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• Martin Schulz is set to be confirmed as the SPD candidate for
chancellor on 29 January and take over as party head, according
to media reports. Polls suggest that the race will be tighter with
Schulz taking on CDU's Angela Merkel at the September election,
especially if the FDP does not enter parliament.

• To be able to appoint the chancellor, the SPD would need to form
a coalition with the Greens and the Left party. Although we expect
a CDU-led coalition, one headed by the SPD is not impossible and
would likely speed up European integration more than a fourth
Merkel cabinet could.

• The fragile EU-Turkey deal on refugees and visa liberalization, as
well as the government's reaction to flaring security concerns, will
be key to monitor in the run up to the elections. The outlook for the
ECB's QE program and the economy may influence polls further.

Our view
The next German Bundestag elections are due in autumn on 24 September.
We expect the CDU to receive the most number of seats and be joined by
the SPD or the Green party in a coalition (see Figs. 1 and 2). CDU head
Angela Merkel has stated that she will run for a fourth term as chancellor.
However, Sigmar Gabriel's announcement that he supports Schulz as the
SPD candidate for chancellor could improve the party's electoral fortunes.
Indeed, Schulz is faring much better than Gabriel against Merkel in current
federal election polls (see Fig. 4).

In any event, an SPD-led coalition with the Left ("Linke") and the Green
party remains unlikely; the polls project that it will not gain a parliamentary
majority. It also remains to be seen whether these parties are willing to
cooperate, though we consider such collaboration likelier now than in the
past, when SPD officials ruled out a coalition with the Left. However, the
fate of the FDP could change the odds of this coalition. If the liberals fail to
achieve the 5% threshold needed to reenter the Bundestag, their votes will
be distributed proportionally, increasing the share of seats the remaining
parties receive. This would raise the number of seats going to the CDU,
SPD, and the Left, opening up the specter of a potential SPD-led majority.
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Fig. 1: Support for political parties
Approval of mainstream parties has fallen

Note: Based on the 5-poll moving average of various pollsters. Source:
Wikipedia, UBS, as of 24 January 2017
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Schulz is more popular than his party chief 

Despite being a newcomer to the country's domestic political scene, 

Schulz, if officially confirmed to run for chancellor at the SPD party 

congress on 29 January, might fare better against Merkel than Gabriel 

could. Current polls show Schulz is trailing Merkel by a much smaller 

margin than Gabriel. Given that he is not part of the current government 

cabinet, Schulz may be able to challenge Merkel more aggressively. In 

addition, Schulz is known for being a good speaker and for his skills in 

addressing the public. Should the FDP fail to enter parliament, the 

shortfall for a majority to form an SPD-Greens-Linke coalition could fall 

within the margin of error of elections, notwithstanding the differences in 

the three parties’ positions on key issues (such as Russian relations). The 

elections outside Germany in 2016 are a case in point in this regard.  

 

As outgoing president of the European Parliament, Schulz may represent 

an even more inclusive German approach toward Europe than a Gabriel-

or Merkel-led government would adopt. In fact, Schultz recently 

described his commitment to Europe and the European Union as 

"everlasting." Although he has been a member of the SPD's executive 

committee since 1999, Schulz has spent most of his career in Brussels, as 

a member of the European Parliament since 1994 and as president since 

2012.  

 

We think that a CDU-led coalition would by nature work better with a 

potential Republican-led France after the French elections this spring. 

However, Schulz also brings with him a vast, proven experience of 

working with center-right parties, through his dealings with the grand 

coalition in the European Parliament (e.g., the European People's Party 

and Party of European Socialists) and the respective French Republican 

members of parliament.  

 

That said, little is known about his vision on domestic affairs. In his 

speeches in Germany, Schulz has typically supported social-democratic 

ideals such as social justice and solidarity. Fleshing out his domestic 

agenda will be an important driver of his popularity in the run up to the 

elections as voters get to know him. We therefore caution against 

reading too much into current polls until more clarity emerges on Schulz's 

detailed positions. 

 

 

 

 Fig. 2: Projected share of Bundestag seats of 

potential coalitions (incl. FDP)  

CDU firmly set to remain in government  

 

 
Note: Based on the 5-poll moving average of various pollsters  
Source: Wikipedia, UBS, as of 24 January 2017 

 

Fig. 3: Projected share of Bundestag seats of 

potential coalitions (excl. FDP)  

SPD-led coalition closer to majority 

 

 
Note: Based on the 5-poll moving average of various pollsters  
Source: Wikipedia, UBS, as of 24 January 2017 
 

Fig. 4: Approval ratings  

Gabriel has considerably less support than Schulz 

 

 
Note: The question posed is: "Who would you rather see as 
chancellor after the Bundestag elections…" when given the 
choice of Merkel or Gabriel or Merkel or Schulz. 
Source: ZDF Politbarometer, UBS, as of 13 January 2017  
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Appendix

Terms and Abbreviations
Term / Abbreviation Description / Definition Term / Abbreviation Description / Definition
1H, 2H, etc. or 1H11,
2H11, etc.

First half, second half, etc. or first half 2011,
second half 2011, etc.

1Q, 2Q, etc. or 1Q11,
2Q11, etc.

First quarter, second quarter, etc. or first quarter
2011, second quarter 2011, etc.

2011E, 2012E, etc. 2011 estimate, 2012 estimate, etc. A actual i.e. 2010A
ADR American depositary receipt ARPU Average Revenue Per User
AUM Assets under management = total value of

own and third-party assets managed
Avg. average

bn Billion bp or bps Basis point or basis points (100 bps = 1
percentage point)

BVPS Book value per share = shareholders' equity
divided by the number of shares

CAGR Compound annual growth rate

Cant Inc/Capita Cantonal income per capita (Switzerland only) Capex Capital expenditures
CF Cash flow CFO 1) Cash flow from operations, 2) Chief financial

officer
Cons. Consensus Core Tier 1 Ratio Tier 1 capital minus tier 1 hybrid securities
Cost/Inc Ratio (%) Costs as a percentage of income CPI Consumer price index
CR Combined ratio = ratio of claims and expenses

as a percentage of premiums (for insurance
companies)

CY Calendar year

DCF Discounted cash flow DDM Dividend discount model
Dividend Yield (%) Dividend per share divided by price per share DPS Dividend per share
E expected i.e. 2011E EBIT Earnings before interest and taxes
EBIT Margin (%) EBIT divided by revenues EBITDA Earnings before interest, taxes, depreciation and

amortization
EBITDA Margin (%) EBITDA divided by revenues EBITDA/Net Interest EBITDA divided by net interest expense
EBITDAR Earnings before interest, taxes, depreciation,

amortization and rental expense
EFVR Estimated fair value range

EmV Embedded value = net asset value + present
value of forecasted future profits (for life
insurers)

EPS Earnings per share

Equity Ratio (%) Shareholders' equity divided by total assets EV Enterprise value = market value of equity,
preferred equity, outstanding net debt and
minorities

FCF Free cash flow = cash a company generates
above outlays required to maintain/expand its
asset base

FCF Yield (%) Free cash flow divided by market capitalization

FFO Funds from operations FY Fiscal year / financial year
GDP Gross domestic product Gross Margin (%) Gross profit divided by revenues
H half year h/h Half-year over half-year; half on half
hist av. Historical average Interbank Ratio Interbank deposits due from banks divided by

interbank deposits due to banks
Interest Coverage Ratio that expresses the number of times

interest expenses are covered by earnings
Interest exp Interest expense

ISIN International securities identification number K One thousand
LLP/Net Int Inc (%) Loan loss provisions divided by net interest

income
LLR/Gross Loans (%) Loan loss reserves divided by gross loans

LPR Least Preferred: The stock is expected to both
underperform the relevant benchmark and
depreciate in absolute terms.

Market cap Number of all shares of a company (at the end
of the quarter) times closing price

m/m Month-over-month; month on month mn or m Million
M and A Merger and Acquisition MP Marketperform: The stocks expected

performance is in line with the sector
benchmark

MPR Most Preferred: The stock is expected to both
outperform the relevant benchmark and
appreciate in absolute terms.

n.a. Not available or not applicable

NAV Net asset value Net Debt Short- and long-term interest-bearing debt
minus cash and cash equivalents

Net DPS Net dividends per share NIM or Net Int Margin
(%)

Net interest income divided by average interest-
bearing assets

Net Margin (%) Net income dividend by revenues NV Neutral View: The stock is expected to neither
outperform nor underperform the relevant
benchmark nor significantly appreciate or
depreciate in absolute terms.

n.m. or NM Not meaningful NPL Non-performing loans
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Term / Abbreviation Description / Definition Term / Abbreviation Description / Definition
OP Outperform: The stocks is expected to

outperform the sector benchmark
Op Margin (%) Operating income divided by revenues

p.a. Per annum (per year) P/BV Price to book value
P/E or PE Price to earnings / Price Earnings Ratio P/E Relative P/E relative to the market
P/EmV Price to embedded value PEG Ratio P/E ratio divided by earnings growth
PPI Producer price index Prim Bal/Cur Rev (%) Primary balance divided by current revenue

(total revenue minus capital revenue)
Profit Margin (%) Net income divided by revenues q/q or QQQ Quarter-over-quarter; quarter on quarter
R and D Research and development ROA (%) Return on assets
ROAE (%) Return on average equity ROCE (%) Return on capital employed = EBIT divided

by difference between total assets & current
liabilities

ROE (%) Return on equity ROIC (%) or ROI Return on invested capital
Shares o/s Shares outstanding Solvency Ratio (%) Ratio of shareholders' equity to net premiums

written (for insurance companies)
sotp or SOTP Sum of the parts Tax Burden Index Swiss tax index; 100 = average tax burden of all

cantons
tgt Target Tier 1 Ratio (%) Tier 1 capital divided by risk-weighted assets;

describes a bank's capital adequacy
tn Trillion UP Underperform: The stock is expected to

underperform the sector benchmark
Valor Swiss company identifier WACC Weighted average cost of capital
CIO UBS WM Chief Investment Office x multiple / multiplicator
y/y or YOY Year-over-year; year on year yr Year
YTD Year-to-date
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any investment or other specific product. Certain services and products are subject to legal restrictions and cannot be offered worldwide on an unrestricted basis and/or
may not be eligible for sale to all investors. All information and opinions expressed in this material were obtained from sources believed to be reliable and in good faith,
but no representation or warranty, express or implied, is made as to its accuracy or completeness (other than disclosures relating to UBS). All information and opinions
as well as any prices indicated are current as of the date of this report, and are subject to change without notice. The market prices provided in performance charts and
tables are closing prices on the respective principal stock exchange. The analysis contained herein is based on numerous assumptions. Different assumptions could result
in materially different results. Opinions expressed herein may differ or be contrary to those expressed by other business areas or divisions of UBS as a result of using
different assumptions and/or criteria. UBS and any of its directors or employees may be entitled at any time to hold long or short positions in investment instruments
referred to herein, carry out transactions involving relevant investment instruments in the capacity of principal or agent, or provide any other services or have officers,
who serve as directors, either to/for the issuer, the investment instrument itself or to/for any company commercially or financially affiliated to such issuers. At any time,
investment decisions (including whether to buy, sell or hold securities) made by UBS and its employees may differ from or be contrary to the opinions expressed in UBS
research publications. Some investments may not be readily realizable since the market in the securities is illiquid and therefore valuing the investment and identifying
the risk to which you are exposed may be difficult to quantify. UBS relies on information barriers to control the flow of information contained in one or more areas within
UBS, into other areas, units, divisions or affiliates of UBS. Futures and Options trading is not suitable for every investor as there is a substantial risk of loss, and losses in
excess of an initial investment may occur. Past performance of an investment is no guarantee for its future performance. Additional information will be made available
upon request. Some investments may be subject to sudden and large falls in value and on realization you may receive back less than you invested or may be required to
pay more. Changes in foreign exchange rates may have an adverse effect on the price, value or income of an investment. The analyst(s) responsible for the preparation
of this report may interact with trading desk personnel, sales personnel and other constituencies for the purpose of gathering, synthesizing and interpreting market
information. Tax treatment depends on the individual circumstances and may be subject to change in the future. UBS does not provide legal or tax advice and makes no
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are of necessity unable to take into account the particular investment objectives, financial situation and needs of our individual clients and we would recommend that
you take financial and/or tax advice as to the implications (including tax) of investing in any of the products mentioned herein. This material may not be reproduced
or copies circulated without prior authority of UBS. UBS expressly prohibits the distribution and transfer of this material to third parties for any reason. UBS accepts no
liability whatsoever for any claims or lawsuits from any third parties arising from the use or distribution of this material. This report is for distribution only under such
circumstances as may be permitted by applicable law. In developing the Chief Investment Office (CIO) economic forecasts, CIO economists worked in collaboration
with economists employed by UBS Investment Research. Forecasts and estimates are current only as of the date of this publication and may change without notice.
For information on the ways in which UBS CIO WM manages conflicts and maintains independence of its investment views and publication offering, and research and
rating methodologies, please visit www.ubs.com/research. Additional information on the relevant authors of this publication and other CIO publication(s) referenced
in this report; and copies of any past reports on this topic; are available upon request from your client advisor.
External Asset Managers / External Financial Consultants: In case this research or publication is provided to an External Asset Manager or an External Financial
Consultant, UBS expressly prohibits that it is redistributed by the External Asset Manager or the External Financial Consultant and is made available to their clients
and/or third parties. Australia: This notice is issued by UBS AG ABN 47 088 129 613 (Holder of Australian Financial Services Licence No 231087): This Document
is issued and distributed by UBS AG. This is the case despite anything to the contrary in the Document. The Document is intended for use only by “Wholesale
Clients” as defined in section 761G (“Wholesale Clients”) of the Corporations Act 2001 (Cth) (“Corporations Act”). In no circumstances may the Document be made
available by UBS AG to a “Retail Client” as defined in section 761G of the Corporations Act. UBS AG’s research services are only available to Wholesale Clients.
The Document is general information only and does not take into account any person’s investment objectives, financial and taxation situation or particular needs.
Austria: This publication is not intended to constitute a public offer under Austrian law, but might be made available for information purposes to clients of UBS
Europe SE, Niederlassung Österreich, with place of business at Wächtergasse 1, A-1010 Wien. UBS Europe SE, Niederlassung Österreich is a branch of UBS Europe SE,
a credit institution constituted under German Law in the form of a Societas Europaea, duly authorized by the German Federal Financial Services Supervisory Authority
(Bundesanstalt für Finanzdienstleistungsaufsicht, BaFin), and is subject to the joint supervision of BaFin, the central bank of Germany (Deutsche Bundesbank), as well
as of the Austrian supervisory authority (Finanzmarktaufsicht, FMA), to which this publication has not been submitted for approval. Bahamas: This publication is
distributed to private clients of UBS (Bahamas) Ltd and is not intended for distribution to persons designated as a Bahamian citizen or resident under the Bahamas
Exchange Control Regulations. Bahrain: UBS is a Swiss bank not licensed, supervised or regulated in Bahrain by the Central Bank of Bahrain and does not undertake
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Prepared by UBS Brasil Administradora de Valores Mobiliários Ltda, entity regulated by Comissão de Valores Mobiliários ("CVM"). Canada: In Canada, this publication is
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