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German elections: Wirtschaftswunder 3.0
still far out
Germany is heading towards another revival of the grand coalition as
its political landscape grows increasingly fragmented

Signing of the
parliamentary group of
the CDU and CSU by
Friedrich Merz and
Markus Söder, Berlin

The results of the elections are well-known by now: the CDU/CSU led by Friedrich Merz came in as
largest party, followed by the far-right AfD, SPD, Greens and Linke. The FDP and BSW didn’t make it
into parliament.

Besides the results themselves, there are a few important observations: the 84% voter turnout was
the highest since reunification, and the three parties of the collapsed government coalition lost
some 18 percentage points of their 2021 votes, with the SPD and the FDP suffering severe losses.
At the same time, far-right and far-left parties gained almost 20ppt compared with 2021, reaching
almost 30% of the total votes. And there is more – despite winning the elections, Merz’s CDU had
the second weakest result ever, and the SPD had its worst result ever.

Towards a revival of the grand coalition
Given that the CDU/CSU strictly ruled out a coalition with the AfD, the only possible government
coalition is a revival of the grand coalition between the CDU/CSU and SPD. Still, coalition talks won’t
be straightforward. After its worst election result ever, the SPD will not easily move into a
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government coalition as junior partner to the CDU/CSU. The party is likely to now enter a new era
of political leadership and another existential crisis. Also, any coalition agreement will probably
have to pass a grassroots vote, with members who are traditionally more left-wing than their
party leaders.

Still, we think that eventually the SPD will budge, as a grand coalition is the only feasible option for
the CDU/CSU to form a government and the SPD has proven often enough not to shy away from
the responsibility to join a government. The only other option would be a coalition with AfD; a
scenario Friedrich Merz had strictly ruled out.

In the first days after the elections, Friedrich Merz already learned that being the leader of an
opposition party is something different than becoming the next chancellor. Promises made in an
election campaign are not that easily implemented in a government coalition.

After complicated coalition talks, a revival of the grand coalition could bring some tax cuts for
households and corporates without cuts in social expenditures, as well as some deregulation. The
coalition will probably also agree on investments in infrastructure and defence, either via a special
purpose vehicle or changes to the debt brake. Germany might support increased European efforts
to fund defence and infrastructure spending. However, significant reforms, such as changes to the
pension system, seem highly unlikely. Additionally, achieving lower and more stable energy prices
should not be taken for granted.

How to pay for it?
The biggest challenge will be financing any new plans. During the campaign, the CDU/CSU
presented plans with a significant funding gap. Joining a coalition with the SPD will make this
funding gap even larger as cuts on social expenditures are less likely to happen. However, it was
always suspected that the CDU/CSU would shift its stance on the debt brake after the elections.
Whether this is really happening is a different story. Suggestions made by Friedrich Merz after the
elections for possible changes to the debt brake were corrected a few hours later.

With the Left and the Greens, there is now a two-thirds majority in parliament for outright changes
to the debt brake, although the Left would not support such a debate for increased defence
spending. There is a narrow window to reform the debt brake by using the next 30 days – during
which the current parliament is still in place – to secure the votes of the SPD, Greens, and CDU.

The CDU, however, has now ruled out these outright changes. Still, a special funds for additional
defence spending might still be announced with the help of the ‘old’ parliament. What's more is
that the CDU/CSU has manoeuvred itself into a difficult position. While probably open for more
substantial changes to the debt brake for infrastructure investments, the tough talk during the
election campaign will keep the CDU/CSU from pushing too hard for these changes. It doesn’t want
to suffer reputational damages. Promises made, promises kept.

Some cyclical improvement without Wirtschaftswunder 3.0
German voters will get what they want the most: soft and gentle change but no disruption. Some
cyclical recovery without getting close to any Wirtschaftswunder 3.0. In fact, the biggest risk next
to simply delaying overdue reforms is a further strengthening of the far-right and far-left (as we
saw previously whenever the CDU/CSU and the SPD were in a coalition). Therefore, a lot of the
success of the next government will depend on the willingness of individual parties and leading
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politicians to leave personal and party interests behind and focus on getting the economy out of
its structural stagnation. This would also require leaving some political holy cows behind.
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