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Election results and distribution of power

On November 5, the United States held presidential elections. Republican and
former president Donald Trump won the elections surprisingly clearly. The
Electoral College, which in fact elects the president, will meet on December 17,
while the inauguration is scheduled for January 20, 2025. Furthermore,
elections for Congress, which is the legislative branch consisting of two
chambers, also took place at the same time. In the Senate, one-third of the 100
senators were newly elected, with the Republicans winning back the majority
from the Democrats. In the House of Representatives, all 435 seats are up for
re-election, the result is still open Thursday morning (CNN: 209R 191D, 218
for a majority). From a practical point of view, the close results in both
chambers of Congress should be mentioned, since even within the parties,
opinions are not always the same and so legislation can fail. In the Senate, for
example, 60% of the votes are also needed to pass laws. However, success
across the board makes it easier to implement proposals on a broad basis. One
exception, however, is the new tariff regime proposed by Trump, which the US
president can effectively introduce without congressional approval based on
Section 232 of the Trade Expansion Act of 1962.

US- Economy

The situation of the national debt is becoming significantly more precarious, as
the non-partisan Committee for a Responsible Federal Budget (CRFB) shows in
an analysis. The Trump administration's plans would cause the debt-to-GDP
ratio to skyrocket from the current 99% to as much as 142% by 2035. A
comparable figure with European debt figures would be more than 20% higher.
Trump's agenda includes extending existing tax breaks, a tax exemption for
tips, a reduction in the corporate tax rate from 21% to 15% while at the same
time relaxing regulatory requirements and ending the taxation of social
benefits. The revenue side will also face a tense situation, because according
to the CFRB analysis, by 2035 there is likely to be a shortfall of up to 12 cents
for every US dollar spent. We see a significant increase in US inflation as the
main economic risk. The introduction of broad-based tariffs and a tightening of
the labor market due to stricter immigration controls, as well as fiscal stimulus
under conditions of almost full employment, would drive up inflation. A
sustained rise in inflation would prompt the US Federal Reserve to raise key
interest rates in line with its mandate. This would put the brakes on the
economy and, with a view to interest payments, put a strain on the already
stretched national budget.
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Eurozone - economy

A new presidency by Donald Trump will put the EU under pressure in many
areas. As the USA is an important trading partner for some European
countries, the prospect of possible tariffs of 10% on all imports to the USA
alone will have a dampening effect on growth prospects in the eurozone. This
gives European companies an incentive to relocate production capacities to
the USA in the medium term. Should the US increase tariffs on Chinese goods
to 60%, as Trump has promised, this could lead to Chinese producers
attempting to sell their surplus production in Europe at dumping prices. This
would put additional pressure on the European industry and would probably
lead to increased political tensions between China and the EU. We expect
Trump's election victory to have a dampening effect on sentiment among
European companies due to expected additional trade barriers, which will also
have a negative impact on consumer sentiment. The propensity of companies
to invest and the propensity to consume could subsequently fall, with
corresponding negative consequences for growth.

With a US President Trump, the probability of faster interest rate cuts by the
ECB in 2025 has increased, as a weaker growth outlook has a dampening
effect on inflation expectations. We currently expect the ECB to cut the
deposit rate to 2.25% by September 2025.

Impact on asset classes

US and German government bonds

As the likelihood of a Trump victory increased, US yields rose sharply, as
expected. Under Trump, inflation expectations will be fueled by planned
tariffs, tax cuts and immigration restrictions. It seems likely to us that the
average yield of 3.9% on 10-year US Treasuries expected by the
Congressional Budget Office (CBO) will be significantly exceeded over the
next few years. We think that the general US yield level will rise in the medium
term and that if the US Federal Reserve has to raise key rates due to rising
inflation, the yield curve could flatten or even invert again. Trump's expected
policy could lead to the ECB loosening its monetary policy more quickly than
previously expected, which could cause German yields to fall, especially at the
short end, and the yield curve to steepen. For long maturities, US
requirements probably represent the greatest upside risk for yields.

US-dollar

In an initial reaction, the US dollar was able to appreciate massively and
strengthen by 2 cents against the euro. We think that the US dollar can
benefit from a higher US interest rate level under Trump relative to other
currency areas, at least as long as no crisis of confidence develops, for
example due to high government debt.

Sub-Sovereigns and Agencies (SSA)

In the public sector, the risks remain on the upside. With a clear Republican
majority now in place, there should be more political clarity in the US, but a
possible easing of tensions in Eastern Europe will be offset by diverging trade
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policies with more potential for conflict and greater geopolitical tensions in
other regions. Deficits of public finances are insufficiently addressed in both
the USA and the eurozone. Downgrades by rating agencies would not come as
a surprise as a result. Asset swap secondary market spreads, which have
been rising since mid-2023, have developed a rising trend, which is also
evident in EUR sovereigns overall. This trend has even accelerated in recent
weeks.

Financials & Covered Bonds

A trade conflict, which has become more likely as a result of Trump's election
victory, should also have an impact on the European banking market in the
medium term. The negative consequences for the European economy,
whether due to more expensive exports of goods to the US or increased
competitive pressure from China, could lead to rising loan defaults. As a
result, banks' risk costs, which are already rising, would accelerate more
pronounced and possibly over the longer term. Such a scenario is currently
not priced into the valuations of unsecured bank bonds. Rather, the market is
currently rewarding the still robust core earnings of banks with low risk
premiums on senior bank bonds and a small yield gap to covered bonds. This
results in a certain potential for widening spreads should there be a significant
deterioration in trade relations under Trump. However, it can be assumed that
there will be a considerable time lag between the introduction of punitive
tariffs and the deterioration in the credit quality of European bank loans. In
addition, default rates are still at a fairly low level in absolute terms despite the
increase in recent months. A significant market movement in bank bonds in
the coming days due to the outcome of the election is therefore rather
unlikely.

EUR Corporate Bonds

The EUR corporate bond markets did not react significantly to Donald Trump's
election victory. Credit spreads remained almost unchanged in both the IG and
HY segments. There were also no significant differences between the sectors.

In a sector comparison, we see the greatest spread widening risks for bonds
from the automotive industry (automakers and suppliers). This is because
vehicles are one of the EU's most important export goods in trade with the US.
Therefore, the industry could be relatively hard hit by possible new import
tariffs. However, the automotive industry accounts for only around 10% of the
outstanding volume in both the EUR investment grade and the EUR high yield
corporate bond markets.

In defensive sectors (telecoms, utilities), which traditionally play a major role in
the EUR corporate bond market, we do not expect the US election result to
have any significant medium to long-term impact. However, uncertainty about
Trump's trade policy could temporarily lead to higher spread volatility,
especially in the EUR high yield market.
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Utilities dominate the EUR IG corporate bond market Telecoms and Industrials dominate the EUR HY market
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Equities

Mr. Trump's forthcoming presidency has initially led to rising indices. The
expectation of falling taxes on corporate profits has a positive impact on all
companies, especially small caps. The most important US leading indices
reached new record highs on the day after the election. Investors are also
assuming that the US tariffs will have a positive impact on local companies in
the USA.

Internationally, the stock markets reacted unevenly. The leading US indices
clearly reacted positively. By contrast, the European Stoxx 600 fell by -1.0%
after the election and remains in a 6-month sideways trend. Automotive
manufacturers in particular trended negatively on Wednesday (including after
BMW's weak Q3 results). On the other hand, European airlines, among others,
performed positively, benefiting from the fall in oil prices. The Nikkei 225
future fell slightly.

To provide an overview of the possible effects of Donald Trump's expected
policies, we summarize them here.
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Effects of the Trump Presidency / Equity Sectors

Weight Worldindex

Sector USA Europe USA EU
Technology + Federal Trade Commission (FTC) will no longer - US import tariffs negative for US sales of 23.4% 1.2%
prevent big-tech mergers & breakup of big-tech hardware manufacturers (ASML)
monopolies no longer poses a significant threat.
(AAPL/MSFT/AMZN/GOOG/META)
Financials + Less regulation / higher profitability + Shifting to equities that generate 100% of 8.2% 3.1%
(JPM, BA, MS) revenues in Europe
- Banks with high exposure to Mexico are
negatively affected by the looming NAFTA trade
conflict.
(BBVA, Banco Santander)
Consumer + US automotive sector benefits from import - US import tariffs reduce margins of automobile 8.4% 2.6%
Discretionary tariffs on products of European competitors manufacturers
(Tesla, GM, Ford) (VW, BMW, Mercedes, Ferrari, Stellantis)
Health Care + Less competition from Europe due to US - Sector with very high exports to the USA. 7.0% 2.6%
import tariffs (Eli Lilly) Import tariffs could also affect the pharmaceutical
and/or medical technology sector.
(Novo Nordisk, Roche, Novartis)
Industrials + U.S. defense industry benefits from higher - US import tariffs on aviation industry possible 5.6% 2.5%
defense budgets globally (Airbus)
+ Less competition from Europe due to import - Wind turbine producers negatively impacted by
tariffs falling clean energy demand in the USA
(Vestas/Orsted)
Consumer Staples - Higher costs of imports from China could - US import tariffs on beverages & spirits / 3.3% 1.4%
negatively impact margins negative impact for exporters
(Walmart, Costco, Target) (Diageo, Heineken)
Energy + Less regulation & focus on sustainability / - Expected further increase in US oil production 2.3% 0.8%
higher profitability slightly negative for the oil price, i.e. slightly
negative for European. Up-stream companies
(BP, TotalEnergies)
Basic Resources + More expansive US fiscal policy under Trump/ - Chemical exports to the USA would be 1.1% 0.6%
especially positive for precious metals/gold negatively affected by US import tariffs (BASF)
(Agnico-Eagle Mines)
- Less federal funding for hydrogen projects
(Linde)
Telecom Neutral + Shift to equities with 100% exposure to 1.2% 0.5%
Europe
Utilities + Falling US natural gas price improves margins + Shift to equities with 100% exposure to 1.3% 0.6%

due to expected expansion of production
capacities

Europe

Source: Erste Group Research, Erste Global 1000 Index (USD), FactSet

We expect the second Trump presidency to have a positive impact on the US
technology sector. The anti-monopoly initiatives of the US Federal Trade
Commission (FTC) will be significantly weakened compared to the Biden
administration. The pharmaceutical industry will also face fewer complaints
from the FTC due to high prices than before. It is likely that the FTC will again
be as inactive as it was in the period from 2017 to 2021.
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The relevance of fossil fuels (oil and natural gas) will increase again at the
expense of alternative energies. It can be assumed that conventional energy
companies will have fewer restrictions on the extraction and transmission of
energy sources. An increase in the awarding of new concessions for the
exploration of oil and gas fields is to be expected.

In general, the countries of the emerging markets will be burdened if their
exports are affected by tariffs or the financing of investments by a stronger
uUsSD.

Gold

Trump's upcoming presidency will contribute to a higher political risk
worldwide and thus promote the rise in the price of gold. Furthermore, the US
budget deficit will grow rapidly in the coming years with Trump as president.
This situation will result in a further rise in the gold price in the medium term.
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Disclaimer

This publication was prepared by Erste Group Bank AG or any of its consolidated subsidiaries (together with consolidated
subsidiaries "Erste Group") independently and objectively as general information pursuant. This publication serves interested
investors as additional source of information and provides general information, information about product features or
macroeconomic information without emphasizing product selling marketing statements. This publication does not constitute
a marketing communication pursuant to Art. 36 (2) delegated Regulation (EU) 2017/565 as no direct buying incentives were
included in this publication, which is of information character. This publication provides only other information without making
any comment, value judgement or suggestion on its relevance to decisions which an investor may make and is therefore also
no recommendation. Thus this publication does not constitute investment research pursuant to Art. 36 (1) delegated
Regulation (EU) 2017/565. It has not been prepared in accordance with legal requirements designed to promote the
independence of investment research and it is not subject to the prohibition on dealing ahead of the dissemination of
investment research. The information only serves as non-binding and additional information and is based on the level of
knowledge of the person in charge of drawing up the information on the respective date of its preparation. The content of the
publication can be changed at any time without notice. This publication does not constitute or form part of, and should not be
construed as, an offer, recommendation or invitation for a transaction in any financial instrument or connected financial
instruments, and neither this publication nor anything contained herein shall form the basis of or be relied on in connection
with or act as an inducement to enter into any contract or inclusion of a financial or connected financial instrument in a
trading strategy. Information provided in this publication is based on publicly available sources which Erste Group considers
as reliable, however, without verifying any such information by independent third persons. While all reasonable care has been
taken to ensure that the facts stated herein are accurate and that the forecasts, opinions and expectations contained herein
are fair and reasonable, Erste Group (including its representatives and employees) neither expressly nor tacitly makes any
guarantee as to or assumes any liability for the up-to-dateness, completeness and correctness of the content of this
publication. Erste Group may provide hyperlinks to websites of entities mentioned in this document, however the inclusion of
a link does not imply that Erste Group endorses, recommends or approves any material on the linked page or accessible from
it. Neither a company of Erste Group nor any of its respective managing directors, supervisory board members, executive
board members, directors, officers of other employees shall be in any way liable for any costs, losses or damages (including
subsequent damages, indirect damages and loss of profit) howsoever arising from the use of or reliance on this publication.
Any opinion, estimate or projection expressed in this publication reflects the current judgment of the author(s) on the date of
publication of this document and does not necessarily reflect the opinions of Erste Group. They are subject to change without
prior notice. Erste Group has no obligation to update, modify or amend this publication or to otherwise notify a reader thereof
in the event that any matter stated herein, or any opinion, projection, forecast or estimate set forth herein, changes or
subsequently becomes inaccurate. The past performance of a financial or connected financial instrument is not indicative for
future results. No assurance can be given that any financial instrument or connected financial instrument or issuer described
herein would yield favorable investment results or that particular price levels may be reached. Forecasts in this publication
are based on assumptions which are supported by objective data. However, the used forecasts are not indicative for future
performance of financial instruments incl. connected financial instruments. Erste Group, principals or employees may have a
long or short position or may transact in financial instrument(s) incl. connected financial instruments referred to herein or may
trade in such financial instruments with other customers on a principal basis. Erste Group may act as a market maker in
financial instruments, connected financial instruments or companies resp. issuers discussed herein and may also perform or
seek to perform investment services for those companies resp. issuers. Erste Group may act upon or use the information or
conclusion contained in this publication before it is distributed to other persons. This publication is subject to the copyright of
Erste Group and may not be copied, distributed or partially or in total provided or transmitted to unauthorized recipients. By
accepting this publication, a recipient hereof agrees to be bound by the foregoing restrictions.

Erste Group is not registered or certified as a credit agency in accordance with Regulation (EC) No 1060/2009 of the
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