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Germany’s 2025 federal elections:
On the financial consequences of supply-side oriented policy measures

Taken together, the German parties’ economic policy plans could drastically increase the national debt
in the short term.

Hamburg, — February 13, 2025 -

The upcoming Bundestag elections will take place in the midst of one of the most serious crises in
the German economy for decades. The political parties have recognized the economic situation and
promise to set appropriate priorities in economic policy for the period after the general election.
Interestingly, however, their election manifestos are largely silent on the question of how relief
measures should be financed. The Hamburg Institute of International Economics (HWWI) takes
a closer look at this question in this position paper in order to contribute to the discussion on a

possible reform of the debt brake.

It examines the short-term effects of primarily supply-side policy measures on macroeconomic in-
dicators such as gross domestic product, employment and the inflation rate as well as the govern-

ment’s financial balance.
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It is shown that a combination of a corporate tax cut, an increase in the minimum wage, a reduction
in the electricity tax and a cap on the grid fee for electricity could lead to a strong economic upturn,
but also to an increase in the financing deficit of around 130% or EUR 365 billion. A combination of
an electricity tax cut and grid fee cap would be more suitable, which would only imply a moderately
positive overall economic development, but could achieve a reduction of 2% or EUR 5.71 billion
in the financing deficit. Therefore, the risk of serious financing deficits must be urgently taken into

account when planning the upcoming economic policy.

Policy Measures
X Combination of | Reduction of Raising the Reduction in | Capping the Combination of
Indicator
all measures corporate tax | minimum wage | electricity tax grid fee electricity tax
and grid fee
Real GDP +3,78% +3,91% -0,73% +0,10% +0,50% +0,59%
Employment +6,07% +6,88% ~1,57% +0,14% +0,71% +0,85%
CPI +6,18% +4,70% +1,50% -0,04% -0,22% -0,26%
Private +8,44% +6,69% +0,85% +0,14% +0,70% +0,83%
Consumption
Investment +15,40% +14,35% ~1,03% +0,31% +1,61% +1,94%
Demand
Trade Balance -9,23% -6.50% -1,90% -0,10% -0,53% -0,63%
Net Government Financing Balance +129,48% +124,30% +5,57% +1,54% -3,65% -2,02%
(absolute in EUR billions) (+365,42) (+350,78) (+15,71) (+4,33) (-10,30) (-5,71)

Remarks: The percentage changes relate to a period of one year. Net lending/borrowing figures in brackets refer to the absolute change within one year,
expressed in EUR billions.

The detailed presentation in German can be downloaded via the following link:

https://www.hwwi.org/wp-content/uploads/2025/02/HWWIgtandpunkteyl — 2025.pdf.
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