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US: The 2012 election season

o The main political event by far in the year to come is the presidential election on
6 November. We expect this to set the tone for politics throughout the year.

o The presidential election coincides with the congressional election, where 33 out
of 100 Senate seats and all 435 seats in the House of Representatives are up for
election.

e Over the coming year, the US economy faces major challenges, which are likely
to demand political solutions. The first major issue coming up is the vote on the
extension of the payroll tax cut, as the temporary extension expires at the end of
February.

Despite the US presidential election being 10 months away, the race is growing more
intense by the day. The last few months have clearly shown that the election season has
set in, as the debates on both the debt ceiling and the extension of the payroll tax holiday
have highlighted. The split Congress, with a Republican majority in the House and
Democrats controlling the Senate, means we are not likely to see any major decisions on
the budget this side of the election.

The primary elections

As President Obama faces no major challenges in the Democratic primary his nomination
is set in stone, implying that all the attention has turned to the Republican primary race,
running from early January to late June. There are two major contenders remaining in the
running to receive the Republican nomination, Mitt Romney and Newt Gingrich. There
are 46 states still to vote before the nomination is finally locked in at the Republican
convention in the week beginning 27 August.

With three different candidates having one or more wins under their belt in the four
different primaries completed so far, the race remains open, although most polls predict
the former Massachusetts governor Mitt Romney will win the overall nomination, after
winning the Florida primary by a convincing margin. However, only about 5% of the total
2,286 delegates have been distributed so far. The largest bulk of votes will take place on
so-called Super Tuesday on 6 March, when 10 states are due to vote. This should lock
down the candidate, in case it is not set in stone by then.

On economic issues, we see no major differences between the two republican candidates.
They both support the extension of the payroll tax holiday and making the Bush tax cuts
permanent. They both focus on funding from non-defence spending cuts in order to
finance the tax breaks and are both vocally against tax hikes, including the Democratic
proposal to fund the payroll tax cut by taxing the wealthiest Americans more heavily.
Additionally, they both support lowering corporate taxes dramatically and -either
repealing or significantly loosening the Dodd-Frank banking regulation reform.

Important disclosures and certifications are contained from page 3 of this report.
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Key dates for the election year

o GOP primary: 3 Jan-26 Jun
Super Tuesday: 6 Mar

e GOP national convention: 27-30 Aug

 DNC national convention: 3-7 Sep

e Presidential/congressional
election: 6 Nov

Source: Danske Markets
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Recent poll results

The primary race:

- Romney 27%
- Gingrich 28%
- Santorum 16%
- Paul 13%

The presidential election:
- Obama vs Romney: tie
- Obama vs Gingrich: +12 Obama

Source: Gallup, 25-29 January

Usefullinks for tracking polls

http://fivethirtyeight.com/
http://realclearpolitics.com/

http://gallup.com/
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The presidential election - “it's the economy, stupid”

The all dominant issue of the 2012 election will be the economy. It is hard to
overestimate the impact of the economic conditions on President Obama’s chances of
getting re-elected. Historically, no president has been re-elected facing an unemployment
rate of more than 7.2%. Though this is by no means a statistical predictor for the outcome
of the election, it serves as a reminder of the significant challenges facing Obama moving
into the election season. Therefore, we will be looking closely at the trend in
unemployment and payroll figures over the months to come. It is likely to prove essential
for the president whether the voters feel the country is starting to move in the right
direction.

As mentioned above, there are significant differences in the approach to economic
policies between the Republican candidates and President Obama, notably on funding of
tax cuts and deficit reduction, health care and financial regulation. Furthermore, all
Republican candidates have come out against last year’s stimulus packages, arguing that
these types of spending programme provide no long-term support for the economy.

In a climate of dwindling confidence in lawmakers’ ability to tackle fiscal challenges on
both sides of the Atlantic, it is likely to prove central that the coming president together
with Congress manages to make a considerable dent in the deficit, without strangling the
upswing.

Another topic that might prove interesting under the coming presidency could be relations
with Iran, as the Republican candidates in particular have had a very unforgiving rhetoric
towards the rulers in Tehran on nuclear weapons. If a potential Republican president
starts rattling sabres even more, we might move closer to a standoff between Iran and the
international community, implying a rising geopolitical premium, driving up oil prices.

The elections for Congress

As the voters go to the polls on 6 November, they will not only be electing a president but
also members of both chambers of Congress. The Democratic party (including two
senators who caucus with them) hold a narrow majority of 53 seats against the
Republicans’ 47 seats. However, the majority of seats being contested in the November
election are Democratic (23 against 10 Republican), which increases the likelihood of a
Republican takeover of the Senate, if they manage to pick up the three seats they need for
a senate majority. In the other chamber of Congress, the House, the Republicans hold a
solid majority of 242 against 191 Democrats. Most polls indicate that the Republicans
will remain in control of the House after November.

However, with a job approval rate somewhere around 10-15%, the public seems far from
satisfied with the recent performance of Congress. In particular, the deadlock on raising
the debt ceiling over the summer and the payroll tax cut debacle around Christmas,
proved that Congress has a very hard time getting things done. This could prove
dangerous, as the pressure on particularly public finances is not expected to dwindle
notably over the coming years, unless decisive action is taken.

If the Democrats lose both the House of Representatives and the Senate but manage to
hang onto the presidency (widely viewed as the most likely outcome at the moment), it
might not get any easier to get much-needed economic reforms adopted.
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The primaries

Each state holds a primary election
or a caucus determining how
convention delegates will vote

The candidate with most delegates
in support takes the official
nomination at the party convention

The states distribute number of
delegates either proportionally to
the number of votes or by winner-
takes-all principle

The presidential election

Takes place on the first Tuesday
after the first Monday in November

Votersin all 50 states and the
District of Columbia determine who
gets the states’ allocated electoral
votes

The 538 electoral votes are
distributed according to the most
recent census population numbers

On 20 January, the President elect
is swornin, serving for the following
four years

The election for Congress
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All 435 seats in the House of
Representatives up for election

One-third of the 100 Senate seats
are up for election

Each senator serves six years with
one-third up for election every two
years
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Disclosure
This research report has been prepared by Danske Research, a division of Danske Bank A/S ("Danske Bank").

The author of this research report is Louise Aggerstrom Hansen, Assistant Analyst.

Analyst certification

Each research analyst responsible for the content of this research report certifies that the views expressed in the
research report accurately reflect the research analyst’s personal view about the financial instruments and issuers
covered by the research report. Each responsible research analyst further certifies that no part of the compensation
of the research analyst was, is or will be, directly or indirectly, related to the specific recommendations expressed

in the research report.

Regulation

Danske Bank is authorised and subject to regulation by the Danish Financial Supervisory Authority and is subject
to the rules and regulation of the relevant regulators in all other jurisdictions where it conducts business. Danske
Bank is subject to limited regulation by the Financial Services Authority (UK). Details on the extent of the

regulation by the Financial Services Authority are available from Danske Bank upon request.

The research reports of Danske Bank are prepared in accordance with the Danish Society of Financial Analysts’

rules of ethics and the recommendations of the Danish Securities Dealers Association.

Conflicts of interest

Danske Bank has established procedures to prevent conflicts of interest and to ensure the provision of high
quality research based on research objectivity and independence. These procedures are documented in the
research policies of Danske Bank. Employees within the Danske Bank Research Departments have been
instructed that any request that might impair the objectivity and independence of research shall be referred to the
Research Management and the Compliance Department. Danske Bank Research Departments are organised

independently from and do not report to other business areas within Danske Bank.

Research analysts are remunerated in part based on the over-all profitability of Danske Bank, which includes
investment banking revenues, but do not receive bonuses or other remuneration linked to specific corporate

finance or debt capital transactions.

Financial models and/or methodology used in this research report
Calculations and presentations in this research report are based on standard econometric tools and methodology
as well as publicly available statistics for each individual security, issuer and/or country. Documentation can be

obtained from the authors upon request.

Risk warning
Major risks connected with recommendations or opinions in this research report, including as sensitivity analysis

of relevant assumptions, are stated throughout the text.

First date of publication
Please see the front page of this research report for the first date of publication. Price-related data is calculated

using the closing price from the day before publication.

General disclaimer

This research has been prepared by Danske Markets (a division of Danske Bank A/S). It is provided for
informational purposes only. It does not constitute or form part of, and shall under no circumstances be
considered as, an offer to sell or a solicitation of an offer to purchase or sell any relevant financial instruments
(i.e. financial instruments mentioned herein or other financial instruments of any issuer mentioned herein and/or
options, warrants, rights or other interests with respect to any such financial instruments) ("Relevant Financial

Instruments").

The research report has been prepared independently and solely on the basis of publicly available information
which Danske Bank considers to be reliable. Whilst reasonable care has been taken to ensure that its contents are
not untrue or misleading, no representation is made as to its accuracy or completeness, and Danske Bank, its
affiliates and subsidiaries accept no liability whatsoever for any direct or consequential loss, including without

limitation any loss of profits, arising from reliance on this research report.

The opinions expressed herein are the opinions of the research analysts responsible for the research report and
reflect their judgement as of the date hereof. These opinions are subject to change, and Danske Bank does not
undertake to notify any recipient of this research report of any such change nor of any other changes related to the

information provided in the research report.

This research report is not intended for retail customers in the United Kingdom or the United States.

3| 1February 2012
www.danskeresear o]




Research

This research report is protected by copyright and is intended solely for the designated addressee. It may not be
reproduced or distributed, in whole or in part, by any recipient for any purpose without Danske Bank’s prior

written consent.

Disclaimer related to distribution in the United States

This research report is distributed in the United States by Danske Markets Inc., a U.S. registered broker-dealer
and subsidiary of Danske Bank, pursuant to SEC Rule 15a-6 and related interpretations issued by the U.S.
Securities and Exchange Commission. The research report is intended for distribution in the United States solely
to "U.S. institutional investors" as defined in SEC Rule 15a-6. Danske Markets Inc. accepts responsibility for this

research report in connection with distribution in the United States solely to “U.S. institutional investors”.

Danske Bank is not subject to U.S. rules with regard to the preparation of research reports and the independence
of research analysts. In addition, the research analysts of Danske Bank who have prepared this research report are
not registered or qualified as research analysts with the NYSE or FINRA, but satisfy the applicable requirements

of anon-U.S. jurisdiction.

Any U.S. investor recipient of this research report who wishes to purchase or sell any Relevant Financial
Instrument may do so only by contacting Danske Markets Inc. directly and should be aware that investing in non-
U.S. financial instruments may entail certain risks. Financial instruments of non-U.S. issuers may not be
registered with the U.S. Securities and Exchange Commission and may not be subject to the reporting and

auditing standards of the U.S. Securities and Exchange Commission.
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