{ #BTW2021

DGAIP MEMO

German Council on Foreign Relations

YA AT
W e W

No. 15 | September 2021

(RE)POSITIONING GERMANY IN EUROPE

Franco-German Unity on
Economic Recovery
Weaker than It Appears

The New Bundestag Should Brace for Controversial Debates

By Jacob Ross

future of the European Union.

The Franco-German compromise on the European recovery fund this May signaled to many in France that a historic
compromise on European debt and the role of the state is in reach. So far, however, this compromise only exists
between elite circles in both countries. Therefore, the new German government will need to clarify the actions of
its predecessor and explain to the public why the recovery fund is essential for the national economy as well as the

In May 2020, German Chancellor
Angela Merkel and French President
Emmanuel Macron presented their
initiative on a €750 billion Euro-
pean recovery fund, which was set
up to counter the economic conse-
quences of the COVID-19 pandemic.
French observers could not believe
their eyes. Germany had abandoned
its traditional positions on common
European debt and moved against its
“frugal” allies, first and foremost the
Netherlands. Many in France inter-
preted this as a paradigmatic shift in
the European debate on the state’s
role in the economy. After Brexit and
considering the weak position of the
remaining member states, which are
reluctant to expand the EU’s budget
let alone permit it to take on debt,
Germany's decision to side with tra-
ditional French positions could have
enormous consequences for the EU in
the coming years.

DETERMINING FACTORS
A Substantial Political Shift
in German Economic Policy

French observers also took aston-
ished note of how little resistance
the recovery fund met in the German
Bundestag, where it was approved by
a large majority on March 25, 2021.
(The only political party to vote unan-
imously against the instrument was
the far-right Alternative for Germa-
ny (AfD).) But this overwhelming ap-
proval was not entirely unexpected
and confirmed a year-long evolution
in the German stance. In 2018, Ger-
man Finance Minister Olaf Scholz and
his French counterpart Bruno Le Maire
presented a compromise on a Euro-
pean budget in the wake of the Fran-
co-German summit in Meseberg. More
recently, in spring 2020, Germany’s in-
famous debt break was suspended by

sive stimulus packages to counter the
consequences of the coronavirus crisis.

Amid the first payments from the re-
covery fund to EU member states,
support for the instrument remains
strong among German elites. Ma-
ny economists share Le Maire’s view
that the fund is essential for the EU
to stand its ground in an increasing-
ly competitive and bipolar world econ-
omy. Marcel Fratzscher, president of
the German Institute for Econom-
ic Research (DIW), is one of the most
prominent advocates of this position.
Another is Scholz himself, now lead-
ing the charge on the chancellery after
his Social Democratic Party (SPD) nar-
rowly won the most votes in Germa-
ny’s elections on September 26. Scholz
called the Franco-German compro-
mise on the fund a “Hamiltonian
moment,” an unambiguous hint at a

the Bundestag, paving the way for mas-

fiscal union to come.


https://www.lemonde.fr/economie/article/2021/01/24/comment-berlin-s-est-converti-a-la-politique-industrielle_6067439_3234.html
https://www.bundestag.de/parlament/plenum/abstimmung/abstimmung/?id=717
https://www.sueddeutsche.de/politik/integration-budget-eurozone-1.4215453
https://www.euractiv.de/section/eu-innenpolitik/news/bundestag-stimmt-aussetzung-der-schuldenbremse-zu/
https://www.reuters.com/article/eu-recovery-germany-idUSL1N2PX0O0
https://www.spiegel.de/wirtschaft/soziales/warum-deutschland-der-wirtschaftliche-gewinner-des-eu-gipfels-ist-a-e3d73454-4e53-45ce-8ab6-af7f6e50090d
https://www.bundesfinanzministerium.de/Content/DE/Interviews/2020/2020-05-20-Zeit-Interview.html
https://www.bundesfinanzministerium.de/Content/DE/Interviews/2020/2020-05-20-Zeit-Interview.html
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CHALLENGES
Implicit Expectations on
the Fund’s Consolidation

Yet, current appearances of unanimity
might be deceptive. Questions as to
whether the fund will remain a tempo-
rary instrument are likely to resurface
during the coalition negotiations. The
German Bundesbank pointed out that
the fund’s award criteria (population
size, size of per capita GDP, and unem-
ployment rates between 2015 and 2019)
do not fit the claims that the instru-
ment helps to counter the econom-
ic consequences of the pandemic. EU
transfers will be primarily disbursed to
states that have struggled to consoli-
date their finances since the eurozone
crisis. Italy (€65 billion), Spain (€59 bil-
lion), and France (€37 billion) are the big-
gest receivers; Germany, while receiving
€26 billion, will shoulder the biggest net
contribution with €66 billion.

Consequently, some critics have called
the instrument a concealed cohesion
fund and have questioned its consti-
tutionality. Auditors from Germany’s
Bundesrechnungshof warned that
German tax payers will be liable for
risks associated with grants and
loans distributed to other member
states long into the future - far be-
yond the exceptional pandemic sit-
uation. This would effectively imply
common European debt, something
that Chancellor Merkel and others
have repeatedly excluded in the past.
Accordingly, a group of parliamen-
tarians from her party, the Christian
Democratic Union (CDU), defied the
party line in March and voted against
the fund. The group has since taken
matters to Germany’s Federal Consti-
tutional Court.

RECOMMENDATIONS
Making Up for Previous
Failure to Explain the Fund

DGAP’s Shahin Vallée recently observed
that discussions on the EU’s econom-
ic future were absent from the Ger-
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man election campaign. Indeed, few
Germans are familiar with the EU re-
covery fund and the potentially huge
consequences of its perpetuation for
the future of the European Union.

Thus, a broad discussion on econom-
ic integration needs to be launched be-
fore the next economic crisis hits the
continent. The Bundestag has a key
role to play here in highlighting com-
mon European interests without shy-
ing away from remaining fault lines.
The French presidency of the EU
Council in the first semester of 2022
and the Conference on the Future of
Europe provide fitting frameworks for
discussing the matter.

The new German government should:

* Work to avoid Franco-German mis-
understanding on the recovery
fund. Although Macron wants to per-
petuate it, most German government
officials and parliamentarians have
officially excluded that so far.

Create broad public knowledge of
and make the case for the recovery
fund to build upon the Bundestag’s
overwhelming approval of it, which
was largely interpreted by France as
an alignment of German positions on
French propositions.

This could, in turn, foster longer-term
alignment between France and
Germany and prevent defiance by
far-right and populist forces at the
national and EU level - for example,
Germany’s AfD, which originated in
conservative economic circles at the
height of the last eurozone crisis.

As fear of inflation and the disposses-
sion of German savers is once again
rising, politicians should urgently ad-
dress fundamental questions on what
future European economic and fis-
cal policies should look like. Not even
hundreds of billions of euros will
spare them this debate.

In this memo series, DGAP offers concise
analysis of issues related to foreign and
security policy that will shape the agenda
of Germany’s next legislative period. Each
memo provides insight on how the new
federal government and parliament can
take advantage of opportunities and meet
challenges as European and global dynamics
grow increasingly complex. Topics include
technology, climate, migration, the inter-
national order, security, and geo-economics.

These memos are an invitation to join us in
an even more in-depth conversation about
the German agenda.

For more information, please visit:
www.dgap.org/en/dossier/btw2021
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https://www.bundesbank.de/de/aufgaben/themen/eu-solidaritaet-ist-zu-begruessen-gemeinschaftsschulden-aber-bedenklich-841654
https://think-beyondtheobvious.com/europaeische-schuldenunion-fuer-deutschland-untragbar/
https://www.bundesrechnungshof.de/de/veroeffentlichungen/produkte/sonderberichte/2021/eu-wiederaufbaufonds-darf-keine-dauereinrichtung-werden
https://www.bundeskanzlerin.de/bkin-de/aktuelles/regierungserklaerung-von-bundeskanzlerin-merkel-1140170
https://www.nzz.ch/wirtschaft/eu-fiskalunion-cdu-abgeordnete-kaempfen-gegen-gemeinsame-schulden-ld.1628018
https://www.welt.de/politik/deutschland/article230617487/EU-Corona-Hilfen-CDU-Abgeordnete-klagen-gegen-750-Mrd-Fonds.html
https://www.welt.de/politik/deutschland/article230617487/EU-Corona-Hilfen-CDU-Abgeordnete-klagen-gegen-750-Mrd-Fonds.html
https://dgap.org/de/forschung/publikationen/ein-neuer-strategieplan-fuer-die-eurozone
https://www.deutschlandfunk.de/deutschland-und-die-inflation-die-verlierer-sind-die-armen.724.de.html?dram:article_id=502137
https://www.deutschlandfunk.de/deutschland-und-die-inflation-die-verlierer-sind-die-armen.724.de.html?dram:article_id=502137

