;
as of 2/28/17

Another indication of wariness can be found in gold and foreignexchange markets. Lately, there has been a pattern of a positive
correlation between gold and the U.S. dollar (USD) vs. euro
exchange rate. The last time this unusual pattern appeared was
during the Italian referendum on constitutional reform in December
2016. It is a clear indication of resurfacing concerns over Eurozone
stability.
Rolling correlation* between gold and USD/EUR exchange rate

Source: Bloomberg Finance L.P., Deutsche Asset Management Investment GmbH; as of 2/28/17
* Correlation over 10 days

At the same time, however, equity markets in France and elsewhere
have remained strong. This is particularly striking if you compare
the CAC 40 index of French blue chips with spreads on government
bonds.
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Meanwhile, complacency in French equity markets

Source: Bloomberg Finance L.P., Deutsche Asset Management Investment GmbH; as of 2/28/17

How to make sense of all this? There are two ways to answer
this question. One is to revisit the lessons from Trump and Brexit
(Section 2). Another, arguably even more useful one is to look
at how, where and why elections have mattered to markets
throughout recent decades (Section 3).

2. In the shadow of Trump and Brexit
Memory is a flawed tool, particularly when it comes to analyzing
your own predictions that failed to come true. Many investors have
grown distrustful of opinion polls. This is based on a somewhat
misguided view of just how surprising the Brexit vote and the U.S.
election results were. The answer is surprising indeed to many
participants in betting, not to mention financial, markets. Pollsters,
by contrast, did not get it all that wrong and their raw data actually
provided valuable pointers to watch.
When (not) to trust the polls
In fact, polls on the eve of the Brexit vote showed a very tight race. In
the final days leading up to the referendum, both traditional phone
polls and several online polls hinted at “Leave” gaining ground.
Based on the data, the eventual result of 51.89% voting against
continuing EU membership was at least as plausible as the strong
“Remain” majority many investors – and betting markets – had
come to expect.
Of course, investors had plenty of reasons to take the British
opinion polls with a soup spoon of salt. In recent years, opinion
polls in the United Kingdom (UK) have had a patchy track record,
getting, for example, the 2015 British general election spectacularly
wrong. One issue, also relevant in other countries, is that traditional
random polling by phone is getting harder, with fewer and fewer
voters willing to participate in surveys and using fixed-line phones.
Another source of concern ahead of the Brexit vote was that for
much of the campaign, most online polls showed “Leave” – slightly
– ahead. By contrast, many traditionally more reliable phone polls
only tightened during the last month or so, having previously shown
clear leads for “Remain.”
Such divergences between different polling methods point to
systematic biases. Until the vote takes place, however, you cannot
know for sure which sources of data will prove reliable this time
All articles are available on https://deutscheam.com/cio-view
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around. At most, you might want to aggregate polls by assigning
weightings based on past reliability, though that too would not have
helped much in the case of Brexit. The alternative – particularly
when recent events and systematic divergences between polling
methods suggest the potential for large polling errors – is to apply
a broader error-adjusted range.
The key is not getting into the business of trying to predict the
direction of the suspected polling error. Instead, all you can say
is that a broader range of outcomes is possible – in the case of
Brexit a fairly decisive win for either “Leave” or “Remain.” Instead,
many observers and betting markets predicted a surge in favor
of the status quo on polling day. They did so mainly based on
just one previous event, the referendum on Scottish independence.
Yet, as any statistician will tell you, one or even a few data points
is rarely enough to draw reliable inferences from. The belief in a
belated status-quo bias was widely held despite, not because of,
any particular pointers in that direction in the polling data.
The U.S. elections conundrum…
Meanwhile, national polls in the U.S. presidential elections were
actually pretty accurate this time around. After all, Hilary Clinton
won the popular vote by 2.9m (or 2.1 %), even as she lost in the
Electoral College. From the primaries onwards, polls picked up
signs of Donald Trump’s strength well before most pundits began
to take him seriously. They also suggested he had the potential –
much more so than traditional Republican candidates – to appeal to
white working-class voters in America’s industrial heartland. Just
ahead of the November election, polls also pointed to an unusually
large number of voters who appeared undecided between the two
unpopular front-runners.
By far the biggest forecasting problem was that results from key
swing states tend to be correlated (especially within particular
regions of the U.S., such as the Midwest). This is tricky, not least
because it can lead to surprising results in neighboring states not as
widely polled as acknowledged swing states. In the event, Trump’s
strength in the Midwest got him within spitting distance of winning
Minnesota, usually a reliably Democratic state.
Once again, the correct way to think about such sources of
uncertainty is to apply a broader range – in both directions. As we
argued at the time, uncertainty was unusually high and a Trump
victory was at least as likely as a Clinton landslide and a Democratic
sweep.
… and last year’s biggest “polling disaster”
The lesson mentioned above – if uncertain, apply a broader range in
both directions – also applies when you have no polling data at all in
the last weeks of a campaign. In fact, last year’s biggest polling miss
took place in Italy. The government lost the referendum, intended
to make the country more governable, by a whopping margin of 18
%. The gap between “No” and “Si” was roughly twice as large as
in the last set of polls 15 days before the referendum on December
4th suggested. Italian law prohibits the publication of new polling
results during this 15-day blackout period. The last published polls
All articles are available on https://deutscheam.com/cio-view

All opinions and claims are based
upon data on 3/9/17 and may not
come to pass. This information
is subject to change at any
time, based upon economic,
market and other considerations
and should not be construed
as a recommendation. Past
performance is not indicative
of future returns. Forecasts
are based on assumptions,
estimates, opinions and
hypothetical models that may
prove to be incorrect. Deutsche
Asset Management Investment
GmbH
4

3/13/2017

showed “No” ahead by high single digits – but plenty of voters
still undecided. With 15 days left, these voters had plenty of time
to make up their mind. As a result, a wide range of results were
plausible – from a narrow win for “Si” to the landslide victory “No”
secured in the end.
Political earthquakes are indeed hard to predict. Polls are only a
snapshot and even the ones published just before an election are
usually a few days old by the time you read about them. A lot can
still change in those final days. In much of the industrialized world,
the share of voters making up their mind at the last minute has
tended to rise in recent decades. But if you want to get a grasp of
the potential seismic shifts, opinion polls shortly before a vote are
actually a pretty good place to start. (Of course, you should also take
into account how well polls and other tools have done in predicting
a country’s electoral results.)
Remember the Brexit recession?
Arguably, last year’s biggest surprises did not take place on polling
days, but in the weeks and months that followed. For example,
the Brexit vote to leave the EU was supposedly going to trigger
a recession in the UK via the loss of confidence among British
businesses and consumers. So far, it has not materialized. More
immediately, it was expected to lead to a sharp fall in UK asset
prices, with repercussions in financial markets around the world.
In the event, the Brexit fall-out proved rather less devastating.
The pound duly dropped – boosting pound-denominated foreign
earnings of British companies and share prices in the process. For
foreign holders of British equities, the end result six months on was
pretty much of a wash rather than the feared bloodbath. In euro
terms, the FTSE 100 Index has lagged far behind the S&P 500 Index
or the DAX, but it is still up by a few percentage points. Meanwhile,
the UK government has had no trouble at all finding willing buyers
for its bonds – another source of worry before the referendum.
It has been a similar story with other recent political events. Time
and time again, European equity markets have proven remarkably
resilient. Just take the Greek elections in 2015, Brexit, and the
constitutional referendum in Italy, as well as the election of Donald
Trump. In all these instances, market turbulences proved both
milder than many had feared and shorter lived than almost anyone
had expected.
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Market reactions* and political events

Source: Bloomberg Finance L.P., Deutsche Asset Management Investment GmbH; as of 2/28/17
* Euro Stoxx 50 Index, 25 days after each event

Meanwhile, the continuing rise in U.S. equity markets since the
Republican sweep in November’s elections has served as reminder
of how quickly markets can change their collective mind, after an
event once seen as risky materializes.

3. Does politics drive market returns?
Elections have consequences. However, figuring out what these
consequences are is surprisingly tricky. The issue has been
extensively studied in the United States, where a sizeable literature
has emerged in recent decades on how politics influences business
cycles.1 The key conclusions are worth outlining here, as they have
also shaped the way such issues are viewed in Europe.
U.S. politics and the business cycle
Broadly, there are two reasons why you might think that politics
matters to financial markets.
First, governments might try to use the timing of economic-policy
measures in order to improve their odds of getting reelected. For
example, they might boost fiscal spending or monetary stimulus as
the end of their term in office draws nearer. Of course, any resulting
pre-election boom might eventually lead to rising inflation, requiring
higher interest rates. If the government controls both monetary and
fiscal policy, however, it will try to delay both monetary and fiscal
tightening until after the vote is over. Pre-election booms would
regularly be followed by post-election busts.
Second, political parties might systematically differ in their policy
priorities. A left-wing party, such as the Democrats, might be more
concerned about employment and growth than about inflation. If
so, you might expect inflation to be lower under Republican rule
and, perhaps, real economic growth to be weaker in the short term.
(Naturally, growth would be influenced by plenty of other policy
measures as well.)
Once you start to think about this, it rapidly becomes clear
that statistically testing such hypotheses is by no means

1

See, in particular, the ground-breaking analyses by Downs, Anthony (1957) “An Economic Theory of Democracy”, Harper and Brothers; and by
Nordhaus; William (1975), “The Political Business Cycle”, Review of Economic Studies, Vol. 42 (2), pp. 169-190

All articles are available on https://deutscheam.com/cio-view

All opinions and claims are based
upon data on 3/9/17 and may not
come to pass. This information
is subject to change at any
time, based upon economic,
market and other considerations
and should not be construed
as a recommendation. Past
performance is not indicative
of future returns. Forecasts
are based on assumptions,
estimates, opinions and
hypothetical models that may
prove to be incorrect. Deutsche
Asset Management Investment
GmbH
6

3/13/2017

straightforward. You might expect that rational voters will
eventually learn to see through political shenanigans, or that a party
might adjust their stances on issues such as inflation in response
to what the electorate seems to want. This would result in breaks
in the statistical data. Changes in the monetary-policy regime are
another cause of such breaks. Much of the early U.S. literature
emerged before 1979, when the U.S. Federal Reserve (Fed) under
Paul Volcker fully embraced an inflation-fighting agenda.2
Such breaks complicate empirical tests. They also compound the
problem that there are only a fairly limited number of data points
to draw conclusions from. U.S. presidential elections take place
only once every four years, while gross-domestic-product (GDP)
numbers, inflation indices and employment figures come out once
a quarter and once a month, respectively. These economic statistics
also tend to be lagging indicators, subject to sizeable revisions.
U.S. politics and financial markets
For all these reasons, it has become increasingly common in
recent decades to use stock- and bond-market data as near
instantaneous assessments of economic prospects by market
participants. Such studies have provided pretty solid evidence that
U.S. administrations indeed appear to have timed economic-policy
measures with the electoral cycle in mind.
Stock returns generally tend to be higher in the second half of
a presidential term than in the first half. It is less clear whether
stock-market returns systematically differ depending on the party in
charge – though there is some evidence that small caps in particular
tend to do better under Democrats.3
To financial economists, all this is somewhat puzzling. In particular,
why would markets not anticipate the likelihood of a pre-election
boom well before it actually starts? If they habitually did so early in
a presidential term that would smooth returns, and political stockmarket cycles would disappear.
Part of the reason probably is that political decision making is more
opaque in real time than it appears when you look at the data in
retrospect. For example, markets may currently be underestimating
the risks to the Trump administration being swiftly able to deliver
on corporate-tax reform, as we argued in our recent report on the
topic. We, and other market participants, will only know for sure,
however, if and when Congress moves – or fails to do so.
In the meantime, we are watching events ahead of the March 15th
deadline for raising the U.S. debt ceiling and the April 28th deadline
for passing a continuing resolution to keep the government running.
Past experience suggests, however, that unless and until such
looming deadlines become headline news, there is little market
attention on congressional minutia. This makes it doubtful that
markets would correctly anticipate policy measures far into the
future.
2

Lindsey, David; Orphanides, Athanasios; and Rasche, Robert (2005), “The Reform of October 1979: How It Happened and Why”, Staff working
papers in the Finance and Economics Discussion Series (FEDS)
3
See, for example, Johnson, Robert; Chittenden, William; and Jensen, Gerald (1999), “Presidential Politics, Stocks, Bonds, Bills, and Inflation”, The
Journal of Portfolio Management, Vol. 26 (1), pp. 27-31
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Evidence from other countries – the British example
Things get even more interesting – and complicated – once you look
beyond U.S. shores.
At one extreme is the British example. In 1976, Lord Hailsham
popularized the phrase “elective dictatorship” to describe the
“concentration of powers (…) in an executive government” usually
“formed out of one party which does not always fairly represent
the popular will.”4 Thanks to the UK’s first-past-the-post electoral
system, a plurality in the popular vote can translate into whopping
majorities in the lower house (House of Commons). Ultimate
legislative sovereignty resides in Parliament, but the upper house
(House of Lords) can only delay but not prevent new legislation from
passing.
Under the Westminster System as it emerged since 1949, whoever
controls the House of Commons controls Parliament and effectively
the country. As long as the governing party remains united in the
House of Commons, the government of the day is not constrained
by the sorts of checks and balances familiar in the U.S. Until 1998,
when the Bank of England gained operational independence, the
government controlled not just fiscal but also monetary policy. And
to top it all, the Prime Minister had, until 2011, the de-facto power
to call an early general election, whenever it suited him or her within
a 5-year term.
Given all this, it should come as no surprise that for much of the
post-war period, political business cycles have tended to be quite
pronounced in the UK - “boom and bust” as the former Chancellor
and Prime Minister Gordon Brown used to call it. Moreover, bondmarket data also suggest that until 1998, interest rates tended
to rise in sync with the likelihood of Labour winning, because of
rising inflation expectations.5 The UK, in short, has historically been
an excellent example of just how much elections matter under
constitutional systems where the new government will face few
restraints.
Elsewhere, governing often means compromising
By contrast, in much of the rest of continental Europe, elections tell
less than half the story. Constitutional constraints and economic
institutions tend to mitigate the impact of any one electoral event.
Take Germany, with its longstanding tradition of a famously
independent central bank, as well as fairly centralized labor-market
institutions committed to wage moderation and price stability. In
such a setting, any government would tend to struggle to engineer
a boom-and-bust cycle, even if it wanted to. (Arguably, the closest
post-war Germany ever got was after re-unification in the 1990s, a
once-in-a-generation political event when mere economic concerns
did not seem to matter as much.)
Because of proportional representation, moreover, it generally
takes more than one party to form a German government. Clear4

Hogg, Quintin (1976), "Elective dictatorship", The Richard Dimbleby Lecture, reprinted in The Listener, pp. 496–500.
See, for example, Hays, Jude; Stix, Helmut; and Freeman, John (2000) “The Electoral Information Hypothesis Revisited”, Prepared for
presentation at the Conference on “Globalization and Democracy”, University of Minnesota, May 26-27, 2000
5
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cut political swings have been fairly rare, and more often than
not they were due to changing political coalitions rather than
elections to the Bundestag. As a result of all this, elections have
historically not mattered all that much to German financial markets.
There is, for example, no clear evidence that stock-market returns
vary depending on the stage of the election cycle, or even that
markets have particularly cared about the relative strength of leftversus right-wing parties. Interestingly enough, the main causal
relationships seem to point the other way – with strong stock
markets (as a proxy for economic health) boosting the popularity of
the government of the day.6
Studies in other European democracies with proportional
representation paint a similar picture. In countries such as
Belgium, election results in and of themselves appear to have
little stock-market impact.7 When governments are typically multiparty coalitions, too much depends on the haggling between
party leaders after the voting is done.8 Such haggling appears
all but certain in the aftermath of the upcoming elections in the
Netherlands.

4. The Dutch elections
Elections to the Dutch House of Representatives (“Tweede Kamer”)
would seem like an unlikely event to attract the attention of global
financial markets. In part, this is because the Dutch system is
about as far as you can get from rules designed to deliver a clear
result. Representatives are elected under a system of proportional
representation. Unlike in other European countries, there is no
minimum threshold a party needs to reach in order to get into
parliament. Effectively any party that captures more than 0,67% of
the vote is entitled to at least one of the 150 seats in the Tweede
Kamer.9
As a result of this, no single political party has ever been able
to reach an absolute majority in the Tweede Kamer in Dutch
parliamentary history.10 In recent election cycles, parliament has
been growing even more fragmented. At least a dozen parties
appear on track towards gaining parliamentary representation in
the Tweede Kamer. If past experience is any guide, several of these
parties might well splinter before the next election.
According to Peilingwijzer, a Dutch Polling Indicator created by
Tom Louwerse from Leiden University, which combines all Dutch
national opinion polls into one estimate, the two leading parties
are only likely to capture around 16% of the vote each. That alone
points to prolonged coalition negotiations, resulting in plenty of
compromises and limited substantive policy change.
6

Pierdzioch, Christian; and Döpke, Jörg (2006), “Politics and the Stock Market: Evidence from Germany”, European Journal of Political Economy,
Vol. 22(4), pp. 925–943; also see Hays et al. quoted above on the evidence on German bond markets.
7
Vuchelen, Jef (2003), „Electoral systems and the effects of political events on the stock market: The Belgian case”, Economics & Politics, Vol. 15
(1), pp. 85–102
8
Note, however, that there have been comparatively few studies of political business cycles in developed markets outside the U.S., the UK and
Germany. Partly, this is because financial markets (in particular for sovereign bonds) are less liquid in smaller European countries. Many of them
also saw a change in the monetary-policy regime after the adaption of the euro, which creates a break in the data. For a solid overview in German
of both the U.S. literature and the international evidence, see Bechtel, Michael (2009), „Tanzt auch die Politik auf dem Börsenparkett? Wahlen,
Parteipolitik und die Entwicklung von Aktienmärkten“, Österreichische Zeitschrift für Politikwissenschaft, Vol. 38 (2), pp. 133 – 162
9
For a basic overview on the Dutch political system, see “The Dutch Political System in a Nutshell”, published in 2008 by the Netherlands Institute
for Multiparty Democracy and the Instituut voor Publiek en Politiek and available online at http://nimd.org/wp-content/uploads/2015/02/DutchPolitical-System.pdf
10
For further explanations, see the official website of the Tweede Kamer, in particular on how governments are formed: https://
www.houseofrepresentatives.nl/tasks-informateur
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The reason the world is nevertheless paying attention is that one
of two frontrunning parties is the right-wing populist Party for
Freedom (PVV), led by eurosceptic Geert Wilders. For much of the
past year, the PVV was ahead in the polls. For markets, the biggest
concern is his call for a referendum on the EU membership. Once
a free-market liberal, he is now in favor of such hard-to-square
positions as lowering the retirement age and increasing public
spending, while at the same time lowering income and vehicle
taxes. Last year, Mr. Wilders was convicted of insulting Moroccans
and inciting racial discrimination.11 He has also called for closing
down all Mosques and Muslim schools.12
It looks unlikely that Mr. Wilders will be able to deliver on his
promises. All major parties, including the liberal People’s Party for
Freedom and Democracy (VVD) of current Prime Minister Mark
Rutte, have ruled out entering a coalition with the PVV.
Recent polls, moreover, suggest the PVV losing and the VVD
gaining momentum, though the two remain statistically tied for
the top spot. Polls have historically been fairly accurate in the
Netherlands, especially just before the elections. In recent elections,
the PVV has struggled to meet, let alone exceed, its polling
results. Mr. Wilders, moreover, is already one of the longest serving
members of Tweede Kamer, having first been elected in 1998.
Pollsters – and voters – have had plenty of time to come to grips
with his rise. The left – and particular the Labour Part (PvdA), as the
junior partner in the current coalition – looks set to see its share of
the vote shrink.
Based on the latest trends, Mr. Rutte may be able to cobble together
either a very broad coalition (including, once again, both the VVD
and the PvDA) or a center-right coalition, encompassing the VVD,
the Christian Democrats (CDA), the social-liberal Democraten 66
(D66) and three of the smaller parties.13 Plenty of other options
also remain possible, however, depending, notably, on how well
the leftwing Greens (GL), the radical left (SP) and the pensioners
50PLUS party end up doing.

11

The Economist, 12/11/16, “The Netherlands has found Geert Wilders guilty of hate speech”; both Mr. Wilders and public prosecution service
(whose request of a 5000 euro fine the court had rejected) vowed to appeal the verdict
12
Reuters, February 28 2017, „The globetrotter confined - the hardening of Geert Wilders”, by Escritt, Thomas
13
For an overview of the other parties in contention and their prospects at the start of the campaign, see Louwerse, Tom, “The 2017 Netherlands
election: Polls suggest mid-sized parties are now the new norm in Dutch politics” at the European Politics and Policy blog of the London School of
Economics, available online at http://blogs.lse.ac.uk/europpblog/2017/01/24/2017-netherlands-election-mid-sized-parties-the-new-norm/
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Dutch opinion polls show Wilders’s PVV losing steam*

Source: Peilingwijzer, Deutsche Asset Management Investment GmbH; as of 3/7/17
* Average results of 6 polling institutes
** Polling results with 95% confidence interval

What the resulting policy mix will be is anyone’s guess and unlikely
to become all that much clearer on election night. One important
reason for this is rarely discussed outside the Netherlands. The
Senate (Eerste Kamer) is not up for grabs. Once a bill passes the
House of Representatives, it still has to be approved by the Senate to
become law. Constitutionally, the Senate can only accept or reject
legislation, without offering amendments. In practice, however, it
often plays an important role in debating both upcoming legislation
and how laws will be implemented.
The result, as the Dutch Senate helpfully points out on its website,
is that “The legislative process can be fairly protracted. Sometimes
it takes five or six years before a bill becomes law.”14 Apart from
participating in and potentially slowing the legislative process, the
Senate can also scrutinize government actions directly. Senators
are not formally bound by a government program, even if their
respective parties participate in the governing coalition. Elections
to the Senate are indirect – its members were last chosen by the
Provincial Councils in 2015, with four-year terms until 2019.
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Distribution of Dutch Senate seats

Source: "https://www.eerstekamer.nl/begrip/english_2", Deutsche Asset Management
Investment GmbH; as of 3/7/17

Even if the PVV under Mr. Wilders were to massively outperform
its current polling and somehow manage to assemble a coalition
in the Tweede Kamer, it would probably still struggle to gain much
traction in the Senate (where the PVV only has 9 seats out of 75).
In sum, the Dutch election looks unlikely to cause big policy
changes in the short term. The vote is nevertheless well worth
watching. Already, the PVV has dragged other parties such as the
VVD in its direction, notably on immigration. A strong showing may
make it harder for the next government to play a constructive role in
European negotiations. It could also reinforce market fears on the
prospects of Le Pen winning in France. Conversely, a weak showing
might reinforce market complacency. In our view, neither reaction
would be justified.

5. A French election unlike any other
The French political system, as it emerged since 1962, is frequently
likened to the U.S. system of a strong president with a popular
mandate. Such comparisons hide more than they illuminate.
French policy-making and governance differs in at least three
critical respects from most other developed democracies.
Les exceptions françaises
First, the presidential system as pushed through by President
Charles de Gaulle was a significant change to the 1958
constitution. Until the 1962 constitutional referendum, France
had a parliamentary system and indirect presidential elections.
As frequently noted, however, the change took place without a
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complete constitutional overhaul.15 It was intended to establish the
directly elected president as the pre-eminent decision maker, but
left plenty of related issues unsettled.
This has resulted in a somewhat ambiguous and changing
relationship between the different branches of government. In
particular, the judiciary, though strongly independent on matters of
criminal, civil, administrative and fiscal law, initially played a much
more limited role than in other Western democracies, such as the
United States. Except in assessing the constitutionality of new laws,
it has traditionally been less likely to challenge the government on
overly political issues. As two veteran observers note, government
by the judges, or “le gouvernement des juges is still a bogeyman
in French political discourse.”16 The judiciary has become more
assertive in recent decades. However, the extent to which it can
and should interfere in politics, without itself becoming politicized,
remains a hotly debated subject among French legal commentators
and scholars.17
A more partisan presidency
Another important source of tensions, and the second unusual
feature, concerns the relationship between the presidency and
the legislature, specifically the National Assembly (Assemblée
nationale). Should the president be seen as a consensual arbiter,
searching compromises beyond party boundaries, as General de
Gaulle initially intended? Or be more of a super prime minister,
able to enact a partisan agenda, provided the president’s party
commands a majority in the National Assembly? In recent decades,
a series of constitutional changes have arguably pulled France
towards the latter logic.18
Notably, the five-year terms of the president and the National
Assembly have been aligned in 2000, with legislative elections
taking place one month after the presidential ones. The intention
was to make periods of cohabitation less likely – previously a fairly
regular occurrence when a president of one party would face a
hostile majority in the National Assembly.
The new system has worked so far in that recent presidential
winners have been able to secure majorities for their allies in the
National Assembly. However, it may also have contributed to turn
the two most recent presidents, Nicolas Sarkozy and François
Hollande into more divisive, partisan figures. Both ended up as oneterm presidents, far less popular than most of their predecessors.
It is also worth noting that the National Assembly, as the lower
house, generally dominates the legislative process. On most
matters, the upper house (Sénat) can only delay but not block
legislation. Members to the Senate are chosen by an electoral
college (of well over 100,000 grand electors, mostly locally elected
officials such as mayors and delegates from municipal councilors).
15

See, for example, Elgie, Robert (2010), “Duverger, Semi-presidentialism and the Supposed French Archetype”, in: “France’s Political Institutions
at 50”, Routledge, pp. 6 - 25
16
Knapp, Andrew and Wright, Vincent (2006) “The Government and Politics of France”, 5th ed., Routledge, p. 65. (Arguably the authoritative
English language guide to French politics.)
17
See, in particular, “Cohen-Tanugi, L., La métamorphose de la démocratie Française: de l’État jacobin à l’État de droit”, 2nd ed., Paris, Gallimard,
1993.
18
Grossman, Emiliano and Sauger, Nicolas (2010), “The End of Ambiguity? Presidents versus Parties or the Four Phases of the Fifth Republic”, in:
“France’s Political Institutions at 50”, Routledge, pp. 181-194
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Because this over-represents small, mostly rural municipalities, the
Senate has traditionally been dominated by center-right parties. In
the history of the Fifth Republic, the Socialists and other left-of-thecenter parties only held the majority once, between 2011 and 2014.
The politics of hire and fire, French style
Beyond mere procedural matters, any description of French
governance must consider the strong role the administrative state
has traditionally played in French society. To get a sense of this, just
consider the concerns the new Trump administration has caused
by publicly targeting individual companies for shipping jobs abroad,
and trying to cajole them into “putting America first” instead. In
France – under both left-wing and right-wing governments – such
targeted measures and economic nationalism more broadly would
simply be considered good practice and barely cause a shrug. (The
French, after all, invented mercantilism.)
In France, however, public criticism of individual companies
may often not even be necessary. Remember how constitutional
constraints and economic institutions tend to mitigate the impact
of any one electoral event (Section 3)? There seems to be an added
twist to this in the French context.
In the other examples of political business cycles considered above,
the question was how governments might influence the private
sector in order to maximize their chances of getting re-elected. A
few years ago, a couple of economists wondered whether in France,
the causality might also work the other way around. Specifically,
Marianne Bertrand, Francis Kramarz, Antoinette Schoar and David
Thesmar looked at the timing of the hiring and firing decisions of
politically connected Chief Executives (CEOs). A CEO was deemed
“politically connected” if he or she had previously worked in the
public sector and served as an advisor to a government minister
(“cabinet ministeriel”).
At the time of the study in the late 1990s and early 2000s, 11% of
publicly listed companies accounting for some 63% of the market
capitalization of the French stock markets were headed by a former
civil servant. More than half of these CEOs had also served as
advisors to a government minister.
Next, the study looked at how many jobs each firm created in any
given municipality, as well as how many plants were started and
shut down annually in a given city, and ran the data against the
1995 and 2001 municipal elections. It duly found that politically
connected CEOs seemed to be highly sensitive to the electoral
calendar. In election years, the firms in the sample were generally
more likely to create jobs and less likely to shut down plants. This
seemed to be particularly pronounced in municipalities were the
election outcome was uncertain. The results broadly held, both
for companies that had at some point been nationalized and ones
that had never been state-owned, provided they were headed by a
politically connected CEO.19
19

Bertrand, Marianne, Kramarz, Francis, Schoar, Antoinette and Thesmar, David (2006) “Politicians, Firms and the Political Business Cycle:
Evidence from France” available online at http://www.crest.fr/ckfinder/userfiles/files/pageperso/kramarz/politics_060207_v4.pdf. Another
interesting finding was that politically connected firms did not, in fact, derive net benefits financially. This suggests that in France, unlike “in other
countries political connections might have a large cost” (p. 28) to the shareholders of such companies.
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And now for the real distinctions
These findings illustrate a few interesting features worth keeping
in mind when thinking about this year’s elections. In France, large
chunks of both the public and the private sector have long been run
by fairly cohesive elites. Most CEOs in above study, for example,
shared common educational backgrounds, having studied at the
same, very limited set of “Grandes Ecoles.” Switching from the civil
service to the private sector and back again remains common.
Superficially, this might look like crony capitalism. The reality is
arguably more complicated. Admission to the “Grandes Ecoles”
such as Polytechnique for engineering, the École nationale
d'administration (ENA) for future civil servants or the business
school École des Hautes Etudes Commerciales (HEC-Paris) is highly
selective, but basically based on individual merits, usually through
a series of competitive exams. The French civil service generally
takes a similar approach to identifying potential high-flyers.
Of course, that will be of little comfort to the many millions of
people either looking for a job or unhappy with the one they have.
Employment in general and “youth” unemployment in particular
has been a major source of frustration – for decades. This is key to
understanding both how this year’s presidential candidates might
fare – and what the eventual winner may be able to accomplish.
Mitterrand, revisited
To start with the issue of what the next president might be able to
do, remember the 1980s? If you happen to be British or American,
you might think of tax cuts, deregulation and other supply-side
reforms. The French experience was very different.
François Mitterrand first came into office in 1981. It was the third
time Mitterrand had run for the presidency, becoming the first
left-wing President of France to be elected by universal suffrage.
Mitterrand embarked on a far-ranging program of radical economic
policies, with new taxes (including on wealth), increased workers’
rights, raising the minimum wage and generous new welfare
entitlements. Nationalizations of major industrial groups as well as
banks further reinforced the role of the state in the economy, already
a dominant actor for much of the post-war period.
The result of all this were a rapidly deteriorating trade balance,
rising unemployment and stubbornly high inflation, even as key
trading partners such as Germany, the UK and the U.S. saw inflation
fall. Markets panicked, with the franc coming under attack. By
mid-1983, the experiment was abandoned, but not before the left
lost its credibility on economic policy – and soon thereafter control
of the National Assembly.20
The episode neatly illustrates just how radical a new French
administration, with a popular mandate and little previous
governing experience, can be. Provided that it commands popular
support and as long as it controls the National Assembly, there
20

For an overview, see Sachs, Jeffrey and Wyplosz, Charles (1986), “The Economic Consequences of President Mitterrand”, Economic Policy, Vol.
1 (2), pp. 261-322, who convincingly argue that the French economy was already in bad shape when Mitterrand took over and, less convincingly,
that he should receive some credit for changing course so quickly
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are few alternative centers of power that can slow, let alone stop,
changes. The checks and balances in this particular instance did not
come from within the French political system, but from the outside,
via market pressures.
Alas, for those favoring market-friendly reforms, radicalism in the
opposite direction is rare. Once again, checks and balances within
the political system play a secondary role. Instead, mass protests,
marches and national strikes have time and time again slowed,
stopped and watered down reforms over the past twenty years,
including under the two most recent presidencies.
This year’s contenders
Since the beginning of the year, Marine Le Pen has been leading in
most polls for the first round of voting on April 23rd, and is currently
polling at around 25-27%. She looks all but certain to qualify for
the run-off on May 7th, which will be required if no candidate wins
50% or more. Having succeeded her father, Jean-Marie Le Pen, as
leader of the Front National (FN) in 2011, she has aimed to soften
her party’s image, while continuing to call for a crackdown on illegal
immigration and a moratorium on legal immigration. In economicpolicy terms, Ms. Le Pen has been sharply critical of free trade, free
markets, globalization, the European Union and the euro. Financial
markets fear that she may lead the country out of the Eurozone.
The current runner-up is political newcomer Emmanuel Macron.
Aged 39 years, Mr. Macron is a former investment banker with
Rothschild, who has never held elected office. A former advisor
to outgoing President Hollande, Mr. Macron pushed for businessfriendly reforms as Minister of the Economy between 2014 and
2016. His economic-policy priorities include – relatively modest –
cuts in taxes and public spending, partly by not replacing some
120,000 civil servants due to retire over the next few years. Most
promisingly, he plans to increase labor-market flexibility, increase
spending on training the unemployed and tighten the criteria for
claiming unemployment benefits. He is also the most europhile
leading candidate. Most polls currently give him 23-25% in the first
round. In a run-off with Ms. Le Pen, current polling suggests Macron
would win, securing somewhere between 59-62%, with Le Pen at
38-40%.
Next in line is former Prime Minister François Fillon with 19-21%
in the first-round polls. Mr. Fillon is the standard-bearer of France’s
largest center-right party (renamed Les Républicains in 2015). He
was the surprise winner of his party’s first-ever presidential primary
and had been planning to run on a far-reaching economic-reform
program of cutting taxes, spending and red tape. In recent weeks,
he has instead been embroiled in a nepotism scandal over payments
to his wife and two of his children.21 Putting family members on
the parliamentary pay-roll is not unusual in France, but it remains
unclear whether Mr. Fillon’s actually did any work. With a criminal
indictment for fraud looming, Mr. Fillon has vowed to nevertheless
continue his campaign. Polls before the latest revelations still put
Mr. Fillon ahead of Le Pen in a second round match-up. In recent

21
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weeks, Mr. Fillon has been at 56-59%, compared to 40-43% for Le
Pen.
None of the other candidates currently looks likely to get into
the second round. However, there has been some speculation
that Benoît Hamon, the socialist candidate and former Minister of
National Education under Hollande, might team up with far-left
firebrand Jean-Luc Mélenchon. Mr. Mélenchon has consistently
been polling at around 10-12%, having won 11% at the 2012
presidential elections. Mr. Hamon has seen his polls fluctuate
between 13-16%. It is unclear, however, how voters would react
to any endorsement. The deadline for formally filing candidacies is
March 17th, and the final list of candidates will be published on
March 21st.
For markets, the worst-case scenario would be such an alliance
allowing a far-left candidate to enter a second-round match-up
against Ms. Le Pen; given Mr. Mélenchon’s eurosceptic stances,
this could create massive uncertainty on the future of both the
Eurozone and French economic-policy making.
Too early to call
Given the polling situation, it is tempting to discount the chances
of Ms. Le Pen winning. This would be premature in our view,
however. Admittedly, French polling has historically had a pretty
good track record in correctly projecting results within a few
percentage points well in advance of both first-round presidential
elections and potential second-round match-ups. However, this has
been less true for other contests, where big polling misses have
been quite common.
A key stumbling block in the French context seems to be turn-out.
This has generally been high for presidential contests, but less so,
for example, in regional elections. It is tricky to know in advance
whose voters will turn out. However, current polling suggests that
Ms. Le Pen’s voters are most committed to their candidate. Those
favoring Mr. Macron, her most likely opponent, are far less sure
about their choice.
Moreover, the usual concerns about drawing conclusions from
a handful of examples apply, only more so. There have only
been 10 presidential elections so far, and none quite like this
one. In particular, passed front-runners have tended to be veteran
politicians. By the time François Mitterrand, Jacques Chirac,
Georges Pompidou, Valéry Giscard d'Estaing or indeed Nicolas
Sarkozy and François Hollande got elected, they had been in
electoral politics for decades. Typically, they served in government,
and more often than not they had either already run for the
presidency or at least considered it. Voters had had plenty of time
to form a view well in advance of the actual campaign.
By contrast, Mr. Macron is a political newcomer, with a limited
presence and untested appeal outside the main urban areas. It
remains to be seen, meanwhile, whether Mr. Fillon will be able to
recover from his scandal. Ms. Le Pen is the subject of several legal
investigations as well, notably into party funding. These may not
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harm her prospects among core supporters, but could make it even
harder to win over new voters.
Plainly, plenty can still happen both before the first round
and between the two rounds. Ms. Le Pen is a skilled and
experienced campaigner and her party has been building up its
party infrastructure throughout France for decades. Already, there
are signs of foreign meddling, with Russia and its state-sponsored
media stepping up efforts to damage Mr. Macron.
Of course, uncertainty cuts both ways. For example, polls
significantly overstated the electoral strength of FN candidates,
including both Ms. Le Pen and her niece Marion Maréchal-Le Pen
in the run-off to the 2015 regional elections. Having come out
ahead nationally in the first round, the FN was unable to win a
single regional presidency in the second round. The reason the polls
missed this was an unusual increase in turn-out. In 2015, many
voters appeared to come out specifically to block FN candidates. It
was a similar story in 2002, when Jean-Marie Le Pen shocked the
nation by getting into second round, only to be resoundingly beaten
by Jacques Chirac.
Meanwhile, are markets missing the real story?
Market nervousness has mainly centered on concerns about France
potentially leaving the Eurozone. Even if Le Pen won the presidency,
this would hardly be a forgone conclusion. A more immediate
question, however, is whether markets are missing the real story.
When following the French elections, we are keeping a keen eye on
political betting markets.
Betting odds of French presidential candidates

Source: Oddschecker, Bloomberg Finance L.P., Deutsche Asset Management Investment GmbH;
as of 3/8/17

It is doubtful whether betting markets can give reliable signals for
this particular contest. However, they seem to provide an excellent
proxy of what financial-market participants are currently thinking
about each candidate’s prospects. Already, this has had a big
impact on sovereign-bond spreads.
The link looks much less clear between the odds of various
candidates and the French stock market. This seems a touch odd.
After all, an alternative way to read the current situation is that
two of the three leading candidates, Mr. Macron and Mr. Fillon, are
running on a platform of economic reform. Their combined share
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of the vote for the first round has been hovering in the low- to
mid-40s. By contrast, traditional left-wing candidates have been left
far behind.
Clearly, change is in the air. And clearly, French voters, like their
British and American counterparts are fed up with the status quo.
But what if you live in a country like France, where for decades, the
status quo has already meant being ruled by economic nationalists
of various sorts?

Conclusion
As the American futurologist Roy Amara observed, humans tend
to overestimate the effect of a technology in the short run and
underestimate the effect in the long run. The same is probably true
of seismic political shifts.
We would continue to argue that Brexit and the election of Donald
Trump illustrate new fault-lines, not captured by the traditional
left and right political spectrum. Following these events, it seems
sensible enough to look for signs of popular anger in other parts
of the world.
However, be prepared that any revolt against the status quo might
play out very differently, depending on the country in question.
As we have seen, forces such as the FN in France, the PVV in
the Netherlands and their counterparts in many other European
countries, have been around for decades. In many European
countries, they have participated in regional, local and even (directly
or indirectly) in national governments.
For better or for worse, European politics remains a mish-mash of
national politics. This is why this Special has focused on the two
next contests, though we will, of course, have more to say about
other upcoming elections in Germany, and, potentially, Italy. In the
meantime, we would caution against reading too much into any
one result.
France, in particular, has long followed its own political cycles, often
proudly at odds with the Anglo-Saxon world. As other countries turn
inwards, France might just surprise the world by embracing such
“foreign” concepts as competition, free markets, innovation and –
dare one say – “Laissez-faire.” Either way, it will be worth watching,
particularly as we learn more on who the two final candidates will
be and what they might do.
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Glossary
Bank of England (BoE)
The Bank of England (BoE) is the central bank of the United
Kingdom.
Brexit
Brexit is a combination of the words "Britain" and "Exit" and
describes the possible exit of the United Kingdom of the European
Union.
CAC 40
The CAC 40 is a French stock-market index, representing the 40
most significant values among the 100 companies with the highest
market cap on the Euronext Paris.
Correlation
Correlation is a measure of how closely two variables move
together over time.
Dax
The Dax is a blue-chip stock-market index consisting of the 30 major
German companies trading on the Frankfurt Stock Exchange.
Democratic Party (Democrats)
The Democratic Party (Democrats) is one of the two political parties
in the United States. It is generally to the left of its main rival, the
Republican Party.
Electoral College
The Electoral College is the body which elects the President and the
Vice President of the United States. It is composed of electors from
each state equal to that state’s representation in Congress.
Euro Stoxx 50
The Euro Stoxx 50 is an index that tracks the performance of bluechip stocks in the Eurozone.
European Union (EU)
The European Union (EU) is a political and economic union of 28
member states located primarily in Europe.
Eurozone
The Eurozone is formed of 19 European Union member states that
have adopted the euro as their common currency and sole legal
tender.
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Fifth Republic
France’s current system of government, the Fifth Republic, was
established by Charles de Gaulle in 1958. It is a republican system
with a strong head of state.
French franc
The French franc was France’s currency before the euro was
adopted in 1999.
Front National (FN)
The National Front (Front National, FN) is a far-right political party
in France, founded in 1972 by ultra-nationalist Jean-Marie Le Pen
and currently led by his daughter, Marine Le Pen.
FTSE 100
The FTSE 100 is an index that tracks the performance of the 100
major companies trading on the London Stock Exchange.
Gross domestic product (GDP)
The gross domestic product (GDP) is the monetary value of all the
finished goods and services produced within a country's borders in
a specific time period.
Italy’s constitutional referendum
Italy’s constitutional referendum will be held not later than October
2016 on the question whether voters approve of amending the
Italian Constitution to transform the Senate of the Republic into
a “Senate of Regions”. The bill was proposed by prime minister
Matteo Renzi and his party.
Pound sterling (GBP)
The pound sterling (GBP), or simply the pound, is the official
currency of the United Kingdom and its territories.
Republicans
The Republican Party (Republicans), also referred to as Grand Old
Party (GOP), is one of the two major political parties in the United
States. It is generally to the right of its main rival, the Democratic
Party.
S&P 500
The S&P 500 is an index that includes 500 leading U.S. companies
capturing approximately 80% coverage of available U.S. market
capitalization.
U.S. Federal Reserve Board (the Fed)
The U.S. Federal Reserve Board, often referred to as "the Fed", is
the central bank of the United States.
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United States Congress
The United States Congress is the legislature of the federal
government. It is comprised of the Senate and the House
of Representatives, consisting of 435 Representatives and 100
Senators.
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Risk warning
Investments are subject to investment risk, including market
fluctuations, regulatory change, possible delays in repayment and
loss of income and principal invested. The value of investments can
fall as well as rise and you might not get back the amount originally
invested at any point in time.
Investments in Foreign Countries – Such investments may be in
countries that prove to be politically or economically unstable.
Furthermore, in the case of investments in foreign securities or
other assets, any fluctuations in currency exchange rates will affect
the value of the investments and any restrictions imposed to prevent
capital flight may make it difficult or impossible to exchange or
repatriate foreign currency.
Foreign Exchange/Currency – Such transactions involve multiple
risks, including currency risk and settlement risk. Economic or
financial instability, lack of timely or reliable financial information
or unfavorable political or legal developments may substantially
and permanently alter the conditions, terms, marketability or price
of a foreign currency. Profits and losses in transactions in foreign
exchange will also be affected by fluctuations in currency where
there is a need to convert the product’s denomination(s) to another
currency. Time zone differences may cause several hours to elapse
between a payment being made in one currency and an offsetting
payment in another currency. Relevant movements in currencies
during the settlement period may seriously erode potential profits
or significantly increase any losses.
High Yield Fixed Income Securities – Investing in high yield bonds,
which tend to be more volatile than investment grade fixed income
securities, is speculative. These bonds are affected by interest rate
changes and the creditworthiness of the issuers, and investing in
high yield bonds poses additional credit risk, as well as greater risk
of default.
Hedge Funds – An investment in hedge funds is speculative and
involves a high degree of risk, and is suitable only for “Qualified
Purchasers” as defined by the US Investment Company Act of 1940
and “Accredited Investors” as defined in Regulation D of the 1933
Securities Act. No assurance can be given that a hedge fund’s
investment objective will be achieved, or that investors will receive
a return of all or part of their investment.
Commodities – The risk of loss in trading commodities can
be substantial. The price of commodities (e.g., raw industrial
materials such as gold, copper and aluminium) may be subject
to substantial fluctuations over short periods of time and
may be affected by unpredicted international monetary and
political policies. Additionally, valuations of commodities may be
susceptible to such adverse global economic, political or regulatory
developments. Prospective investors must independently assess
the appropriateness of an investment in commodities in light
of their own financial condition and objectives. Not all affiliates
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or subsidiaries of Deutsche Bank Group offer commodities or
commodities-related products and services.
Investment in private equity funds is speculative and involves
significant risks including illiquidity, heightened potential for loss
and lack of transparency. The environment for private equity
investments is increasingly volatile and competitive, and an investor
should only invest in the fund if the investor can withstand a total
loss. In light of the fact that there are restrictions on withdrawals,
transfers and redemptions, and the Funds are not registered under
the securities laws of any jurisdictions, an investment in the funds
will be illiquid. Investors should be prepared to bear the financial
risks of their investments for an indefinite period of time.
Investment in real estate may be or become nonperforming after
acquisition for a wide variety of reasons. Nonperforming real estate
investment may require substantial workout negotiations and/ or
restructuring.
Environmental liabilities may pose a risk such that the owner or
operator of real property may become liable for the costs of removal
or remediation of certain hazardous substances released on, about,
under, or in its property. Additionally, to the extent real estate
investments are made in foreign countries, such countries may
prove to be politically or economically unstable. Finally, exposure
to fluctuations in currency exchange rates may affect the value of
a real estate investment.
Structured solutions are not suitable for all investors due to potential
illiquidity, optionality, time to redemption, and the payoff profile of
the strategy. We or our affiliates or persons associated with us or
such affiliates may: maintain a long or short position in securities
referred to herein, or in related futures or options, purchase or sell,
make a market in, or engage in any other transaction involving such
securities, and earn brokerage or other compensation. Calculations
of returns on the instruments may be linked to a referenced
index or interest rate. In such cases, the investments may not be
suitable for persons unfamiliar with such index or interest rates, or
unwilling or unable to bear the risks associated with the transaction.
Products denominated in a currency, other than the investor’s home
currency, will be subject to changes in exchange rates, which may
have an adverse effect on the value, price or income return of the
products. These products may not be readily realizable investments
and are not traded on any regulated market..
Important Information – UK
In the UK this publication is considered a financial promotion and
is approved by DB AG on behalf of all entities trading as Deutsche
Asset Management in the UK.
Deutsche Asset Management is the brand name of the Asset
Management division of the Deutsche Bank Group. The respective
legal entities offering products or services under the Deutsche
Asset Management brand are specified in the respective contracts,
sales materials and other product information documents.
Deutsche Asset Management, through Deutsche Bank AG, its
affiliated companies and its officers and employees (collectively
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“Deutsche Bank”) are communicating this document in good faith
and on the following basis.
This document is a financial promotion and is for general
information purposes only and consequently may not be complete
or accurate for your specific purposes. It is not intended to be an
offer or solicitation, advice or recommendation, or the basis for any
contract to purchase or sell any security, or other instrument, or
for Deutsche Bank to enter into or arrange any type of transaction
as a consequence of any information contained herein. It has been
prepared without consideration of the investment needs, objectives
or financial circumstances of any investor.
This document does not identify all the risks (direct and indirect)
or other considerations which might be material to you when
entering into a transaction. Before making an investment decision,
investors need to consider, with or without the assistance of
an investment adviser, whether the investments and strategies
described or provided by Deutsche Bank, are suitability and
appropriate, in light of their particular investment needs, objectives
and financial circumstances. We assume no responsibility to advise
the recipients of this document with regard to changes in our views.
Past performance is no guarantee of future results.
The products mentioned in this document may be subject to
investment risk including market fluctuations, regulatory change,
counterparty risk, possible delays in repayment and loss of income
and principal invested. Additionally, investments denominated in
an alternative currency will be subject to currency risk, changes
in exchange rates which may have an adverse effect on the value,
price or income of the investment. The value of an investment can
fall as well as rise and you might not get back the amount originally
invested at any point in time.
We have gathered the information contained in this document
from sources we believe to be reliable; but we do not guarantee
the accuracy, completeness or fairness of such information and it
should not be relied on as such. Deutsche Bank has no obligation
to update, modify or amend this document or to otherwise notify
the recipient in the event that any matter stated herein, or any
opinion, projection, forecast or estimate set forth herein, changes
or subsequently becomes inaccurate.
Deutsche Bank does not give taxation or legal advice. Prospective
investors should seek advice from their own taxation agents
and lawyers regarding the tax consequences on the purchase,
ownership, disposal, redemption or transfer of the investments and
strategies suggested by Deutsche Bank. The relevant tax laws or
regulations of the tax authorities may change at any time. Deutsche
Bank is not responsible for and has no obligation with respect to
any tax implications on the investment suggested.
No assurance can be given that any investment described herein
would yield favorable investment results or that the investment
objectives will be achieved. In general, the securities and financial
instruments presented herein are not insured by the Federal Deposit
All articles are available on https://deutscheam.com/cio-view
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Insurance Corporation (”FDIC“), and are not guaranteed by or
obligations of Deutsche Bank AG or its affiliates. We or our affiliates
or persons associated with us may act upon or use material in
this report prior to publication. DB may engage in transactions in
a manner inconsistent with the views discussed herein. Opinions
expressed herein may differ from the opinions expressed by
departments or other divisions or affiliates of Deutsche Bank.
This document contains forward looking statements. Forward
looking statements include, but are not limited to assumptions,
estimates, projections, opinions, models and hypothetical
performance analysis. The forward looking statements expressed
constitute the author‘s judgment as of the date of this material.
Forward looking statements involve significant elements of
subjective judgments and analyses and changes thereto and/
or consideration of different or additional factors could have a
material impact on the results indicated. Therefore, actual results
may vary, perhaps materially, from the results contained herein.
No representation or warranty is made by Deutsche Bank as
to the reasonableness or completeness of such forward looking
statements or to any other financial information contained in this
document.
This document may not be reproduced or circulated without our
written authority. The manner of circulation and distribution of
this document may be restricted by law or regulation in certain
countries, including the United States. This document is not
directed to, or intended for distribution to or use by, any person
or entity who is a citizen or resident of or located in any locality,
state, country or other jurisdiction, including the United States,
where such distribution, publication, availability or use would be
contrary to law or regulation or which would subject Deutsche
Bank to any registration or licensing requirement within such
jurisdiction not currently met within such jurisdiction. Persons into
whose possession this document may come are required to inform
themselves of, and to observe, such restrictions.
Deutsche Bank conducts its business according to the principle that
it must manage conflicts of interest fairly, both between itself and
its clients and between one client and another.
As a global financial services provider, Deutsche Bank faces actual
and potential Conflicts of Interest periodically. The Bank’s policy
is to take all reasonable steps to maintain and operate effective
organisational and administrative arrangements to identify and
manage relevant conflicts. Senior management within the Bank
are responsible for ensuring that the Bank’s systems, controls
and procedures are adequate to identify and manage Conflicts of
Interest.
Deutsche Bank AG is authorised under German Banking Law
(competent authority: European Central Bank) and, in the United
Kingdom, by the Prudential Regulation Authority. It is subject to
supervision by the European Central Bank and by BaFin, Germany’s
Federal Financial Supervisory Authority, and is subject to limited
regulation in the United Kingdom by the Prudential Regulation
Authority and the Financial Conduct Authority.
All articles are available on https://deutscheam.com/cio-view
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Deutsche Bank AG is a joint stock corporation with limited liability
incorporated in the Federal Republic of Germany, Local Court
of Frankfurt am Main, HRB No. 30 000; Branch Registration in
England and Wales BR000005 and Registered Address: Winchester
House, 1 Great Winchester Street, London EC2N 2DB. Deutsche
Bank AG, London Branch is a member of the London Stock
Exchange. (Details about the extent of our authorisation and
regulation by the Prudential Regulation Authority, and regulation by
the Financial Conduct Authority are available on request or from
www.db.com/en/content/eu_disclosures.htm). Financial Services
Registration Number 150018.
Deutsche Asset Management is a trading name of Deutsche Asset
Management (UK) Limited. Registered in England & Wales No
5233891. Registered Office: Winchester House, 1 Great Winchester
Street, London EC2N 2DB. Deutsche Asset Management (UK)
Limited is authorised and regulated by the Financial Conduct
Authority. Financial Services Registration Number 429806.
This document may not be distributed in Canada, Japan, the United
States of America, or to any U.S. person.
© 2017 Deutsche Asset Management Investment GmbH
Disclaimer EMEA
Deutsche Asset Management is the brand name of the Asset
Management division of the Deutsche Bank Group. The respective
legal entities offering products or services under the Deutsche
Asset Management brand are specified in the respective contracts,
sales materials and other product information documents.
Deutsche Asset Management, through Deutsche Bank AG, its
affiliated companies and its officers and employees (collectively
“Deutsche Bank”) are communicating this document in good faith
and on the following basis.
This document has been prepared without consideration of
the investment needs, objectives or financial circumstances of
any investor. Before making an investment decision, investors
need to consider, with or without the assistance of an
investment adviser, whether the investments and strategies
described or provided by Deutsche Bank, are appropriate, in
light of their particular investment needs, objectives and financial
circumstances. Furthermore, this document is for information/
discussion purposes only and does not constitute an offer,
recommendation or solicitation to conclude a transaction and
should not be treated as giving investment advice.
Deutsche Bank does not give tax or legal advice. Investors
should seek advice from their own tax experts and lawyers, in
considering investments and strategies suggested by Deutsche
Bank. Investments with Deutsche Bank are not guaranteed, unless
specified. Unless notified to the contrary in a particular case,
investment instruments are not insured by the Federal Deposit
Insurance Corporation (“FDIC”) or any other governmental entity,
and are not guaranteed by or obligations of Deutsche Bank AG or
its affiliates.
All articles are available on https://deutscheam.com/cio-view
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Investments are subject to various risks, including market
fluctuations, regulatory change, counterparty risk, possible delays
in repayment and loss of income and principal invested. The value
of investments can fall as well as rise and you may not recover
the amount originally invested at any point in time. Furthermore,
substantial fluctuations of the value of the investment are possible
even over short periods of time.
This publication contains forward looking statements. Forward
looking statements include, but are not limited to assumptions,
estimates, projections, opinions, models and hypothetical
performance analysis. The forward looking statements expressed
constitute the author’s judgment as of the date of this material.
Forward looking statements involve significant elements of
subjective judgments and analyses and changes thereto and/
or consideration of different or additional factors could have a
material impact on the results indicated. Therefore, actual results
may vary, perhaps materially, from the results contained herein.
No representation or warranty is made by Deutsche Bank as
to the reasonableness or completeness of such forward looking
statements or to any other financial information contained herein.
The terms of any investment will be exclusively subject to the
detailed provisions, including risk considerations, contained in the
Offering Documents. When making an investment decision, you
should rely on the final documentation relating to the transaction
and not the summary contained herein.
This document may not be reproduced or circulated without our
written authority. The manner of circulation and distribution of
this document may be restricted by law or regulation in certain
countries, including the United States. This document is not
directed to, or intended for distribution to or use by, any person
or entity who is a citizen or resident of or located in any locality,
state, country or other jurisdiction, including the United States,
where such distribution, publication, availability or use would be
contrary to law or regulation or which would subject Deutsche
Bank to any registration or licensing requirement within such
jurisdiction not currently met within such jurisdiction. Persons into
whose possession this document may come are required to inform
themselves of, and to observe, such restrictions.
Kingdom of Bahrain
For Residents of the Kingdom of Bahrain: This document does
not constitute an offer for sale of, or participation in, securities,
derivatives or funds marketed in Bahrain within the meaning
of Bahrain Monetary Agency Regulations. All applications for
investment should be received and any allotments should be made,
in each case from outside of Bahrain. This document has been
prepared for private information purposes of intended investors
only who will be institutions. No invitation shall be made to the
public in the Kingdom of Bahrain and this document will not be
issued, passed to, or made available to the public generally. The
Central Bank (CBB) has not reviewed, nor has it approved, this
document or the marketing of such securities, derivatives or funds
in the Kingdom of Bahrain. Accordingly, the securities, derivatives
or funds may not be offered or sold in Bahrain or to residents thereof
All articles are available on https://deutscheam.com/cio-view
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except as permitted by Bahrain law. The CBB is not responsible for
performance of the securities, derivatives or funds.
State of Kuwait
This document has been sent to you at your own request. This
presentation is not for general circulation to the public in Kuwait.
The Interests have not been licensed for offering in Kuwait by the
Kuwait Capital Markets Authority or any other relevant Kuwaiti
government agency. The offering of the Interests in Kuwait on
the basis a private placement or public offering is, therefore,
restricted in accordance with Decree Law No. 31 of 1990 and the
implementing regulations thereto (as amended) and Law No. 7 of
2010 and the bylaws thereto (as amended). No private or public
offering of the Interests is being made in Kuwait, and no agreement
relating to the sale of the Interests will be concluded in Kuwait. No
marketing or solicitation or inducement activities are being used to
offer or market the Interests in Kuwait.
United Arab Emirates
United Arab Emirates Deutsche Bank AG in the Dubai International
Financial Centre (registered no. 00045) is regulated by the Dubai
Financial Services Authority. Deutsche Bank AG – DIFC Branch may
only undertake the financial services activities that fall within the
scope of its existing DFSA license. Principal place of business in
the DIFC: Dubai International Financial Centre, The Gate Village,
Building 5, PO Box 504902, Dubai, U.A.E. This information has been
distributed by Deutsche Bank AG. Related financial products or
services are only available to Professional Clients, as defined by the
Dubai Financial Services Authority.
State of Qatar
Deutsche Bank AG in the Qatar Financial Centre (registered no.
00032) is regulated by the Qatar Financial Centre Regulatory
Authority. Deutsche Bank AG - QFC Branch may only undertake
the financial services activities that fall within the scope of its
existing QFCRA license. Principal place of business in the QFC:
Qatar Financial Centre, Tower, West Bay, Level 5, PO Box 14928,
Doha, Qatar. This information has been distributed by Deutsche
Bank AG. Related financial products or services are only available
to Business Customers, as defined by the Qatar Financial Centre
Regulatory Authority.
Kingdom of Saudi Arabia
Deutsche Securities Saudi Arabia LLC Company, (registered no.
07073-37) is regulated by the Capital Market Authority. Deutsche
Securities Saudi Arabia may only undertake the financial services
activities that fall within the scope of its existing CMA license.
Principal place of business in Saudi Arabia: King Fahad Road, Al
Olaya District, P.O. Box 301809, Faisaliah Tower – 17th Floor, 11372
Riyadh, Saudi Arabia. This document may not be distributed in
Canada, Japan, the United States of America, or to any U.S. person.
© 2017 Deutsche Asset Management Investment GmbH
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