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SUMMARY

o The incumbent grand coalition retaining a majority in Parliament is the most
likely outcome of this week’s European elections, although the general feeling on
Sunday night will certainly be one of a symbolic victory for the far right.

o Strengthening the strategic autonomy and competitiveness of the European
economy will remain at the heart of the next European Commission, but in the
absence of exogenous shocks, progress on integration is likely to be limited.

o A stronger than expected rise of the far right this weekend could make it harder
to find working majorities in the Parliament and even undermine the proper
functioning of the EU institutions.

NO MAJOR UPHEAVAL, BUT A SYMBOLIC VICTORY FOR THE FAR-RIGHT

The European elections on 6-9 June should not be overlooked. The vote of 360
million EU citizens will determine the composition of the new European Parlia-
ment, which may not carry as much weight within the European institutions as the
European Commission (the EU’s executive arm) or the European Council (the meet-
ing of heads of state and government that sets policy guidelines), but whose influ-
ence should not be underestimated. MEPs invest in and control the Commission
(which is the source of all EU legislation), participate in the legislative process and
vote on the European budget. The outcome of the elections on 6-9 June will there-
fore largely shape European policy for the next five years and the challenges facing
the European Union in this period are considerable in terms of security, defence,
and competitiveness.

The vote is unlikely to significantly change the current balance of power in the
Parliament, according to opinion polls. Ursula von der Leyen, the outgoing EPP
(centre-right) president of the Commission and candidate for a second term, has
been working since 2019 with an enlarged coalition of the centre-right, the centre-
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left and the liberals. After the vote, its weight would fall from 60% to 55% of the to-
tal of 720 MEPs. The enlarged coalition would therefore retain an absolute majority,
but with a reduced margin. The EPP (which has been doing well in the polls since
the beginning of the year) would secure a similar number of seats as in the 2019 elec-
tions, the S&D (centre-left) a bit less. Their liberal allies Renew are projected to be
the main losers in the elections, along with the Greens, the coalition’s occasional
allies, especially on climate-related issues.

Against this backdrop, the most likely outcome remains that Ursula von der
Leyen will be reappointed as head of the European Commission. According to
the official timetable, the European Council is expected to nominate the candidate
for the Presidency in June, and the Parliament is expected to invest the President at
the plenary session on 16-17 September. However, the nomination process may take
longer: the European Council is divided (some member states may push for alterna-
tive candidates) and securing an absolute majority in the Parliament may require
lengthy negotiations, as the vote is secret, and defections are common.

Despite the expected continuity, the Parliament is set to shift to the right, and
the sense that will surely emerge on Sunday is one of a symbolic victory for the
far right. Indeed, the parties of the eurosceptic and identitarian right would see the
biggest increase in the number of seats, with their combined weight in the chamber
rising from 17% to almost 25%. They are currently divided between the ECR (euro-
sceptic and anti-federalist) and the ID (eurosceptic and nationalist). United, they
could form the second largest group behind the centre-right and ahead of the cen-
tre-left, an unlikely scenario but one that cannot be entirely ruled out (see below).

EU elections: seat projections since 2019

EU elections: projections of possible coalitions
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THE NEW COMMISSION: CONTINUING THE EU’S STRATEGIC PIVOT

Against a background of successive exogenous shocks, the outgoing Von der Leyen
Commission contributed to significant progress in European integration. On the
macroeconomic front, it helped to strengthen European budgetary policy by creat-
ing additional pockets for the pooling of resources (e.g., €650 billion for Next Gener-
ation EU, €100 billion for SURE") to complement the existing stabilisation mecha-
nisms inherited from the euro area crisis and to finance the recovery in the difficult
context of the pandemic, particularly in the priority areas of green and digital tran-
sitions.

More recently, the EU’s agenda has been refocused on competitiveness and
strengthening strategic autonomy. This agenda would be pursued by a Com-
mission backed by an enlarged grand coalition. This pivot has taken place against
a global backdrop of heightened geopolitical tensions and the widespread adoption
of non-cooperative industrial policies by competing powers, with their emphasis on
public subsidies (e.g., Inflation Reduction Act in the United States, massive subsi-
dies to electric vehicles in China).

On strategic autonomy, the priorities are likely to be greater coordination on de-
fence issues, continued support for Ukraine and the enlargement policy (nine coun-
tries are currently candidates). On trade, the Commission is also expected to flex its
muscles on perceived unfair trade practices, probably in the form of an anti-subsidy
tariff on Chinese imports of electric vehicles in the short run. On competitiveness,
the focus will be on deepening the single market. A consensus seems to be emerging
in favour of a new push towards a capital markets union, in line with the recom-
mendations of the recent Letta report. The Draghi report, to be published in June, is
also likely to revive the debate on a European industrial policy.

LITTLE PROGRESS IN THE ABSENCE OF EXOGENOUS SHOCKS

However, there is a risk that, in the absence of major exogenous shocks, these
ambitions will not lead to much progress in terms of integration. First, defence
is a Member State competence. Most of the increase in military spending will take
place at this level rather than at the supranational level, facilitated by the exception
clauses in the new EU fiscal rules. Supranational initiatives will certainly be limited
to creating synergies between defence industry players or, at best, to creating a Eu-
ropean champion in this field. This is the purpose of the Commission’s proposal for
a €1.5 billion European Defence Industry Programme (EDIP) and the €8 billion ex-
tension of EIB financing to the defence sector. Today, the EU faces an estimated
shortfall of almost €60 billion compared to NATO targets.

Second, we see two main obstacles to the implementation of the kind of industrial
policy that the Draghi report is likely to advocate. First, the EU competition policy
is hardly compatible with the interventionism and dirigisme that could result from
an industrial policy. Second, even if this first obstacle is overcome, member states
will remain deeply divided over its financing. The Draghi report, although not yet
finalised, already mentions the need to invest €500 billion a year. But governments

" The Support to mitigate Unemployment Risks in an Emergency (SURE) was the EU programme aiming at financing the mem-
ber states’ temporary short-term employment schemes during the pandemic.
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with a conservative fiscal stance have until now formally ruled out any extension of
the Next Generation EU underlying facility beyond 2026 to finance other joint
spending.

Furthermore, the shift to the right in Parliament is likely to lead to some back-
tracking on some policies. This is possible on Green Deal measures, especially in
the wake of the farmers’ movement that took place a few months ago. Similar devel-
opments would not be surprising on the migration front, despite the significant de-
mographic challenge facing the EU as its working-age population ages.

As recent history has shown, exogenous shocks have often triggered periods of ac-
celeration in European integration. Three main contingencies could force Euro-
pean policymakers to be more ambitious in defence and industrial policy, and
to pool budget resources further: a US withdrawal from NATO if Donald Trump is
re-elected; a turn in the war in Ukraine in favour of Russia or an extension of the
conflict to other European states; a new trade war specifically targeting European
exports if Donald Trump is re-elected. But if these contingencies acted as catalysts
to expand common resources, they would also have a negative impact on
growth prospects.

WHAT CAN GO WRONG?

The main risk to the baseline scenario of a policy continuity is that the far right
makes greater gains than the polls predict. This would further reduce the incum-
bent coalition’s majority, or even deprive it of a majority altogether. In this case,
Ursula von der Leyen (if she is still the EPP candidate in such a scenario) would try
to expand the grand coalition with the Greens. But it remains to be seen whether
the Greens would be willing to concede some flexibility on the Green Deal and all
the related legislation. In any case, an expanded grand coalition would be fragile and
working majorities harder to get.

Alternatively, the presidential candidate could negotiate with certain parties on
the far right. Ursula von der Leyen has declared herself open to negotiations with
Giorgia Meloni’s Fratelli d’Italia, which currently sits in the ECR. A cooperation
would be possible, especially given the voting patterns in the Parliament where
MEPs do not necessarily follow their group’s voting instructions. But in doing so,
Ursula von der Leyen risks alienating her centre-left allies. Such a scenario would
likely weaken the Commission’s base and lead to significant backtracking on some
policies (e.g., green transition, migration policy and enlargement).

The tail risk would be the combination of a stronger-than-expected rise of the
far-right parties and their union in a single parliamentary group. There are deep
divisions between these parties, particularly over membership of the single cur-
rency, their position on Russia and the European budget. But cooperation between
Marine Le Pen and Giorgia Meloni, whose MEPs sit in the ID and ECR respectively,
could be a catalyst for a greater union of the far right. With a blocking minority in
the Parliament, the group could negotiate the rollback of some policies, seriously
hamper the smooth functioning of the EU institutions, and significantly slow down
the EU’s response to any major exogenous shock, for example on the geopolitical
front.
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interest in, any of the Invest-
ments mentioned herein, and
may or may not have relation-
ships with the issuers of or en-
tities connected with Invest-
ments mentioned in this docu-
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inconsistently with the infor-
mation and/or opinions pre-
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Singapore

This document is not directed
to, or intended for distribu-
tion, publication to or use by,
persons who are not accred-
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or institutional investors as
defined in section 4A of the
Securities and Futures Act
2001 (“SFA") or any person or
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ity, state, country or other ju-
risdiction where such distribu-
tion, publication, availability
or use would be contrary to
law or regulation or would
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tions to any prospectus or reg-
istration requirements.
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regulated by the Monetary
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(“MAS”) under the Banking
Act 1970 of Singapore, an ex-
empt financial adviser under
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Please contact BPCAL in Sin-
gapore in respect of any mat-
ters arising from, or in connec-
tion with this document.
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HK Branch distributes the
product for the third party ser-
vice provider and the product
is a product of the third party
service provider but not Pictet
HK Branch. In respect of an el-
igible dispute (as defined in
the Terms of Reference for the
Financial Dispute Resolution
Centre in relation to the Fi-
nancial Dispute Resolution
Scheme) arising between Pic-
tet HK Branch and you out of
the selling process or pro-
cessing of the related transac-
tion, Pictet HK Branch is re-
quired to enter into a Finan-
cial Dispute Resolution
Scheme process with you;
however any dispute over the
contractual terms of the prod-
uct should be resolved directly
between the third party ser-
vice provider and you.

Banque Pictet & Cie SAis a
limited liability company in-
corporated in Switzerland. It is
an authorized institution
within the meaning of the
Banking Ordinance and a reg-
istered institution (CE No.:
BMG891) under the SFO car-
rying on Type 1 (dealing in se-
curities), Type 4 (advising on
securities) and Type 9 (asset

management) regulated activi-
ties. The registered address of
Pictet HK Branch is 9/F.,
Chater House, 8 Connaught
Road Central, Hong Kong.

Warning: The contents of this
document have not been re-
viewed by any regulatory au-
thority in Hong Kong. You are
advised to exercise caution in
relation to the offer. If you are
in any doubt about any of the
contents of this document,
you should obtain independ-
ent professional advice.
Please contact Pictet HK
Branch in Hong Kong in re-
spect of any matters arising
from, or in connection with
this document.
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