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Executive Summary: The Coalition Agreement Between The CDU/CSU And
SPD

« Characterized by internal and external challenges: economic crisis, loss of trust in the state and politics, the issue of

, T _ S «CDU CSU%¢ SPD &~
internal migration and the external security threat shape the style and structure. An initial chapter on the economy
and finance is followed by chapters on internal security/migration, democracy and international affairs.

« Balanced negotiation results without surprises: The CDU can improve on the working group results in terms of style I
and topics such as migration and finances. The SPD does not have to swallow bitter pills in areas such as labor and Verantwortung .
social affairs. The CSU can sharpen its profile for Bavaria through ministries and placing their key issues. fiir Deutschland N

« Distribution of ministries: The CDU provides the leadership of seven ministries, including Economics and Foreign S

Affairs; the SPD also receives seven ministries, including Finance and Defense, despite only scoring 16% in the
election; the CSU receives three ministries, including the Ministry of Interior. The new Ministry for Digital Affairs
adds an additional portfolio. Appointments will only be made after the SPD members' vote on the agreement.

« Central document of a government: The coalition agreement is important. 75% of the projects in the coalition
agreement of the previous federal government were either partially or fully completed or at least started.
Nevertheless, the coalition agreement may lose validity due to changes in external conditions. In addition, all
projects are subject to funding.

*  Next steps, ratification and election of chancellor: The coalition agreement must now be ratified by all three parties.
Friedrich Merz is expected to be elected Chancellor in the Bundestag on May 7.



Status Quo: Current Status Of Government Formation At A Glance

The coalition agreement must next be ratified by the parties

@ Definition of working groups and
organization (72.03.) Ratification: CSU party o Election of Chancellor
. executive committee (possible (possibly 07.05.)
@ Creat.lon of agenda papers by o immediately after conclusion
working groups (76.03.) of negotiations) Swearing in of the
Selection of the exploratory ) Federal Government
© teams in 9+9 format (27.02.) @ working group phase (14.-24.03) Ratificiation: CDU Small Party (possibly 07.05.)
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Conclusion of talks with @ Editorial phase (25.-27.03) Organizational decree
exploratory paper (08.03.) Political clearing phase and SPD membership vote o (regulates, for example,
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Ratification: Procedure Of The Three Parties

Procedure: Small party conference, so-
called Federal Committee

Timeline: Takes place on April 28.

Probability of approval: Very likely. The
mood at grassroots level deteriorated
over the course of the negotiations.
Nevertheless, approval by the
delegates, who are generally disciplined
in their voting, is to be expected.

CSU*%¢

Procedure: Vote of the party executive
committee

Timeline: Still open, probably at the
next Board meeting.

Likelihood of approval: Aimost certain,
as the agreement was also negotiated
by parts of the party chairs.

SPD

Procedure: Digital member vote

Timeline: Can start at any time, will
probably take place for 2.5 weeks over
the Easter vacations.

Probability of approval: Likely. Highest
risk of the three parties, but the SPD's
positive negotiation result increases
the likelihood of approval. Members
also approved the controversial last
great coalition in 2018.



Contents: Selected Agreements On Core Topics

Finances

Income taxes for low and middle
incomes to fall in the middle of the
legislative period

Corporate taxes to fall by 1%
annually from 2028

Reduction in corporation tax from
2028. Right to choose between
corporation tax and income tax to be
extended.

Degressive depreciation on
equipment investments of 30 percent
in 2025, 2026 and 2027

Solidarity contribution remains in
place

Economy

National Supply Chain Due Diligence
Act to be abolished

Introduction of maximum weekly
working hours

Tax-free overtime pay

Reduction in electricity tax to
European minimum,; reduction in
levies and grid charges

Creation of lead markets for climate-
neutral/climate-friendly products

Continuation of funding programmes
for the decarbonization of industry,
including climate protection
agreements

Defense

Introduction of a National Crisis Unit
of the Federal Government and a
National Situation Center, located in
the Federal Chancellery

Further development of the Federal
Security Council into a National
Security Council in the Chancellory

Military service initially based on
voluntary service

Expansion of defense capabilities in
space and publication of a space
security strategy

Adoption of a planning and
procurement law in the first six
months of government and
introduction of a multi-year
investment plan

Migration and interior

Abolition of "turbo naturalization”
after three years

Adoption of a KRITIS umbrella law to
strengthen civil defense and
cooperation between authorities

Suspension of family reunification for
beneficiaries of subsidiary protection
for two years

Limiting regular migration from
Western Balkan to 25,000 people per
year

Refoulement at national borders in
coordination with neighboring EU
states and expansion of safe
countries of origin



Analysis: Mainly Gradual Rather Than Far-Reaching Changes

Coalition agreement without extremes and subject to funding

Most of the conflicts in the working group papers were resolved by compromises on the middle ground. The coalition agreement is composed without surprises
or extremes in either direction. The financial consolidation list is short, consumptive projects such as mothers' pensions or agricultural diesel are retained, as is,
for example, pension policy. There are hardly any structural reforms. However, all measures in the coalition agreement are explicitly subject to financing. The
question of financing could therefore continue to bring potential for conflict.

Friedrich Merz strives for a leading role in Europe and bundles international affairs in the Chancellery

Merz already focused strongly on the European and international level during the election campaign. With a new National Security Council, improved European
policy coordination by the head of the Chancellery and the Foreign Office, which is under CDU leadership again for the first time since 1966, he is bundling
international affairs.

SPD has access to a disproportionate number of ministries and can shape core issues

In the last great coalition, the SPD only received six ministries, despite better election results. With seven ministries, it can now shape social democratic core
issues such as employment and social affairs or construction and housing. It also has the Ministry of Finance and ministries that benefit greatly from increased
defense spending and the special fund for infrastructure and climate protection.

CSU focuses on ministries and agenda for Bavaria: "Law and order, high-tech and home" (Markus Sdder)

The CSU has secured key areas of its profile with the Home Affairs, Agriculture & Homeland and Research, Technology & Aerospace ministries - from internal
security and migration to agricultural policy, high-tech and aerospace. The latter is presumably aimed at strengthening the Bavarian research and technology
landscape. She also pushes through classic clientele interests with her maternity pension, agricultural diesel tax and restaurant tax cuts.
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Merz Cabinet: Ministerial Portfolios

Federal Chancellery

Economic Affairs and Energy*

Federal Chancellor
Friedrich Merz

Minister of State for Migration, Refugees and Integration

CDU
| csu
| sPD

*Changes

Ministers of State for Culture and Media; Sports and Volunteering; Federal-State Cooperation

Finance

Labor and Social Affairs

Interior*

Defense

Transport*

Health

Digital Affairs and State
Modernization*®

Research, Technology and
Aerospace®

I Justice and Consumer Protection®

Economic Cooperation and
Development

Housing, Urban Development and
Construction

Federal Foreign Office

Food, Agriculture and Homeland
Affairs™*

Environment, Climate Protection,
Nature Conservation and Nuclear
Safety™*

Education, Family Affairs, Seniors,
Women and Youth*




Merz Cabinet: These Ministries Will See Changes in Their Portfolios

Previous Portfolio New Portfolio

Economics and Energy

Economics and Climate Protection

_ Environ., Climate, Nuclear, Nature
. Interior and Homeland

Digital Affairs and Transport Digital and State Modernization

. Interior
Environ., Nature, Nuclear, Consumer

: Food, Agriculture, Homeland
Justice

Transport

Education and Research

, Justice and Consumer Protection
Family, Sen., Women and Youth

B Rescarch, Technology and Aerospace

Education, Family, Seniors, Women
and Youth

All other ministerial portfolios remain unchanged.

I Christian Democrats

I Bavarian Christian Democrats
Social Democrats
Liberals

Greens




Working Methods: Key Changes

National Security Council

« The current Federal Security
Council will be transformed into a
National Security Council within
the Federal Chancellery, in line
with the departmental principle.

« In addition, a cross-ministerial and
federal-state National Crisis Unit
and a National Situation Center
are to be established within the
Federal Chancellery.

« The goal is to ensure coherence in
the Federal Government’s foreign
policy and to strengthen crisis
management.

Coalition Committee

« The Coalition Committee is to
meet monthly to coordinate
among coalition partners and
reach consensus on procedural,
policy, and personnel matters.

The Coalition Committee must
also convene at the request of any
coalition partner.

« The CSU in particular is pushing
for a strong role for the Coalition
Committee as the central
decision-making body.

European Policy Coordination

* In a weekly “EU monitoring”

meeting, the Head of the Federal
Chancellery places potential
interministerial conflicts on the
agenda of the State Secretaries’
Committee. These issues are to
be resolved as early as possible
or, if necessary, escalated to the
cabinet level.

» Thisis intended to prevent the so-

called “German Vote” in Brussels.
Friedrich Merz had originally
called for even greater
centralization of EU decision-
making within the Chancellery.

Electoral Reform

 An electoral law commission is to
evaluate the 2023 reform and
propose a new round of changes.

« The goal is to ensure that every
candidate with a majority of first
votes enters the Bundestag
without increasing its overall size.

«  The commission will also examine
how to ensure equal
representation of women and
whether to lower the voting age to
16.



Outlook: What To Expect In The First Few Months?

o,

Fiscal Policy Foundations

The new federal government must quickly
address the financial foundations of its work after
taking office:

The federal budget for 2025 is still pending.

A draft of the 2026 federal budget should
traditionally be presented before the summer
break.

The financial package involving special funds
and the easing of the debt brake must be
implemented through regular legislation, and
the use of the funds must be regulated.

,

International Situation

The international situation demands a
government capable of making swift decisions on
security, financial, and European policy matters.

The NATO summit at the end of June could be
decisive for the future of the alliance and the
course of the war in Ukraine.

Many European countries expect Germany to
quickly assume a leadership role in the new
international context.

U.S. tariffs further increase financial and
political pressure on Germany.

Operational Capacity

The federal government and parliament must
quickly become capable of taking action.

New ministries, as well as those with changed
portfolios and responsibilities, must establish
their structures and ensure operational
capacity. The experience with the new
Ministry of Housing in the previous legislative
period highlights the challenges involved.

The Bundestag begins its full legislative work
only after the committees have been
constituted, which traditionally happens after
the formation of the government and often
mirrors the structure of the ministerial
portfolios.



Statistic: Continuity In The Length Of The Coalition Agreement And The
Government Formation Process
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* |f the Chancellor is elected on May 7



Contact us

Bernstein Public Policy
Neustadtische Kirchstrasse
D-10117 Berlin

Phone; +49 30 275 723 -0
Fax: +49 30 275 723 - 41

contact@bernstein-group.com
Www.pernstein-group.com
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