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Report on the economic situation

The shock waves from the election in Saxony-Anhalt

Lars P. Feld

Berlin politics is in turmoil following the Landtag elections in Saxo-
ny-Anhalt. Leading SPD government members demand a significant
dilution of the reforms that have been initiated. Some are even calling
for the resignation of the Federal Chancellor - including people in
his own party. The Minister-President of North Rhine-Westphalia re-
commends to start proceedings to ban the AfD party.

The Landtag elections on 6 September also triggered many reactions
from abroad.While US President Donald Trump welcomed the elec-
tion outcome, comments from Poland and France show more con-
cern.The deafening silence from Italian Prime Minister Giorgia Meloni
is telling.

Beyond the political impact of this election, there is also the question
of the economic impact. With two million inhabitants, Saxony-Anhalt
is one of the smaller German states, and also one of the financially
weakest. Between 201 | and 2019, the state received EUR 80 million
annually to reduce its financing deficit. Together with Berlin, Bremen,
the Saarland and Schleswig-Holstein, Saxony-Anhalt was the only east
German region widely viewed as facing a possible budgetary crisis.
The immediate economic impact of this state is therefore limited -
even more so when the competence of the different states is viewed
as part of the entire federal structure.As a whole, the states are quite
influential. Many federal laws are subject to approves, which means
that they require the consent of the Bundesrat, where Saxony-Anhalt
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only has four out of 69 votes. Moreover, after WWII the Allied forces
made sure that the federal states were given extensive executive po-
wers. Germany is essentially managed by the federal states and their
communities. Federal agencies - some say up to 900 - are much less
influential, so that a significant reduction in federal agencies would
hardly be noticed by most German citizens.

In terms of contents, the main powers of the states are
administration, police, education, culture and responsibility
for their communities. Added to these are various infras-
tructure services and economic development. Economically
damaging initiatives in the AfD election program, such as
leaving the European monetary union, would be extremely
difficult to implement at the state level. In terms of immi-
gration policy, the federal government works with the EU
to manage the amount of migration, while the states are re-
sponsible for deportations.When it comes to education, an AfD-led
government could attempt to relax mandatory school attendance,
but it would meet resistance in the form of lawsuits and restrictions
on jurisdiction. The same applies with regard to calls to abolish the
MDR (public broadcaster) and press freedom. But in its role as a
funding agency, a state government does have influence over univer-
sities, research and cultural institutions. In any case, the financing gap
between the AfD election promises and the financial options ensures
that there will be new budgetary problems.This results in leeway for
a new state government to refashion Saxony-Anhalt in accordance
with its political ideas.

This analysis indicates that the immediate impact of the elections will
be moderate, although it might not seem that way when we look at
the reactions in the rest of the country and indeed the rest of the
world. Still, the signal effects of this election for investors will likely
be moderate as well. While some domestic or foreign investors may
be scared off by an AfD-led government in Saxony-Anhalt, it is not
expected that it will keep investors from investing elsewhere in Ger-
many.As it is, there is little investment in Germany because the costs
for companies are too high.This Landtag election is rather less signifi-
cant in that context. Plus:The direction of the signal effect is not even
clear, as reflected in the positive response in the US (e.g. Elon Musk).

The current political situation in Germany is characterized by increa-
sing polarization. In Berlin, for example, there is a good chance that
the elections on 20 September will be won by Die Linke party. The
biggest economic impact of the Landtag election could become evi-
dent if there is an inadequate response from federal politicians. The
stability of the federal government is key in this context. Germany
cannot afford a premature break-up of this government, not least
with regard to recent calls for the resignation of the Federal Chan-
cellor. There is also the need to implement the reforms that have
been started. Particularly the social reforms will not be welcomed by
parts of the public, but reforms are needed to invigorate the growth
dynamics in the country. Until now, the federal government has been
rather too slow to act. It has to stay on course.
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