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German elections - can the next government
kickstart growth?

The "Union"” of CDU and CSU is expected to win the German parliamentary elections | Dr. Ralph Solveen
on Sunday and thus provide the chancellor. However, the new governing coalition is

likely to consist of parties with very different economic policies. This dampens hopes

that the structural weaknesses of Germany will be significantly reduced after the

election.

Friedrich Merz will probably be the next Chancellor,...

Shortly before the Bundestag election, one thing seems clear: the CDU/CSU (who form a "union” in the Bundestag) will win this
election by a clear margin, and the CDU's party leader Friedrich Merz will be the next Chancellor. Despite a slight downward trend, the
average poll numbers for the two parties are still just over 30% and thus well above the numbers for the other parties (Chart 1).

There has also been little movement among the other “major” parties in recent weeks. The right-wing AfD is clearly in second place,
followed by the SPD and the Greens, with the gap between the two parties being quite small.

There has been more movement recently among the “smaller” parties. The poll numbers of the Left Party have improved significantly
in recent weeks; there is now much to suggest that this party will also be part of the next Bundestag. On the other hand, the trend

in the poll numbers for the “BlUndnis Sahra Wagenknecht” (BSW, a newly formed left-wing party named after her leader) continues

to point downward, with the result that this party is now below 5% in the average of the seven opinion research institutes we have
considered. The latter also applies to the business-friendly FDP, which was recently estimated at 5% again in two surveys, which would
be enough for it to enter the Bundestag.

Chart 1 - CDU/CSU still with a big lead
Parties’ share of the vote in the next general election, average of the most recent projections by 7 opinion research institutes, in
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... but with which coalition?

Whether BSW and FDP enter parliament could determine which coalitions are formed. If both fail to clear the 5% hurdle, the latest
polls suggest that CDU/CSU and SPD would together have a majority in the Bundestag (Chart 2). The same would probably apply to a
combination of CDU/CSU and the Greens, although the majority would be very small.

The situation would be different if the BSW and FDP were represented in the next Bundestag. In that case, the CDU/CSU and SPD
would probably have to look for an additional partner, which would likely be either the Greens or the FDP. Mathematically, a “Jamaica
coalition” of CDU/CSU, Greens and FDP would also be possible. However, the FDP has ruled out working with the Greens.

Chart 2 - Performance of smaller parties could determine coalition options

Parties’ shares of seats in the Bundestag in percent if BSW and FDP fail to reach the 5% threshold (left columns) or if they both
receive at least 5% (right columns), based on the average of the latest polls by 7 institutes

70 A
BSW and FDP not in parliament BSW and FDP in parliament

60 -
50 e S
40
30
20

10

CDU/CSU/SPD CDU/CSU/Greens CDU/CSU/SPD CDU/CSU/Greens

Source: wahlrecht.de, Commerzbank Research

Conflict over economic policy inevitable

The “classic” coalitions of CDU/CSU and FDP and SPD and the Greens will in all likelihood not have a majority in the Bundestag. It

is therefore almost certain that in the new coalition - as previously in the “traffic light coalition” of SPD, Greens and FDP (the SPD
usually has the color red, the FDP yellow) - parties will have to work together that have different ideas about how to get the German
economy back on track. This dampens hopes that the new federal government will actually take decisive action to give the German

economy a new boost.

Competitiveness has been eroding for ten years...

And yet there is an urgent need for action. This is evident not only from the fact that the German economy has not grown on balance
in the past five years. Rather, many studies show that Germany has lost much of its competitiveness. According to the Country Index
of the Foundation for Family Businesses, Germany has steadily fallen behind in the rankings since 2014. It used to be in the middle of
the 21 countries surveyed, but now it is very far down the ranking list (Chart 3). It is little consolation that France, Spain and Italy, the

other large economies in the eurozone, perform even worse.
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Chart 3 - Germany on a downward trend ...
Germany's ranking in the “Family Business Country Index” and its subcomponents among 21 countries

1 1

11 A
13 ~
15 A
17 A

19 A

21 T T T T T T T T T 1
2006 2008 2010 2012 2014 2016 2018 2020 2022 2024

Source: Stiftung Familienunternehmen, Commerzbank Research

Action needed in infrastructure and energy...

A look at the sub-components of the index shows that Germany is not at the bottom of the table in two areas that are often
mentioned as urgent problem areas, but rather in the middle of the pack: infrastructure and energy (Chart 4). The substance that

still exists in many areas has a positive effect. For example, the result in the area of energy is positively influenced by the very high
security of supply to date, where Germany occupies the top position. In the case of electricity prices, the result depends very much on
the consumption of the respective company. In particular, energy-intensive companies face significantly higher costs than in a number
of other countries, with the differences to the US being greater than to the average of European countries.

The infrastructure sub-item benefits, on the one hand, from the fact that factors such as legal certainty and a largely functioning
corruption control are also taken into account here. But the transport infrastructure in the narrower sense also performs better than
some might expect. Although the condition is assessed rather poorly, this is partially offset by the good development.

This is not to say that there is no need for action in these areas. Without investment in the power grid and reserve capacities at the
power plants, the security of supply could be jeopardized if renewable energies are further expanded. Without investment in the
transport infrastructure, its deterioration could more than offset the generally good development of the regions. However, according
to the study, the biggest weaknesses of Germany as a business location lie elsewhere.
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Chart 4 - ... with weaknesses particularly in taxes, labor costs and regulation
Germany's ranking in 2014, 2022 and 2024 in the “Family Business Country Index” and its subcomponents among 21 countries
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... but much more urgently in the areas of taxes, labor costs and regulation

Because the decline in the ranking is primarily due to three other areas in which Germany is now performing very poorly: taxes, labor
costs/human capital and regulation. This is not necessarily due to an absolute deterioration of the situation in Germany, but rather
to the fact that other countries have taken action, but the German government has not. For example, in recent years, many countries
have lowered corporate tax rates, while they have remained unchanged in Germany.

Will the weaknesses be addressed after the election?

Some of the weaknesses identified in this study are also mentioned prominently in most of the election manifestos. For example,
most parties want to reduce energy costs, invest more in infrastructure and reduce bureaucracy. However, there are often differences
when it comes to the “how”. For example, many parties want to reduce the electricity tax in the short term and pass on the grid costs
previously included in electricity prices to the state. However, there are certainly differences in the ideas of how electricity prices can
be reduced in the long term by expanding supply.

When it comes to reducing bureaucracy, there are likely to be significant differences in opinion as to which regulations are
dispensable. It is no coincidence that this point has been on the agenda for many years, and yet the situation has continued to
deteriorate.

Two of the weak points in the location ranking, on the other hand, are not seen as urgent by some potential governing parties.
Although the SPD and the Greens are calling for lower incomes to be relieved, they would rather increase the top tax rate, which
would also affect many companies. In contrast to the CDU/CSU and FDP, a lower corporate tax rate is not on the agenda for them.
Instead, they want to make Germany more attractive as a business location for companies, among other things, by offering a premium
for investments - in other words, subsidies.

Important aspects of the topic “labor costs and human capital” are neglected in the programs. All parties are calling for more
spending on education, although this would probably only have a positive impact in the long term.[1] However, the parties have little
to say about high labor costs in their manifestos. The CDU and CSU want to “move back towards the 40% mark” for social security
contributions (chart 5), which have risen significantly in the last two years. But there are hardly any concrete proposals to this end.
For the Greens and the SPD, too, high labor costs play practically no role as an economic problem. Instead, the minimum wage is to be
raised to EUR 15 per hour, and the promised stabilization of the pension level at 48% of average income would cause contributions to
the pension insurance system to rise significantly in the coming years due to demographic trends.
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Chart 5 - Significant increase in social security contributions
Contributions to social insurance, as a percentage of wages
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Loosening the debt brake - Will more money cure all ills?

The next coalition is most likely to make improvements in the areas of energy and infrastructure. They are likely to be able to

agree most easily on investments in these areas. However, the financing issue would have to be resolved for this, especially since
high additional expenditures will be incurred for defense. Therefore, after the election, there will be strong pressure to relax the
requirements of the constitution for new borrowing. In this context, we consider it more likely that there will be one or two additional
special funds for these two areas, at least in the short term, than that the debt brake will be formally relaxed.

Greater leeway for additional debt could also help the coalition to reach an agreement in other areas. After all, if more money is
available, a future federal government would have to set fewer priorities, allowing all partners to implement some of their ideas at the
same time, which would certainly stabilize the coalition. However, this would only be a temporary solution, which would be bought at
the cost of even higher government debt and future burdens. Furthermore, this would further increase the federal budget and thus
the state's influence on the economy, which would hardly lead to a more efficient use of economic resources in the long term.

[1] In the “human capital” section, the study’s assessment of the situation in Germany is too poor in one respect. That's because one of three points is the percentage of employees
with a university degree, in which Germany only ranks 16th among the 21 countries. However, this does not take into account the high percentage of in-company training, the
quality of which is often cited as a particular advantage of Germany as a business location. Therefore, the need for action in the field of education may not be as great as the study

shows. (back to text)



Economic Research

Resea I'Ch CcoO nta CtS (E-Mail: firstname.surname@commerzbank.com)

Chief Economist
Dr Jorg Kramer
+49 69 136 23650

Economic Research Interest Rate & Credit Research FX & Commodities Research

Dr Jorg Kréamer (Head) Christoph Rieger (Head) Ulrich Leuchtmann (Head)

+49 69 136 23650 +49 69 9353 45600 +49 69 9353 45700

Dr Ralph Solveen (Deputy Head; Germany) Michael Leister (Head Rates) Antje Praefcke (FX)

+49 69 9353 45622 +49 69 9353 45610 +49 69 9353 45615

Dr Christoph Balz (USA. Fed) Rainer Guntermann Tatha Ghose (FX)

+49 69 9353 45592 +49 69 9353 45629 +44 20 7475 8399

Dr Vincent Stamer (Euro area, World trade) Hauke SiemBen Charlie Lay (FX)

+49 69 9353 45800 +49 69 9353 45619 +65 63 110111

Dr Marco Wagner (ECB, Germany, ltaly) Ted Packmohr Michael Pfister (FX)

+49 69 9353 45623 (Head Covered Bonds and Financials) +49 69 9353 45614

Bernd Weidensteiner (USA, Fed) +49 69 9353 45635 Volkmar Baur (FX)

+49 69 9353 45625 Marco Stoeckle +49 69 9353 26854

: Head Corporate Credit) Thu-Lan Nguyen (FX, Commodities)

Tung On Tommy Wu (China) (

+65 6311 0166 +49 69 9353 45620 +49 69 9353 45617
Carsten Fritsch (Commodities)
+49 69 9353 45647
Barbara Lambrecht (Commaodities)
+49 69 9353 45611

Tung On Tommy Wu (China)
+65 6311 0166

Other publications (examples)
Economic Research: Economic Briefing (up-to-date comment on main indicators and events)
Economic Insight (detailed analysis of selected topics)
Economic and Market Monitor (chart book presenting our monthly global view)
Commodity Research: Commodity Update (comment and news on commodities markets, two times per week)
Commodity Spotlight (detailed analysis and forecasts of commodities markets)
Interest Rate & Ahead of the Curve (flagship publication with analysis and trading strategy for global bond markets
Credit Research: European Sunrise (daily comment and trading strategy for euro area bond markets)
Rates Radar (ad-hoc topics and trading ideas for bond markets)
Covered Bonds Weekly (weekly analysis of the covered bonds markets)

FX Strategy: Daily Currency Briefing (daily comment and forecasts for FX markets)
FX Hot Spots (ad hoc analysis of FX market topics)

To receive these publications, please ask your Commerzbank contact.

13



Q _
, Economic Research
Analysts
Dr. J6rg Kramer Bernd Weidensteiner
Chief Economist Senior Economist
+49 69 136 23650 +49 69 9353 45625
joerg.kraemer@commerzbank.com bernd.weidensteiner@commerzbank.com

This report was completed 21/2/2025 07:29 CET and disseminated 21/2/2025 07:29 CET.

This document has been created and published by the Group Research department (GM-R) within the Group Management division of
Commerzbank AG, Frankfurt/Main or Commerzbank’s non-US branch offices mentioned in the document.

Analyst Certification (AC): The author(s), denoted by AC at the beginning of this report, individually certifies that the views
expressed in this report accurately reflect their personal views about the subject securities and issuers; and no part of their
compensation was, is, or will be directly or indirectly related to the specific recommendation(s) or views expressed by them
contained in this document.

It has not been determined in advance whether and in what intervals this document will be updated. Unless otherwise stated current
prices refer to the most recent trading day’s closing price or spread which may fluctuate.

Conflicts of interest

Disclosures of potential conflicts of interest relating to Commerzbank AG, its affiliates, subsidiaries (together “Commerzbank”) and its
relevant employees with respect to the issuers, financial instruments and/or securities forming the subject of this document valid as
of the end of the month prior to publication of this document*:

Please refer to the following link for disclosures on companies included in compendium reports or disclosures on any company covered
by Commerzbank analysts: https://commerzbank.bluematrix.com/sellside/Disclosures.action*

*Updating this information may take up to ten days after month end.

Disclaimer

This document is for information purposes only and has been prepared for recipients who, like professional clients according to MiFID
I, have the experience, knowledge and expertise to understand information related to the financial markets. The document does not
take into account specific circumstances of any recipient and the information contained herein does not constitute the provision of
investment advice. It is not intended to be and should not be construed as a recommendation, offer or solicitation to acquire, or dispose
of, any of the financial instruments and/or securities mentioned in this document and will not form the basis or a part of any contract or
commitment whatsoever. Investors should seek independent professional advice and draw their own conclusions regarding suitability
of any transaction including the economic benefits, risks, legal, regulatory, credit, accounting and tax implications.

The information in this document is based on public data obtained from sources believed by Commerzbank to be reliable and in good
faith, but no representations, guarantees or warranties are made by Commerzbank with regard to accuracy, completeness or suitability
of the data. Commerzbank has not performed any independent review or due diligence of publicly available information regarding
an unaffiliated reference asset or index. The opinions and estimates contained herein reflect the current judgement of the author(s)
on the date of this document and are subject to change without notice. The opinions do not necessarily correspond to the opinions
of Commerzbank. Commerzbank does not have an obligation to update, modify or amend this document 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.

In order to address potential conflicts of interest Commerzbank’s Research department operates independently of other business units
of the bank. This is achieved by way of physical and administrative information barriers and separate reporting lines as well as by
written internal policies and procedures.

This communication may contain trading ideas where Commerzbank may trade in such financial instruments with customers or other
counterparties. Any prices provided herein (other than those that are identified as being historical) are indicative only, and do not
represent firm quotes as to either size or price. The past performance of financial instruments is not indicative of future results.
No assurance can be given that any financial instrument or issuer described herein would yield favourable investment results. Any
forecasts or price targets shown for companies and/or securities discussed in this document may not be achieved due to multiple risk
factors including without limitation market volatility, sector volatility, corporate actions, the unavailability of complete and accurate
information and/or the subsequent transpiration that underlying assumptions made by Commerzbank or by other sources relied upon
in the document were inapposite.

Commerzbank and or its affiliates may act as a market maker in the instrument(s) and or its derivative that has been mentioned in our
research reports. Employees of Commerzbank and or its affiliates may provide written or oral commentary, including trading strategies,

14


https://commerzbank.bluematrix.com/sellside/Disclosures.action

, Economic Research

to our clients and business units that may be contrary to the opinions conveyed in this research report. Commerzbank may perform
or seek to perform investment banking services for issuers mentioned in research reports.

Neither Commerzbank nor any of its respective directors, officers or employees accepts any responsibility or liability whatsoever for
any expense, loss or damages arising out of or in any way connected with the use of all or any part of this document.

Commerzbank may provide hyperlinks to websites of entities mentioned in this document, however the inclusion of a link does not
imply that Commerzbank endorses, recommends or approves any material on the linked page or accessible from it. Commerzbank
does not accept responsibility whatsoever for any such material, nor for any consequences of its use.

This document is for the use of the addressees only and may not be reproduced, redistributed or passed on to any other person or
published, in whole or in part, for any purpose, without the prior, written consent of Commerzbank. The manner of distributing this
document may be restricted by law or regulation in certain countries, including the United States. Persons into whose possession this
document may come are required to inform themselves about and to observe such restrictions. By accepting this document, a recipient
hereof agrees to be bound by the foregoing limitations.

Additional notes to readers in the following countries:

Germany: Commerzbank AG is registered in the Commercial Register at Amtsgericht Frankfurt under the number HRB
32000. Commerzbank AG is supervised by both the German regulator, Bundesanstalt fur Finanzdienstleistungsaufsicht (BaFin),
Graurheindorfer Strasse 108, 53117 Bonn, Marie-Curie-Strasse 24-28, 60439 Frankfurt am Main and the European Central Bank,
Sonnemannstrasse 20, 60314 Frankfurt am Main, Germany.

United Kingdom: This document is not for distribution to retail customers and has been issued or approved for issue in the United
Kingdom by Commerzbank AG, London Branch, which is authorised and regulated by Bundesanstalt fir Finanzdienstleistungsaufsicht
(BaFin) and the European Central Bank. Authorised by the Prudential Regulation Authority. Subject to regulation by the Financial
Conduct Authority and limited regulation by the Prudential Regulation Authority. Details about the extent of our regulation by the
Prudential Regulation Authority are available from us on request.

United States: This research report was prepared by Commerzbank AG, a company authorized to engage in securities activities
in Germany and the European Economic Area (EEA). Commerzbank AG is not a U.S. registered broker-dealer and is therefore not
subject to U.S. rules regarding the preparation of research and associated rules pertaining to research analysts. This document is not
for distribution to retail customers. Any distribution of this research report to U.S. investors is intended for “major U.S. institutional
investors” in reliance on the exemption from registration provided by Rule 15a-6(a)(2) of the U.S. Securities Exchange Act of 1934, as
amended (the “Exchange Act”). Any U.S. recipient of this research report seeking to effect transactions to buy or sell securities, or
related financial instruments based upon the information provided in this research report, may only do so through a Financial Industry
Regulatory Authority (FINRA) registered broker-dealer. Commerz Markets LLC (CMLLC) is a U.S. registered broker-dealer and wholly
owned subsidiary of Commerzbank AG. Commerzbank AG is a registered derivatives swap dealer with the Commodity Futures Trading
Commission (CFTC), in accordance with the Dodd-Frank Wall Street Reform and Consumer Protection Act. U.S. Person(s) and related
Dodd-Frank relevant investors seeking to effect transactions in non-security based swaps based upon the information provided in this
research report, may only do so through a CFTC registered swap dealer.

Canada: The information contained herein is not, and under no circumstances is to be construed as, a prospectus, an advertisement,
a public offering, an offer to sell securities described herein, solicitation of an offer to buy securities described herein, in Canada or
any province or territory thereof. Any offer or sale of the securities described herein in Canada will be made only under an exemption
from the requirements to file a prospectus with the relevant Canadian securities regulators and only by a dealer properly registered
under applicable securities laws or, alternatively, pursuant to an exemption from the dealer registration requirement in the relevant
province or territory of Canada in which such offer or sale is made. Under no circumstances is the information contained herein
to be construed as investment advice in any province or territory of Canada and is not tailored to the needs of the recipient. In
Canada, the information contained herein is intended solely for distribution to Permitted Clients (as such term is defined in National
Instrument 31-103) with whom Commerzbank AG and/or Commerz Markets LLC deals pursuant to the international dealer exemption.
The information contained herein is not permitted to reference securities of an issuer incorporated, formed or created under the laws of
Canada or a province or territory of Canada, as Commerzbank AG and Commerz Markets LLC operates under the international dealer
exemption pursuant to National Instrument 31-103. No securities commission or similar regulatory authority in Canada has reviewed
or in any way passed upon these materials, the information contained herein or the merits of the securities described herein and any
representation to the contrary is an offence.

European Economic Area: Where this document has been produced by a legal entity outside of the EEA, the document has been
re-issued by Commerzbank AG, London Branch for distribution into the EEA. Commerzbank AG, London Branch is authorised and
regulated by Bundesanstalt fUr Finanzdienstleistungsaufsicht (BaFin) and the European Central Bank. Authorised by the Prudential
Regulation Authority. Subject to regulation by the Financial Conduct Authority and limited regulation by the Prudential Regulation
Authority. Details about the extent of our regulation by the Prudential Regulation Authority are available from us on request.

Switzerland: This document is generally not for distribution to retail clients. Neither this research report nor the information contained
herein should be regarded as personal recommendations for transactions in financial instruments within the meaning of the Financial
Services Act.

Singapore: This document is furnished in Singapore by Commerzbank AG, Singapore branch. It may only be received in Singapore by
an institutional investor, an accredited investor or an expert investor as respectively defined in section 4A of the Securities and Futures
Act, Chapter 289 of Singapore (“SFA”) pursuant to section 274 or section 275 (as applicable) of the SFA. Nothing in this document
constitutes accounting, legal, regulatory, tax, financial or other advice and/or recommendations to the recipient of this communication.
Further, the communication/information provided herein does not constitute a “financial advisory service” within the meaning of the
Financial Advisers Act, Chapter 110 of Singapore (“FAA”) and therefore, the regulatory requirements and duties that may be owed to a
client pursuant to or in connection with the FAA are not applicable to the recipient in connection with this communication. Recipients
are advised to seek independent advice from their own professional advisers about the information contained discussed herein.

15



, Economic Research

Japan: This information and its distribution do not constitute and should not be construed as a "solicitation” under the Financial
Instrument Exchange Act (FIEA) of Japan. This information may be distributed from Commerzbank international branches outside
Japan solely to "professional investors” as defined in Article 2(31) of the FIEA and Article 23 of the Cabinet Ordinance Regarding
Definition of Article 2 of the FIEA. Please note that Commerzbank AG, Tokyo Branch has not participated in its preparation. Any
instruments referred in this report cannot be introduced by the Branch. You should contact the Corporate Clients division of
Commerzbank AG for inquiries on availability of such instruments.

Australia: Commerzbank AG does not hold an Australian financial services licence. This document is being distributed in Australia to
wholesale customers pursuant to an Australian financial services licence exemption for Commerzbank AG under Class Order 04/1313.
Commerzbank AG is regulated by Bundesanstalt fur Finanzdienstleistungsaufsicht (BaFin) under the laws of Germany which differ
from Australian laws.

People’s Republic of China (PRC): This document is furnished by Commerzbank AG and is only intended for eligible entities in the
PRC. No-one else may rely on any information contained within this document. The products and services in this document only apply
to entities in the PRC where such products and services are permitted to be provided by PRC laws and regulations. For any person
who receives this document, the information in this document shall neither be regarded as promotion or solicitation of the business nor
accounting, legal, regulatory, tax, financial or other advice and/or recommendations to the recipient of this communication, and the
recipient is advised to seek independent advice from its own professional advisers about the information contained herein and shall
understand and abide by PRC laws and regulations while conducting any related transactions.

© Commerzbank AG 2025. All rights reserved. Version 25.01
Commerzbank Offices

Frankfurt London New York Singapore
Commerzbank AG Commerzbank AG Commerz Markets LLC Commerzbank AG
DLZ - Gebdude 2, PO BOX 52715 225 Liberty Street, 32nd 128 Beach Road
Handlerhaus floor, .

30 Gresham Street #17-01 Guoco Midtown
Mainzer LandstraBBe 153 New York, .

London, EC2P 2XY Singapore 189773
60327 Frankfurt NY 10281-1050
Tel: + 49 69 136 21200 Tel: + 44 207 623 8000 Tel: + 1212 703 4000 Tel: +65 63110000

16





