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Germany Before The Upcoming Federal Elections – 
Potential Outcome And Consequences 

 

Ladies and Gentlemen: 

It is a great honor -- and pleasure -- to have the opportunity to be here with you today.  
Additionally, it has allowed me to catch up with those of you whom I met during the 12-
month period when the E.ON/Ruhrgas Ministerial Cartel Approval was being negotiated, and 
BP acquired Veba Oel. This provided me with a fascinating insight into the professionalism 
of the BP empire, and I am delighted to see some of the colleagues present today, including 
Mr. Bonse-Geuking, Mr. Franke,  Mr. Mather and Mr. Cuno. 

After taking a quick glance at the current oil price and the margins being achieved in the 
refinery business, the exchange of Ruhrgas shares for the Veba Oel shares may prove to have 
been an even better deal than first expected. 

Whilst this, of course, works in your favor, the very same high oil price is a very big 
headache for our politicians campaigning in their constituencies.  The election is drawing to a 
close and already we are hearing an ever-growing number of demands for regulatory 
intervention with regard to energy prices.  This is Germany, after all. 

As a result, the high oil price was also a major topic in last night’s TV debate between 
Federal Chancellor Schröder and his challenger Angela Merkel.  Chancellor Schröder 
accused the oil majors of shamelessly exploiting the crisis following hurricane Katrina for 
further price increases. 

Ladies and Gentlemen, this brings us to the core of the subject at hand: 

Germany is set to elect a new federal parliament a week on Sunday.  Although polls suggest 
that Schröder won the TV debate last night, the same opinion polls say that Chancellor 
Schröder will, with almost absolute certainty, lose his majority, and that Angela Merkel, as 
chairperson of the strongest party, the CDU, will become his successor as Federal Chancellor. 
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That is the relatively certain outcome.   However, it is once again expected to be a very tight 
result.  It will be interesting to see which party will govern alongside the CDU/CSU.   

Mrs. Merkel received a considerable boost following the appointment of professor Kirchhof 
as her special tax adviser and the former Siemens CEO, Heinrich von Pierer, as her expert 
adviser on economic affairs.  According to current forecasts, there should be just enough 
votes to form a coalition between the CDU/CSU (currently with 43 % of the votes) and the 
FDP (currently with 6 % of the votes).   

However, in the previous elections, what appeared to be a comfortable majority in the 
opinion polls was lost at the very last minute.  If this were to occur again, Mrs. Merkel would 
have no alternative but to form a grand coalition with the SPD, the second largest party in the 
Federal Parliament with approximately 32 % of the votes.   

Such a grand coalition would, in my view, be catastrophic for Germany and our development 
for two reasons:  

Over the past few months, we have witnessed a de facto grand coalition in all major political 
issues, since the opposition parties have been able to block all legislative projects by using 
their majority in the Upper House of the Federal Parliament, the so-called Bundesrat.  

As a result, the Schröder Government was reliant upon, and had to make significant 
concessions to, the CDU.  This in turn resulted in half-hearted solutions that have, to a large 
extent, failed to move this country any further forward. 

Compared to the previous election results, if the SPD loses with approximately 32 % of the 
votes, this means that it will have conceded around 6 % to the new left-wing alliance 
consisting of former Communists in the PDS, disaffected left-wing Social Democrats as well 
as trade unionists.  

Against this background, the re-elected SPD parliamentary group will no doubt try to win 
back some of these lost votes by pursuing more vigorous left-wing policies.  This would 
effectively block most of the far-reaching, liberal reforms being proposed by Angela Merkel. 

Ladies and Gentlemen, I am of course aware that there is always more than one view.  
However, let us assume for a moment that the opinion polls are correct and there will be 
sufficient votes for a majority of CDU and FDP.   

Apart from Angela Merkel as our new Federal Chancellor, such a cabinet would also include 
Wolfgang Gerhardt, currently leader of the FDP parliamentary group in the Bundestag, as 
Foreign Minister; Guido Westerwelle, the party chairman of the FDP, most likely as Minister 
for Justice; and Paul Kirchhof, a tax professor and former judge at the Federal Constitutional 
Court, as Finance Minister.   
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Mr. Kirchhof’s nomination was regarded as an unexpected choice by Angela Merkel and met 
with such approval that any other candidate for this post would create a public uproar. All 
other minister appointments will depend upon party-political arithmetics and the need to 
ensure adequate regional representation, and therefore cannot be predicted accurately at this 
stage.  In particular, it is still unclear whether Edmund Stoiber, prime minister of the Federal 
State of Bavaria, will be included in Mrs. Merkel’s cabinet.  Based upon the present situation, 
however, I consider this to be rather unlikely. 

What changes will Germany undergo, following the expected change in government? 

In terms of foreign policy, the transatlantic relations with the US, in particular, will be 
strengthened – which is of great importance for our country.  It is quite clear that there has 
been strong personal discord between President Bush and Schröder ever since the latter used 
the invasion in Iraq to secure his re-election in the previous elections by playing the peace 
card and by refusing to lend his support to the US.  German-American relations will therefore 
improve significantly, without the new German Government blindly following American 
policies. 

The revival of good relations with the US will undoubtedly also influence German-Russian 
relations. Chancellor Schröder’s excellent rapport with President Putin have undeniably 
benefited the German economy.  Angela Merkel will find it difficult to step into Schröder’s 
shoes in this regard straight away. 

Nonetheless, we must remember that at the end of the Kohl era, everyone had likewise feared 
that the excellent German-Russian ties, built up between Chancellor Kohl and the Russian 
President Yeltsin, would suffer.  As we witnessed back then, however, both countries edged 
back together again very soon thereafter. 

However, one thing is certain.  Angela Merkel is not likely to perpetuate the Paris-Berlin-
Moscow axis in its current form. Chancellor Schröder and Presidents Chirac and Putin 
angered not only their neighbors in the European Union, but also the Baltic States with their 
joint initiatives.  Prime Minister Blair, for instance, should definitely welcome Mrs. Merkel’s 
rise to power, given that Schröder turned his back on Blair with regard to the Iraq war and at 
the recent EU Summit.  The Financial Times headline today:  “Why Europe needs a Merkel 
victory!” 

No membership - instead a privileged partnership.  That is the approach of the CDU on the 
issue of Turkey’s accession to the European Union.  The view is that the latest expansion of 
the EU by ten new accession countries has pushed the Union to the very limits of its 
economic capacity.  Even leaving aside cultural and religious considerations, the CDU does 
not expect Turkey’s accession to be possible in the next 10 to 15 years for this economic 
reason alone. 
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I expect future European policy under the Merkel government to be coordinated in the 
Chancellor’ s Office, where this task will be carried out by a junior minister.  

As far as economic policy is concerned, the fact is that Germany has not yet arrived in the 
globalized world.  You need look no further than the infamous recent “locust” debate, which 
you no doubt followed with both a- and be-musement.   

It will be the task of the future German government to deliver the promised fresh start in 
economic policy and to persuade the German work force that the future lies in offering 
sophisticated value added services and engineering that are competitive in a global world. 

It is beyond dispute that Chancellor Schröder has at least set Germany on the necessary 
course towards modernization by instigating various important reforms with his Agenda 
2010.  The corporate sector in Germany has gone through the largest reforms since World 
War II.  Angela Merkel will undoubtedly continue this course of action. 

And yet, the current economic situation is a disastrous starting point for future economic 
policy:  Our current unemployment rate is 11 %, equating to five million unemployed people.  
Our national debt is the highest in the history of our country. Whilst Germany continues to be 
amongst the strongest export nations in the world, domestic demand is persistently declining 
and the level of savings is the highest in the world.  

Our problem is that there is no consumer confidence in Germany! 

In essence, three measures have already been announced by the CDU to start tackling 
Germany’ s economic troubles: 

With effect from 1st January 2006, value added tax will be raised from 16 to 18 % in order to 
finance a cut in payroll taxes and make jobless Germans cheaper to employ.  My hope is that 
this will result in strong sales in the run up to Christmas and therefore boost flagging 
domestic demand, at least in the short-term.   

If the high rate of savings in Germany could be brought back to the level it was in 2001, the 
economy would immediately have an additional 30 billion Euro at its disposal. 

It is also expected that from 1st January 2006, the laws that provide special statutory 
protection against dismissal in Germany will be relaxed further.  Especially in the case of 
new employment contracts, employees will have virtually no special statutory protection 
against dismissal in the first two years of their employment. 

In addition, the continued restructuring of our social security system should lead to a further 
reduction in labor costs. 
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This alone, however, will not suffice in the fight against unemployment in Germany.  
Investment – especially in our education system – is required at all levels.  In particular, the 
virtually bankrupt municipalities must be strengthened to enable them to make much needed 
new investments.   

Banks and private equity funds have long been available to invest in Public-Private-
Partnership schemes, to which the next government intends to offer considerable support.  In 
the long-term, it will not be possible for our country to have the best roads, bridges and 
tunnels and not have their users contributing to the costs of such facilities. 

In the area of tax policy, there will undoubtedly be far-reaching reform, starting in a first step 
on 1st January 2007 and overseen by new Finance Minister Kirchhof.  I personally like the 
simplicity of his income tax model and share his view that it is unfair that people who earn a 
substantial amount of money do not pay taxes in our country simply because they are able to 
exploit the many loopholes that our complicated tax system has to offer.  However, I do not 
believe that there will be an immediate radical change.   

In particular, I consider it highly unlikely that the proposed flat rate of tax will be 
implemented at the very start.   

Changes are also proposed in corporate taxation, reducing the corporate income tax from 25 
to 22 percent.  However, I would not overstate the consequences of such a measure.  

Allow me to end by saying a few words on energy policy.  Liberalization in this industry is 
set to continue.  Competition in the electricity and gas markets is to be enhanced by the recent 
introduction of a new regulatory authority. Three additional changes are widely expected: 

Contrary to the current decision to phase out nuclear power altogether, the remaining life 
span of German nuclear power plants is likely to be extended. However, the large energy 
providers will not receive this advantage free of charge.  In return, Angela Merkel is 
attempting to obtain concessions with regard to energy prices.  The energy providers are 
preparing an alternative proposal, mainly to give a part of the extra profits generated by 
extending the life span of nuclear facilities to the Federal Government for research projects 
relating to renewable energy. 

As far as renewable energy, particularly wind energy, is concerned, the new Federal 
Government is likely to trim down their costly and sometimes nonsensical subsidization by 
the general public.  Thereby attempting to bring about an overall reduction in energy prices. 
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Unlike its predecessor, the next Federal Government will also show greater determination in 
implementing the proposed phase out of subsidies in the coal industry.  This will become 
much easier, now that North Rhine-Westphalia is governed by Jürgen Rüttgers, a CDU-
politician who is willing to bear the consequences of putting an end to this seemingly 
bottomless pit of state subsidies. 

In future, overall responsibility for energy policy will most likely rest once again with the 
Ministry of Trade and Industry.  Maybe in a Ministry for Infrastructure.  Immediately after 
the elections, Mrs. Merkel is planning to establish a round table for energy policy, where she 
aims to discuss future strategies with leading industry representatives.  As far as I am aware, 
BP will also be participating in this initiative. 

Ladies and Gentlemen, I end my brief overview here and look forward to having a lively 
discussion with you on these issues. 

Once again, I wish to thank you for allowing me to be here with you this evening. 

 

* * * * * 

 


