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GERMANY: LASCHET VERSUS BAERBOCK - WHAT IS AT STAKE?
Berenberg Macro View

The parties have made their choice. “Continuity” candidate Armin Laschet will run for the
CDU/CSU to succeed Angela Merkel as German chancellor after the 26 September election. The
Greens already nominated Annalena Baerbock as their candidate yesterday without any fuss. The
noisy conflict between Laschet (CDU) and his challenger Markus Soder (CSU) has drawn attention
away from the key question: will German policies shift significantly after 16 years of Merkel at the
helm - or will the changes remain gradual?

In many respects, Germany works largely by consensus. Big shifts like the 2003/2004 “Agenda
2020” reforms, the exit from nuclear energy as well as the shift away from coal are mostly negoti-
ated and agreed between the mainstream parties in government and opposition. Such shifts usu-
ally reflect longer processes rather than sudden policy reversals after a federal election. Apart
from culture and history, one reason for the consensus approach is that major changes such as
those affecting key taxes or German support for the EU usually need to be passed by both houses
of parliament. More often than not, the mainstream opposition has a veto in the upper house of
parliament, which represents the governments of Germany’s 16 federal states. On its own, there-
fore, the federal government backed by a majority in the Bundestag thus has limited powers. The
current haphazard approach to lockdowns provides a key example. However, the federal level has
significant leeway in many regulatory and social policy fields. This matters.

In the Green party, the lead candidate Baerbock is far more pragmatic than much of her party
base. The same holds for the centre-left SPD, whose candidate to follow Merkel (current finance
minister Olaf Scholz) hails from the pragmatic wing of his party. If Greens (and/or) SPD govern in
a coalition with either the CDU/CSU or the liberal FDP, the result would likely be a set of prag-
matic policies that would not do serious damage to the Germany economy. But if Greens and SPD
formed a government without CDU/CSU or FDP and team up with the hard-left Left Party in-
stead, the key corrective element would be missing. Instead, the left-wing grassroots supporters
of these parties may force their leaders to implement more radical policies. The tight cap on
housing rents imposed by the red-red-green government of the city state of Berlin is a key exam-
ple of such harmful policies. Although Germany’s constitutional court just rejected this de facto
cut in many housing rents, it did so only on the formal grounds that the state of Berlin cannot
regulate the sector - that is a federal prerogative. As a result, many on the centre-left and left
now want to impose such a cap for major cities through a federal law if they win the election.

THE TAIL RISK

A look at the German labour market illustrates the tail risk. After a costly approach to unification
in 1990, Germany turned into the “sick man of Europe”. Companies relocated jobs abroad to es-
cape excessive regulations and non-wage labour costs. The “Agenda 2010” reforms of 2003/2004
turned the situation around with a little lag. From early 2006 to early 2020, the number of core
jobs subject to payroll taxes surged by 28.5%, followed by a minor drop during the pandemic - see
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chart 1. More jobs translated into higher living standards, more tax receipts and modest fiscal
surpluses without any need for austerity. As a result of the “Agenda 2010” reforms and a num-
ber of further changes enacted around that time, Germany enjoyed a “golden decade” in the ten
years before the Covid-19 pandemic.

To different degrees, the Greens, the SPD and the Left Party intend to soften or reverse some of
the reforms that have underpinned Germany’s economic success over the last 15 years. A “green-
red-red” coalition between the Greens, the SPD and the left-wing Left Party without any correc-
tive element from CDU/CSU or FDP could herald a major shift in German policies, notably to-
wards tighter labour, housing and product markets regulations that would reduce German trend
growth. See also: German politics: what the Greens are up to (16 March 2021) and page 7 the slid-
edeck attached. All other coalition options would likely have some consequences for individual
sectors of the economy but not for the overall macroeconomic outlook.

POTENTIAL OUTCOMES OF THE SEPTEMBER ELECTION

We do not change our probabilities for the outcome of the German election in response to the
decisions in favour of Laschet and Baerbock this week. Some eight days ago, we downgraded the
chance that CDU/CSU would win from 70% to 65% on account of (i) the open conflict within the
CDU, (ii) a higher chance that Laschet may win over Soder (with a lot of up-and-down in the
meantime) and (iii) that the Greens would choose Baerbock. If Soder had made it, we might have
indicated an upside risk to the CDU/CSU probability.

After 16 years in power under the helm of Merkel, we see a 65% chance that the CDU/CSU will
also lead the next German government, most likely with the Greens as junior partner — see chart
2. Laschet would be chancellor. A government without the CDU/CSU (35% probability) could be a
coalition of the Greens and the SPD with either the liberal FDP (20%) or the far-left Left Party
(15%) as third partner.

In any coalition, the strongest partner would nominate the chancellor. A government without the
CDU/CSU would most likely be led the Greens rather than the SPD, which continues to lag well
behind in the opinion polls. Of the 35% probability for a government without the CDU/CSU, we
thus see a 3oppt chance for a Green chancellor (Baerbock) and s5ppt for an SPD chancellor
(Scholz).

Slicing the same numbers differently yields a 95% probability that the Greens will be part of the
next German government, either as junior partner of the CDU/CSU (60%), as senior partner of a
three-way coalition which includes the SPD (30%) or as junior partner of such a coalition (5%).

For the CDU/CSU, the choice between Soder and Laschet was about style, charisma and perceived
electoral appeal rather than major differences on substance. Laschet is widely seen as the conti-
nuity candidate. He has usually supported Merkel on other policies including her handling of the
2015 refugee crisis. His somewhat unassuming style and penchant to moderate and bridge differ-
ences resembles Merkel’s approach. Hailing from Aachen on the Belgian and Dutch border, he
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would be willing to go along with some additional fiscal burden sharing in the EU and the Euro-
zone. But his party as well as Germany’s constitutional court would likely limit his room for
change significantly on European issues.

Chart 1: Reforms work - Germany’s post-reform employment miracle
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Chart 2: Potential German coalitions after the 26 September election
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Berenberg probabilities for coalitions after the 26 September 20231 election. Numbers in the bars: average of
recent opinion polls in %. Parties with less than 5% of the vote get no seats. As they may get c6% in total but not
seats, c47% of the vote is needed for a majority of seats. Sources: Allensbach, FGW, INSA, Kantar, Forsa, infratest
dimap, Berenberg
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Disclaimer

This document was compiled by the above mentioned authors of the economics department of Joh. Berenberg, Gossler & Co. KG (hereinafter referred to as “the
Bank”). The Bank has made any effort to carefully research and process all information. The information has been obtained from sources which we believe to be
reliable such as, for example, Thomson Reuters, Bloomberg and the relevant specialised press. However, we do not assume liability for the correctness and complete-
ness of all information given. The provided information has not been checked by a third party, especially an independent auditing firm. We explicitly point to the
stated date of preparation. The information given can become incorrect due to passage of time and/or as a result of legal, political, economic or other changes. We do
not assume responsibility to indicate such changes and/or to publish an updated document. The forecasts contained in this document or other statements on rates of
return, capital gains or other accession are the personal opinion of the author and we do not assume liability for the realisation of these.

This document is only for information purposes. It does not constitute investment advice or recommendation to buy financial instruments. It does not replace
consulting regarding legal, tax or financial matters.

Remarks regarding foreign investors
The preparation of this document is subject to regulation in the United Kingdom. The distribution of this document in other jurisdictions may be restricted by law,
and persons into whose possession this document comes should inform themselves about, and observe, any such restrictions.

United Kingdom
This document is meant exclusively for institutional investors and market professionals, but not for private customers. It is not for distribution to or the use of
private investors or private customers.

United States of America

This document has been prepared exclusively by the Bank. Although Berenberg Capital Markets, LLC (“BCM”), an affiliate of the Bank and registered US broker-
dealer, distributes this document to certain investors, BCM does not provide input into its contents, nor does this document constitute research of BCM. In addition,
this document is meant exclusively for institutional investors and market professionals, but not for retail investors or private customers. It is not for distribution to or
the use of retail investors or private customers. BCM accepts responsibility for this research document’s contents and institutional investors receiving this research
and wishing to effect any transactions in any security discussed herein should do so through BCM and not the Bank.

Please contact Berenberg Capital Markets, LLC (+1 646 949 9000) if you require additional information.

Copyright
The Bank reserves all the rights in this document. No part of the document or its content may be rewritten, copied, photocopied or duplicated in any form by any

means or redistributed without the Bank’s prior written consent.
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