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Preface

GERMAN STABILITY PROGRAMME 2015 UPDATE

to the German Stability Programme for 2015

The member states of the European Union
submit their medium-term fiscal plans to
the European Commission and the Coun-
cil of Economics and Finance Ministers
(ECOFIN Council) by April of each year.
Euro area member states prepare updated
Stability Programmes in compliance with
the provisions of the Stability and Growth
Pact. All other European Union member
states are required to submit updated Con-
vergence Programmes in accordance with
the terms of the Stability and Growth Pact.
The Federal Cabinet approved this up-
date to the German Stability Programme
on 15 April 2015. The programme follows
the “Guidelines on the format and content
of Stability and Convergence Programmes”
(Code of Conduct). The federal government
has submitted this update to the German
Stability Programme to the competent ex-
pert committees of the German Bundestag
as well as to the Finance Minister Confer-
ence (the body that represents the finance
ministers of the Ldnder) and the Stability
Council. After review by the ECOFIN Coun-
cil, the respective Council Recommendation
will likewise be submitted to these bodies.
In the past, the European Commission
has viewed the federal government’s finan-

cial plan as medium-term fiscal planning
within the meaning of Article 4 of Regula-
tion (EU) No 473/2013 on common provi-
sions for monitoring and assessing draft
budgetary plans. In addition, the Stability
Programme includes the financial plans of
all levels of government (federal govern-
ment, Ldnder, local authorities and social se-
curity funds): this means that, by submitting
the updated Stability Programme for 2015,
the federal government is complying with
its obligation to submit national medium-
term fiscal plans in accordance with the
above mentioned Regulation.

The Federal Ministry of Finance pub-
lishes the updated Stability Programme
along the programmes for preceding years
at:
http://www.bundesfinanzministerium.de

The programmes of all EU member
states as well as the corresponding Euro-
pean Commission analyses and ECOFIN
recommendations are published on the Eu-
ropean Commission’s website at:
http://ec.europa.eu/economy_finance/eco-
nomic_governance/sgp/convergence/in-
dex_en.htm
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1. Summary

The German Stability Programme for 2015
makes clear that the federal government,
through its decisive policy action, has suc-
ceeded in placing the public finances back
on the right track. The general government
budget, comprised of the Federation, Ldnder,
local authorities and social security funds,
generated a small surplus for the third year
in a row in the year 2014. This made it possi-
ble to significantly reduce total government
debt from its high in the year 2010. The debt
still amounted to 74.7% of gross domestic
product (GDP) at the end of the year 2014
and is expected to decline to 71%:% during
the current year. Based on current plans, the
debt ratio is expected to decline consistently
and should fall below the Maastricht upper
limit of 60% of GDP by the year 2023 at the
latest. The ratio is already expected to fall
below the 70% mark in the year 2016. Ger-
many has already completely achieved all
additional fiscal policy goals established in
the prior year’s Stability Programme.

The federal government had been suc-
cessful in balancing the federal budget with-
out new borrowing in the year 2014, doing
so one year earlier than planned. The Bun-
destag adopted a balanced budget for the
current year on 28 November 2014 that is
likewise intended not to require additional
borrowing. This applies to the draft sup-
plementary budget for the year 2015. The
federal government intends to hold fast to

GERMAN STABILITY PROGRAMME 2014 UPDATE

its goal of “zero new borrowing” for the fed-
eral budget over the long term: It renewed
this commitment for the years from the
year 2016 onwards when it adopted its fiscal
policy benchmarks on 18 March 2015.

Germany is determined to continue
to satisfy all national and European fiscal
requirements. The medium-term objective
(MTO) of a general government structural
deficit no higher than 0.5% of GDP will be
maintained with an adequate safety margin.
Germany’s economy is strong - economic
growth is above the growth trend and em-
ployment will once again set a new record
this year, with more than 42.8 million. In
addition, continued low interest rates have
made the budgetary consolidation process
easier in Germany, as is likewise the case for
other euro area member states. Germany in-
tends to take advantage of the exceptionally
favourable conditions in a targeted manner
and will continue its fiscal policy reform ef-
forts in order to be well positioned for the
normalisation of the global economic and
financial environment. This is an important
guiding principle of Germany’s fiscal policy
strategy.

An additional objective is to successfully
institutionalise the approach of growth-
friendly consolidation. By following this
strategy, the federal government is creating
financial leeway so as to be able to create
forward-looking public budgets. For exam-
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SUMMARY

ple, the federal government decided to once
again significantly increase the share of in-
vestments, and thus the focus on growth, in
the federal budget. In addition, the federal
government is providing relief to the Lander
and local authorities so that they are able to
contribute their respective shares to the fu-
ture-oriented sectors of education, research
and infrastructure.

Specific measures to stimulate growth
are presented in detail in the 2015 National
Reform Programme (NRP). The NRP was
adopted by the federal government on
1 April 2015 and will be presented to the Eu-
ropean Commission and the ECOFIN Coun-
cil in the month of April. The Programme
likewise discusses Germany’s progress in
the context of the Europe 2020 strategy for
growth as well as its progress in implement-
ing the country-specific recommendations
made by the European Council in the year
2014. In addition, the NRP reports on the
implementation of the Action Programme
2014 for the Euro Plus Pact. Measures in-
cluded in the NRP that have a fiscal impact
are part of the Stability Programme’s fiscal
strategy and public budget projection.
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2. Macroeconomic environment in Germany

Short- and medium-term outlook for
the overall economy, 2015-2019

In the year 2014, the German economy was
able to post positive results despite a dif-
ficult economic environment. Economic
indicators support the expectation that
growth in overall economic activity will
continue during the first months of the cur-
rent year. The economic environment like-
wise remains favourable for companies (fa-
vourable financing conditions, strong pros-
pects for business profits). Low prices for
crude oil are also likely to support growth
as they represent a direct cost reduction for
companies on the one hand and strengthen
the purchasing power of consumers on the
other. Low euro exchange rates are also
stimulating exports. In its annual forecast
for the current year, the federal government
expects real GDP to grow by 1.5%. Economic
growth is thus slightly higher than growth
of potential output.

In the year 2015, domestic demand will
be - in arithmetic terms - the main pillar for
economic growth. Private consumption is
projected to increase by 1.6% in real terms,
which will once again make it a key driver
of growth. This development represents the
result of continued gains in employment as
well as positive income trends. Gross wages
and salaries per employee are expected to
expand slightly stronger than the year be-

fore (+2.7%) by 3.2%. Total gross wages and
salaries will increase by 3.7% accompanied
by continued expansion in employment
levels. Net wages and salaries per employee
will increase at a somewhat slower rate
than the corresponding gross wages (+2.6%).
Due to this development as well as the in-
crease of social benefits other than social
transfers in kind and rising income from
self-employment and property households’
disposable income is likely to increase at
an accelerated rate of 2.7%. In conjunction
with the moderate rate of inflation, this will
boost consumer purchasing power. Govern-
ment consumption is also likely to support
growth this year.

Despite favourable financing conditions,
companies are expected to increase gross
fixed capital at only moderate rates as the
export market is recovering only gradually.
Uncertainties related to geo-political crises
remain a restraining factor. In addition,
production capacity within the German
economy remains slightly underutilised so
that investments in order to expand capac-
ity will remain at low levels. Construction
investment is also expected to grow only at
moderate levels for the year 2015. Residen-
tial construction is expected to provide a
boost in this respect - bolstered by a strong
employment market, increases in household
income and low interest rates. This sector
is expected to expand at a faster pace than
non-residential construction.
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MACROECONOMIC ENVIRONMENT IN GERMANY

International organisations expect the
global economy to grow at slightly higher
rates than in the year 2014. In the light of
moderate growth levels and continued geo-
political risks, real exports are expected to
rise at a rate of 3.6% this year. This presumes
slightly positive stimulus from the recovery
in the euro area. The euro / dollar exchange
rate will also likely benefit exports to some
extent. Growth in imports will be bolstered
by rising exports and the marked expan-
sion in domestic demand, in particular on
the consumer side. In arithmetic terms, the
contribution of net exports to growth is
forecasted to be very low.

The labour market continued to develop
well during the past year. Employment ex-
panded further (annual average for 2014:
+371,000; +0.9%), whereas unemployment
declined (-52,000). This year, unemploy-
ment is expected to decrease slightly (2015:
-40,000). Employment is expected to rise by
0.4% (+170,000).

Inflation is at moderate levels in Ger-
many. The consumer price index rose only
slightly during the past year (+0.9%). Infla-
tion was moderated in particular by declin-
ing energy prices. A slight increase is ex-
pected for the current year. At 1.4%, the core
inflation rate is expected to be slightly above
the long-term average. Deflationary trends
are thus not to be expected.

GDP grew at a slightly faster rate than
overall the potential output for the year
2014. Accordingly, the negative output gap
has narrowed only slightly compared with
the year 2013. The output gap is expected to
decline only slightly once again in the cur-
rent year due to the expected growth rates
during the short and medium term. For the
year 2016, the federal government projects
aggregate economic activity to expand by
1.6%. The medium-term forecast for the
period 2017-2019 assumes average growth
in GDP of just above 1¥4% as well as posi-

tive trends in the labour market on average.
Employment levels are expected to rise ac-
cordingly to some 43.1 million by the year
2019. Potential growth is forecasted to be
around 1%% for the medium term period
2017-2019. The negative output gap is ac-
cordingly expected to close by the end of the
medium-term forecast period.
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Figure 1: Gross domestic product, in real terms
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GERMAN FISCAL POLICY IN THE EUROPEAN CONTEXT

3. German fiscal policy in the European context

3.1 Requirements of the
Stability and Growth Pact,
Fiscal Compact and
ECOFIN Council Conclu-
sion

The Stability and Growth Pact establishes
upper limits for budget deficits and debt ra-
tios. Compliance with these limits, and thus
healthy public finances, create the condi-
tions for price stability and strong, sustain-
able growth in Europe. Germany is subject
to the “preventive arm” of the Stability and
Growth Pact, as its key fiscal benchmarks
comply with the guidelines of the Stability
and Growth Pact. In particular, this means:
Deficit levels are safely below the upper
limit for a nominal budget deficit of 3% of
GDP and sufficient progress is being made
toward attaining the debt ratio reference
value of 60%.

The preventive arm of the Stability and
Growth Pact defines its MTO of a budget
close to balance or in surplus. According to
the provisions of the preventive arm, each
of the member states of the Economic and
Monetary Union sets a MTO for its struc-
tural general government balance. The

structural government balance is deter-
mined by adjusting actual net borrowing to
account for cyclical effects and one-off ef-
fects. The country-specific MTO represents
a binding minimum target and, pursuant to
the “Treaty on Stability, Coordination and
Governance in the Economic and Monetary
Union” (Fiscal Compact), may not exceed a
structural deficit of 0.5% of GDP for mem-
ber states with a debt ratio above 60% and
which are exposed to risks to the long-term
sustainability of their public finances. Ger-
many sets this upper limit in its Stability
Programme.

The requirements of the preventive arm
of the Stability and Growth Pact are sup-
plemented by an expenditure rule. This rule
limits growth in expenditures for member
states that are making progress with respect
to adjustments needed for their MTO or
have just achieved this objective. The ex-
penditure rule is not binding if the MTO has
been (over)achieved and compliance is not
at risk throughout the entire programme
period.

The so-called “corrective arm” of the
Stability and Growth Pact establishes limits
on deficits and debt ratios. It requires not



only a deficit of less than 3% of GDP but also
consistent reduction in debt ratios to the
Maastricht reference value of 60% of GDP
(1/20 rule).

Germany met the quantitative require-
ments set in the Stability and Growth Pact
in their entirety last year. Nonetheless, in its
response to the 2014 Stability Programme
the ECOFIN Council requested that Ger-
many make institutional adjustments. These
adjustments are based on the new require-
ments set out in the Two-Pack Regulation
and the implementation of the Fiscal Com-
pact. Germany has established an independ-
ent advisory board to the Stability Council
in order to increase the independence of
the Stability Council. The independent ad-
visory board supports the Stability Council
in monitoring compliance with the upper
limit on the general government structural
deficit. The European Commission notes in
its 2015 Country Report on Germany that
Germany has not established an independ-
ent institution that prepares or assists in
preparing macroeconomic forecasts (p. 59).
The European Commission did not criti-
cise the quality of the federal government’s
macroeconomic forecasts, but rather the
formal implementation of Regulation (EU)
No 473/2013. The federal government is
currently reviewing options to address this
shortcoming as well as suitable changes.

In its February 2015 conclusion, the
ECOFIN Council confirmed that differenti-
ated growth-friendly consolidation and en-
suring long-term sustainability of public fi-
nances represent priorities for the European
Union and its member states. The Council
welcomed the considerable progress made
with fiscal consolidation by many member
states. Aggregate debt ratios in the Euro-
pean Union and the euro area are likely to
decline starting next year. At the same time,
the ECOFIN Council emphasized member
states’ obligation to comply with the provi-
sions of the Stability and Growth Pact and
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to anchor these policies in effective national
governance frameworks to enhance con-
fidence. In addition, the ECOFIN Council
called for greater emphasis to be placed on
the quality and composition of fiscal adjust-
ments as well as on the influence that fiscal
policy has on growth. In March 2015, the
European Council confirmed that the mem-
ber states should design their reform plans
to reflect the three priorities of growth-
friendly consolidation, structural reforms
and investment.

3.2 Fiscal situation and
strategic direction in
Germany

Germany is in full compliance with Euro-
pean guidelines on fiscal policy. Nominal
and structural net borrowing both fall
within permitted limits and the debt ratio is
being reduced in accordance with applicable
guidelines. Germany’s fiscal policy serves as
a stabilising factor not only for the domestic
economy but also for Europe in general in
light of its focus on pro-growth consolida-
tion. Germany’s economy is strong - eco-
nomic growth is above the growth rate of
potential output and employment will once
again set a new record this year, with an ac-
tive workforce of more than 42.8 million. In
addition, continued low interest rates have
made the budgetary consolidation process
easier in Germany as is likewise the case for
other euro area member states. Germany in-
tends to take advantage of the exceptionally
favourable conditions in a targeted manner
and will continue its fiscal policy reform ef-
forts in order to be well positioned for the
normalisation of the global economic and
financial environment. This is an important
guiding principle for the fiscal policy strat-
egy laid out in this Stability Programme.
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For the third year in a row, Germany
achieved a general government budget bal-
ance (Federation, Ldnder, local authorities
and social security funds, including their
extra budgetary units) without a deficit in
the year 2014. The nominal net lending in
the year 2014 comprises +0.6% of GDP. From
a structural standpoint, the general govern-
ment budget showed a surplus as well, it
amounts to 1.1% of GDP for the year 2014.
Budget surpluses are a prerequisite for the
long-term reduction of the debt ratio to lev-
els below the Maastricht upper limit of 60%
of GDP.
Figure 2: Actual and structural general government balance (in % of GDP)
2
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1995: Excluding asset transfers associated with the assumption of the liabilities of the Treuhandanstalt, an agency charged
with liquidating assets formerly owned by the East German government, and of the residential construction enterprises
of the former East Germany. Inclusive of these effects, the total government deficit amounted to 9.3% of GDP.

2000: Excluding UMTS revenue. Inclusive of these effects, the government budget showed a surplus equal to 1.0% of GDP.



At 74.7% of GDP, the debt ratio indeed
remained significantly above the Maas-
tricht upper limit at the end of the year
2014; however a comparison with the crisis
years shows that the consolidation strategy
is working and the ratio has already been
reduced significantly. The ratio sank mark-
edly during the past year - declining by
2.4 percentage points. Accordingly, the ratio
has fallen by more than 6 percentage points
in total from its high in the year 2010. As a
result, Germany is in compliance with the
1/20 rule that has been in effect since the
the year 2011 revisions to the Stability Pact.
This rule provides that debt levels must be
reduced by at least one twentieth of the cur-
rent excess debt ratio measured against the
Maastricht upper limit of 60% of GDP on
an average annual basis. During the current
three-year period (2012-2014), this goal was
achieved on an annual average basis, albeit
with temporary deviations due to provi-
sions established in light of the sovereign
debt crisis in Europe: specifically the debt
ratio has declined since the year 2013 fol-
lowing a slight increase in the year 2012.
Nonetheless, it is still significantly above the
figure for the year 2008, i.e. at the start of the
financial crisis (when the debt ratio stood at
65.1% of GDP).

At the start of the 2013 legislative period,
the governing coalition agreed to reduce the
debt ratio to below 60% of GDP within ten
years at most and to less than 70% by the
end of the year 2017. Germany has already
committed itself to reduce its general gov-
ernment debt ratio to below 70% by the year
2016 in the context of the Euro Plus Pact.

This policy satisfies both the require-
ments of the Stability and Growth Pact and
the country-specific recommendations of
the ECOFIN Council, which call for general
government debt levels to be on a sustained
downward trajectory. By slightly overa-
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chieving the MTO, the federal government
is complying with the imperative of ac-
celerating the obligatory reduction in debt
levels during favourable economic periods.
On the one hand, budget surpluses also
comply with the goals of the Stability and
Growth Pact and, on the other, significant
expansive fiscal policies in Germany would
be pro-cyclical in light of historically low
unemployment levels and the near closure
of the output gap. This is the case because
the MTO and the provisions of the 1/20 rule
comprise minimum requirements. They are
not guidelines that define a range that shall
be exploited. Significant reductions in debt
levels are of great importance to Germany
not in the least in light of demographic
change. Demographic change brings with
it significant medium and long-term chal-
lenges for the sustainability of public fi-
nances. Accordingly, the federal government
is addressing these challenges at an early
stage. Sound public finances are the foun-
dation for a state’s ability to act effectively
over the long term and the basis for private
investment decisions.

The federal government has set for it-
self the goal of halting new borrowing on
a permanent basis and thereby to make a
decisive contribution towards reducing the
debt ratio. Already in the 2014 fiscal year,
the federal government succeeded in ex-
ecuting a budget without new borrowing
for the first time since the year 1969: this
key target was achieved one year ahead of
schedule. The 2015 federal budget adopted
by the Bundestag on 28 November 2014 is
likewise balanced without new borrowing,
as is the draft supplemental budget for the
year 2015. The federal government has also
undertaken to do without new borrowing in
subsequent years as well.
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The Federal Cabinet confirmed this com- applicable to the Federation are thus being
mitment once more on 15 March 2015 when complied with by a wide margin. The federal
it adopted the benchmark figures for the budget has even realised a slight structural
2016 federal budget and the financial plan surplus since the year 2014 (see Figure 3).
for the fiscal years through 2019. This development has set the course for
In this way, the Federation is making a long-term, sustainable public finances. At
significant contribution to the positive de- the same time, the Federation is using fiscal
velopments on all levels of government. The leeway it has gained in order to set priorities
federal government has reduced the Federa- for future-oriented expenditures on edu-
tion’s structural debt consistently and per- cation and research as well as pro-growth
manently. The guidelines for the debt brake public infrastructure projects.
Figure 3: Federation’s structural deficit (in % of GDP)
2.0%
——Debt reduction path as set out in established
1.89% in 2010
1.5% >
1.59% Actual values for 2011 to 2014; federal
supplementary budget, key fiscal plan figures
1.28% for 2016 onwards; negative values (from 2014
onwards) represent surpluses
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The funding balance of the “Aufbauhilfefonds” (special relief fund established to deal with damage caused by floods in May and
June 2013) and that of the “Kommunalinvestitionsférderungsfonds” (special fund to promote investment at the local authority
level), both of which are relevant for determining the Federation’s structural deficit, are not reflected in the 2015-2019 projection
period. It cannot currently be predicted when and to what extent the funds’ remaining resources will be disbursed.



3.3 Fiscal policy measures on
the expenditure and
revenue side

Growth-friendly consolidation has paid
off for Germany. Over the course of the
past several years, Germany’s progress in
consolidating public finances has been ac-
companied by a robust upward trend in the
economy. This trend has been reflected in
particular in significant gains in employ-
ment. Germany has therefore given itself
scope to combine its consolidation goals,
which are both necessary and realistic, with
targeted investments. By focusing on the fu-
ture in this manner, Germany has improved
the quality of its public expenditures and
provides support for growth drivers in the
German economy. In doing so, Germany is
complying with the country-specific fiscal
policy recommendations from the Euro-
pean Council of July 2014 that it retains its
pro-growth fiscal policies and its sound
budgetary position.

Existing latitude will continue to be
exploited in the interest of pro-growth con-
solidation in order to increase expenditures
in growth-related areas on a targeted basis.
However, decisions are not made centrally
in Germany regarding the use of the funds.
Budgetary autonomy on the part of the
Federation and the Ldnder is constitutive for
the structure of the German federal state.
Thus the decisive factor, for both the devel-
opment as well as the structure of expendi-
tures, is to set budget priorities at all levels
of government.
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A long-term analysis reveals the positive
relationship between budget consolidation
and increased investment activity. During
the years from 2008 to 2014, gross govern-
ment investment rose by 3.5% on average
and thus significantly more than public
expenditures as a whole (which rose by 2.3%,
see Figure 4). Accordingly, consolidation
was not achieved to the detriment of invest-
ment. On the contrary, successful efforts at
consolidation first created new room for
investment.
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Figure 4:

Government consumption
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The federal government has decided
to place an even greater focus on future-
oriented expenditures in the federal budget.
Through the year 2017, the federal gov-
ernment will make an additional total of
€5 billion available for transportation in-
frastructure. For the years 2016 to 2018, the
Federation will once more make significant
additional funds available for public invest-
ments totalling €10 billion. Of this amount,
€7 billion is intended for increased invest-
ments in public transportation infrastruc-
ture, for efforts to increase energy efficiency,
promoting digital infrastructure, climate
protection and programmes to promote
urban development. An additional €3 bil-
lion will be provided to all line ministries
dedicated for future-oriented expenditures.
In line with the recommendations of the

T T T
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European Council, Germany is thus using
leeway at its disposal for higher and more
efficient public investments.

In addition, the federal government
provides support to the Ldnder and local
authorities in creating additional leeway
to make additional public investments in
the form of comprehensive and targeted
financial relief. The Federation has already
provided significant relief to the Ldnder and
local authorities, for example in the form
of the complete takeover of subsistence
income for the elderly and in the case of re-
duced earning capacity. During the current
legislative period, the Federation will pro-
vide relief to the Ldnder and local authori-
ties totalling €6 billion so that they are bet-
ter able to address challenges in providing
funding for pre-school childcare facilities,



schools and higher education institutions.
Furthermore, the Federation will make
funds totalling €3 billion available for non-
university research institutes, the Higher
Education Pact, the Pact for Research and
Innovation and the Initiative for Excellence.
Additionally, local authorities will receive
a supplemental €1 billion annually for the
years 2015 to 2017 prior to the planned
enactment of the Federal Act on Benefits
for Persons with Disabilities (Bundesleis-
tungsgesetzes fiir Menschen mit Behinderun-
gen - Bundesteilhabegesetz). In addition, the
Federation will provide the local authorities
with a further €5 billion in coming years. Of
this sum, €1.5 billion is intended to provide
the local authorities with additional lati-
tude to make investments. The remaining
€3.5 billion will flow into a special fund, the
funds of which are intended to promote
investments in financially weak localities.
These measures likewise satisfy country-
specific recommendations for Germany
from 2014. These include, inter alia, meas-
ures to increase investments in education
and research as well as ensuring appropriate
public investments at all levels of govern-
ment.

According to the country-specific rec-
ommendation of the European Council,
the government revenue side continues to
make a contribution to pro-growth fiscal
policy. A reliable tax system and targeted
relief ensure that businesses are competitive
and strengthen the purchasing power of the
population.

In the income tax context, the federal
government will increase the basic per-
sonal allowance and the child allowance
in accordance with the tenth report on the
subsistence minimum. Child benefits will be
increased by a like amount during the years
2015 and 2016 to support families to which
the tax exemption for children does not yet
apply. In addition, the supplementary child
benefits for low-income families will be
increased starting July 2016. The coalition
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partners comprising the federal govern-
ment have additionally included a commit-
ment in the coalition agreement to increase
the relief allowance for single parents and to
include tiers based on the number of chil-
dren. An increase in the relief amount for
single parents is currently under review.

Furthermore, the federal government
is working on gradually increasing the ef-
ficiency of the tax authorities. New techni-
cal and economic parameters, a changed
global environment, demographic trends in
society and available staffing levels at the
tax authorities increasingly have an influ-
ence on the system of taxation. The federal
government sees a need to re-design and
modernise procedures at the tax authorities.
This view is shared by the Ldnder. All parties
to the process should benefit from the abil-
ity to utilise resources on a more targeted
basis. Legal, technical and organisational
adjustments are needed in order to imple-
ment the “Modernisation of the Taxation
Procedure” package. These will be gradually
implemented starting in the year 2015.

It remains the case that inheritance and
gift taxes may not be permitted to endanger
business succession, also in light of a ruling
from the Federal Constitutional Court on
this issue. The federal government has set as
its goal creating rules that are constitution-
ally sound and at the same time are friendly
to medium-size enterprises without, how-
ever, attempting to implement a fundamen-
tal change in tax model. This is intended to
ensure a smooth transition between genera-
tions within companies and to preserve jobs.

The federal government likewise views
the enactment of measures to combat trans-
national profit shifting on the part of inter-
national companies as a central tax policy
objective for the current legislative period.
Accordingly, it is actively working with its
partners in the G20 on the continued devel-
opment of international standards as part
of the OECD initiative on “base erosion and
profit shifting” (BEPS). A focal point of this
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initiative is better coordination amongst
national tax systems in order to close tax
loopholes and to prevent harmful tax com-
petition between countries.

Furthermore, Germany is supporting the
development of a global standard on auto-
matic exchange of information on financial
accounts. Fifty-one countries signed a bind-
ing treaty on this topic in October 2014. The
automatic exchange of information starts
in the year 2017 and is intended to be estab-
lished as an international standard in order
to contain tax flight and evasion through
the elimination of banking secrecy. Within
the European Union, the new standard is
to be implemented via Council Directive
2011/16/EU on administrative assistance
that was subject to revision in December
2014.

3.4 Germany’s voluntary fiscal
policy commitments within
the Euro Plus Pact

Germany satisfied two core voluntary fiscal
policy commitments from the 2014 Action
Programme for the Euro Plus Pact in the
form of its successful budget consolidation
and additional public investments. The 2015
Action Programme is codified in Germany’s
2015 NRP. The federal government adopted
the NRP on 1 April 2015. The German Action
Programme includes the following volun-
tary fiscal policy commitments:

- Germany will continue its pro-growth
consolidation policies. The overall debt
ratio should be reduced to below 70% of
GDP in the year 2016, and thereby one
year earlier than originally planned.

- The federal government will increase its
expenditures for public investments in
the federal budget, with the objective of
improving conditions for private invest-
ments as well. As part of a €5 billion in-
vestment package for the current legisla-

tive period, it will invest an additional
€1 billion in the year 2015 for the main-
tenance and expansion of efficient trans-
portation infrastructure. In this context,
€300 million are allocated to the rail seg-
ment, €600 million to the road segment
and €100 million to waterways. Between
the years 2016 and 2018, the federal
government make available additional
funds totalling €10 billion for invest-
ments compared with financial budg-
eting prepared in July 2014. The funds
are intended for investments in public
infrastructure and energy efficiency in
particular. In addition, it will establish

a local capital investment programme
comprising some €3.5 billion. These in-
creases in investment expenditures will
be made without new borrowing.

The federal government will use the
whole of the Federation’s share of the
revenue generated by the allocation of
frequencies in the 700 MHz band in the
second quarter of the year 2015 for a
separate development programme to
provide targeted support for the expan-
sion of broadband coverage to currently
underserved rural areas.

By the end of the current year, Germany
will fill regulatory gaps in the “grey capi-
tal market”. The objective is to further
increase transparency related to finan-
cial products and investments so that
investors receive complete and current
information regarding their investment
and may be in a better position to evalu-
ate seriousness and chances of success.
Supervisory mechanisms are intended to
be expanded in conjunction with these
efforts.



4. Projection of general government budget balance

and debt level

Germany has set a structural balance! of
-0.5% of GDP as its MTO. This minimum
target should be consistently fulfilled
throughout the forecast period up until the
year 2019. The debt ratio, which increased
considerably in the wake of the financial
crisis and the European sovereign debt cri-
sis, will be reduced continually up until the
end of the forecast period.

4.1 Trends in general govern-
ment revenue and expendi-
ture

Revenue ratio will remain stable

Revenue continued to be subject to robust
growth during the past year, rising by 3.6%.
This reflected favourable employment lev-
els in particular. However various one-time
effects were included as well: Bundesbank
profits were significantly higher year-on-
year. In addition, equalisation payments
from the European Union based on changes
to the calculation base for contributions to
gross national income own resources were
already included for statistical purposes in
the year 2014 even though payments were
not received until the year 2015.
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As was the case for 2013, the tax ratio for
the year 2014 amounted to 22.7% of GDP.
Tax revenue (+3.5%) rose only slightly faster
than nominal GDP (+3.4%). At around 51%,
tax revenues represent the largest share of
general governmental income, followed by
social security contributions, which com-
prise the second largest component at 37%.

During the forecast period upto the year
2019, tax revenue is expected to continue to
grow (more than 3.5% p.a.) at a somewhat
faster rate than growth in nominal GDP
(3.4%). The tax ratio will accordingly rise to
around 23% of GDP by the year 2019. This is
due both to rising incomes as well as to the
fact that domestic demand, which is more
tax-intensive, will make a larger contribu-
tion to overall economic activity than net
exports. The year 2016 will represent an
exception as increases in tax revenue will be
below average due to changes in tax laws (in
particular, draft legislation to raise the basic
personal income tax allowance, the tax-free
child allowance, child benefit and supple-
mentary child allowance).

In line with the trend for the tax ratio,
revenue from social security contribu-
tions likewise stabilised at a level of 16.6%
of GDP for the year 2014 when compared
with the prior year. The contribution rate

1. Where not otherwise specified, all data are based on the 2010 European System of National Accounts
definition (Maastricht definition). The individual levels cover the core budget and off-budget entities.
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for statutory pension insurance was re-
duced from 18.9% to 18.7% as of the start
of the year 2015 and the contribution rate
for long-term care insurance was raised by
0.3 percentage points. In addition to further
increases in the contribution rate for long-
term care insurance in the year 2017, the
MTO projection of the general budget like-
wise reflects adjustments to contribution
rates that will be required, inter alia, once
existing reserves have been exhausted.

The revenue ratio - which also includes
other government revenue such as fees and
revenue from business activities (e.g. profit
transfers from the Deutsche Bundesbank) -
is projected to become stable at around 44%
because other revenue is expected to grow
somewhat slower than GDP in the coming
years.

Expenditures will increase on average
at a lower rate than nominal GDP in
the 2014-2019 period

In the year 2014, government expenditures
rose by 2.5% and thus considerably more
slowly than government revenue. This trend
was once more driven in large part by social
benefits in kind which grew by 5.5%. Inter-
est expenditure had a strong dampening ef-
fect on expenditure trends, falling by 10.2%
compared with the previous year in light of
exceptionally low interest rates in the capi-
tal markets.

General
expected to rise by an average of around
3% per year during the projection period.
Government consumption is expected to
rise more than average, by 3%2% per annum.
The projected increase is mainly driven by
the continuing increase in benefits in kind,
which will average almost 4%2% per annum.

government expenditure is

Table 1: Trends in the government revenue ratio
2014 2015 2016 2017 2018 2019
-in % of GDP -

Taxes 22.7 223, 223, 223 223 23
Social contributions 16.6 16 V5 16 Y5 16 Y5 16 Y5 16 34
Ui Rl e 39 v 39 v, 39 4 391 39 v
tions
Total revenue

April 2015 Update 44.6 44 Y, 434 44 44 44

April 2014 Update 44 v, 44 44 44 44 -

Any differences between the “tax and social contribution ratio” and the sum of the “tax ratio” and the “social contri-
bution ratio” are due to rounding; projection figures are rounded to 1/4 percentage points of GDP.



Gross capital formation will also expand
by more than average during the projection
period, by about 4%2% per year. This is the
result of federal government resolutions
aimed at strengthening investment activ-
ity. In contrast, expenditures for employee
compensation are projected to rise at a
below-average rate of about 2% per year.
Trends in expenditure continue to benefit
from the availability of favourable financ-
ing terms, whereby normalisation of the
conditions prevailing on the international
financial markets will, however, cause inter-
est rates on sovereign debt instruments to
rise once more.

Figure 5:
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In the medium term, a projected increase
in expenditure at a lower rate than nominal
GDP will cause the government expenditure
ratio to decline: By the end of the projection
period, government spending as a share of
GDP is expected to be around 43%:%. Only
then the government expenditure ratio
would have been reduced to its 2008 level
again (i.e. the level at the onset of the finan-
cial crisis).

expenditure and GDP trends from 2014 to 2019 (in %)

GDP (nominal)

Total revenue

Total expenditure

Government consumption

of which: social transfers in-kind

of which: compensation of employees
Social transfers other than in kind
Interest expenditure

Gross fixed capital formation

Average annual trends in general government revenue and
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Table 2: Trends in the government expenditure ratio
2014 2015 2016 2017 2018 2019
-in % of GDP -
April 2015 Update 43.9 44 3% 43 %4 43y 43
April 2014 Update 443, 44 44 44 431, -

Figures for the projection period are rounded to 1/4 percentage points of GDP.

4.2 Trends in the general
government fiscal balance

General government fiscal surplus set
to decline

In the year 2014, Germany achieved a
budget without a deficit for the third year
in a row. Following a general government
fiscal surplus of 0.1% in both years 2012 and
2013, the balance was +0.6% of GDP in the
year 2014. There is an ample safety margin
in place in relation to the Maastricht limit of
a maximum deficit ratio of 3% of GDP.
According to the projection, the fiscal
surplus will decline in the years 2015 and
2016. The primary cause for this down-
ward trend - also in comparison with the
2014 Stability Programme - is the finan-
cial situation of the social security funds.
The systemic-based reduction in existing
reserves - especially for the statutory pen-
sion insurance - exerts strong downward
pressure on the surplus in the general gov-
ernment fiscal balance. The surplus for the
year 2014 was likewise shaped by extraor-
dinary factors that had either no effect or
a contrary effect on the current year. For
example, profit transfers from the Deutsche
Bundesbank were significantly lower in
the year 2015 than was the case in the year
2014. In addition, equalisation payments
from the European Union based on changes
to the calculation base for contributions to
gross national income own resources were

already reflected in the balance of accounts
in the year 2014 according to the origina-
tion principle even though payments were
not received until the year 2015. For the
year 2016, the surplus is expected to decline
further, approaching a nearly balanced
budget as expenditures and deficits relevant
to general government expenditure are to
be expected in relation to special-purpose
funds of the Federation (inter alia, local
investment development funds (Kommunal-
investitionsférderungsfond), special fund for
final payments on inflation-indexed federal
securities (Vorsorgefonds fiir die Schlusszahl-
ungen fiir inflationsindexierte Bundeswert-
papiere) and reconstruction development
funds (Aufbauhilfefond), whereas no sig-
nificant additional progress in the area of
budgetary consolidation is expected at the
territorial authorities. In the following years
of the projection period, a gradual improve-
ment in the fiscal balance is expected, pro-
vided favourable economic and fiscal policy
conditions continue to apply.



GERMAN STABILITY PROGRAMME 2015 UPDATE

Table 3: Trends in the general government balance
2014 2015 2016 2017 2018 2019
-in % of GDP-
April 2015 Update 0.6 Ya 0 Va Y %)
April 2014 Update 0 0 0 %) %) =

Figures for the projection period are rounded to 1/4 percentage points of GDP.

No deficits at all government levels in
2014

In the year 2014, all government levels were
able to contribute to the general govern-
ment fiscal surplus, posting positive bal-
ances in each case; this had already been
projected in the update to the 2014 Stability
Programme. To date, this is the only time
this has occurred since German reunifica-
tion.

At 0.4% of GDP, the Federation posted
the highest surplus of all government levels
in the year 2014. For the Federation, this also
represents the first positive fiscal balance
since the year 2000. However, in the year
2000 this was only realised due to one-time
revenue from the sale of UMTS licenses.

On the Ldnder level too, a fiscal surplus
was realized in the year 2014 for the first
time since the year 2007, even if, at 0.1% of
GDP, it was lower than that of the Federa-
tion. Local authorities, in total, were able to
generate a surplus for the fourth year in a
row. However, in the year 2014, the surplus
at the local level was somewhat weaker
in year-over-year terms; this was also the
result of the significant expansion of in-
vestments which rose by 5.6%. The social
security funds were even able to generate a
surplus in the year 2014 for the fifth year in
a TOW.

Projections from the federal govern-
ment anticipate that the Federation, Ldnder
and local authorities will be able to solidify
their success in consolidation by the year
2019. At the federal level, the key figures
for fiscal planning up until the year 2019
adopted by the cabinet on 18 March 2015
envisage a budget without new net borrow-
ing at all (from a fiscal statistical perspec-
tive). In the coming years, a slight surplus
is expected at the federal level (including
statistically-attributed extra budgets), sup-
ported by the sustainable consolidation of
the Federation’s core budget and buoyed by
the declining interest burden. Nonetheless,
the surplus is expected to decline markedly
in the years 2015 and 2016 due to the special
factors referred to above. The Ldnder and lo-
cal authorities will be able to retain the sur-
pluses they achieved in the year 2014, albeit
to greatly varying degrees.

The social security funds will report
small deficits for the years 2015 to 2018
probably. The expansion of benefits pro-
vided by the statutory pension insurance
programme as of 1 July 2014 adopted as part
of the federal government’s pension packet
are making themselves felt. The surpluses
from past years, in particular in the statu-
tory pension and health insurance, resulted
in the creation of large reserves. Increases in
contribution rates will not be necessary for
as long as deficits in the pension insurance
programme can be funded by reducing the
reserves.
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Table 4: Budget balances by government level
2014 2015 2016 2017 2018 2019
-in % of GDP -

Central government 0.4 Ya 0 Ya Ya Ya
State government 0.1 Ya Ya Ya Ya Ya
Local government 0.0 0 0 0 0 0
Social security funds 0.1 -Y4 -Y4 -Ys -4 0

General government 0.6 Ya 0 Ya Ya Y

Figures for the projection period are rounded to 1/4 percentage points of GDP.

4.3 Trends in the general
government structural
balance

Medium-term budgetary objective will
be met on a sustained basis

Germany has complied with the MTO of
a general government structural deficit of
a maximum of 0.5% of GDP since the year
2012. Last year, the structural balance for
the Federation, Ldnder, local authorities and
social security funds was 1.1% of GDP. In
order to determine the structural balance,
the nominal balance is adjusted for cycli-
cal influences pursuant to the common EU
method. In addition, one-time effects are
not considered in the structural balance. In
the year 2014, the one-time effect related
to the second adjustment programme for
Greece, approved in November 2012, con-
tinued to have an impact.

Germany’s structural fiscal balance will
continue to show a surplus over the whole
projection period. Germany will meet its
medium-term budgetary objectives in the
2015-2019 period. The perceptible decline
in the structural fiscal balance in the years
2015 and 2016 to ¥4% of GDP shows that
fiscal policy is exerting a slightly expansive
effect. Only in the medium term, a struc-
tural surplus of ¥2% of GDP is to be expected
again. Given that Germany will continue to
more than fulfil its MTO, the expenditure
rule of Article 5 of Council Regulation (EC)
No 1466/97, in accordance with the “Specifi-
cations on the implementation of the Stabil-
ity and Growth Pact” is not binding
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Table 5:  Structural balance compared with actual balance and GDP trend
2014 2015 2016 2017 2018 2019

Structural balance . q 1 1 1

(% of GDP) 1.1 /4 L/ %) %) %)
Actual balance q 1 1 1

(% of CDP) 0.6 /i 0 /a /a /s
Real GDP 1.6 15 1.6 1.3 1.3 13

(% change yoy)

Figures for the projection period are rounded to 1/4 percentage points of GDP.

4.4  Sensitivity of projection of
fiscal balance

Sensitivity analyses may provide indica-
tors of how a projected fiscal balance could
develop in the event of deviations from the
macroeconomic assumptions. In this con-
text, the model-based analyse of the devel-
opment the fiscal balance considers that the
underlying macroeconomic assumptions
may change. The sensitivity analysis looks at
two alternative scenarios which result from
a reduction and an increase in the annual
real GDP growth rate of half a percentage
point, respectively, from the year 2015 to the
year 2019. All other assumptions remain the
same, e.g. it is assumed that the GDP defla-
tor and GDP composition remain constant
vis-a-vis the baseline scenario. In addition,
it is assumed that government revenue and
expenditures will continue to react to GDP
correspondingly to their long-term elastic-
ity. Thereby, the budget semi-elasticity, as
used in the context of European budget
monitoring, is applied.

The decrease in the fiscal balance by
the year 2016 would be avoided if growth
in GDP were to be half a percentage point
higher than assumed in the federal govern-
ment’s annual projection (baseline sce-
nario). In the alternate scenario assuming a
one-half percentage point lower growth in
GDP compared with the baseline scenario,
in purely arithmetic terms, there would
be fiscal deficits again from the year 2016
onwards, which however would still retain
a significant safety margin compared with
the reference value. The sensitivity analysis
shows that Germany’s general government
budget is in good shape to continue to com-
ply with the guidelines of the Stability and
Growth Pact.

PAGE 27



PAGE 28 PROJECTION OF GENERAL GOVERNMENT BUDGET BALANCE AND DEBT LEVEL

Table 6: Sensitivity of projection of the general government
budget balance

2014 2015 2016 2017 2018 2019

GDP trends according to - general government budget balance in % of GDP -
- baseline scenario 0.6 Ya 0 Ya Ya %)
- alternative scenarios
+ -Y2pp p.a.compared 0 -1, L1, 3y, _y,

to baseline
. 1 -

+% pp p-a. compa 1, Ya 1 1% 2

red to baseline

Figures for the projection period are rounded to 1/4 percentage points of GDP.

4.5 Trends in debt levels

2014 general revisions to system of national accounts

In August 2014, the Federal Statistical Office published the results of the 2014 general
revision to the system of national accounts. This revision was also necessary in order to
implement the European System of National Accounts (ESA 2010), which had become
legally-binding in September 2014 within the German system of national accounts. The
revision resulted in an increase in the level of nominal GDP. As a result, the debt levels
declined for the entire time series from 1991. In addition, the sectorial allocation of eco-
nomic units was reviewed and adjusted as part of the revision. This had the effect of rais-
ing the debt level because additional institutional units are now allocated to the govern-
ment. Overall, Germany’s debt ratio is around two percentage points lower over the past
years, in relation to prior results under ESA 1995. By contrast, the quantitative effects of
the revision to the ESA to the government fiscal balance are - in % of GDP - very limited.

After decades of rising debt ratios, the suc- furthermore is still above the 2008 level - i.e.
cesses in consolidation have contributed the level at the start of the financial crisis -
to a reversal of this trend: The debt ratio of 65.1% of GDP.

(Maastricht definition) has declined consist-

ently since the year 2013. In the year 2013,

it fell by 2.2 percentage points to 77.1% of

GDP and by some 2.4 percentage points to

74.7% in the year 2014. Nonetheless, the

debt ratio remains considerably higher than

the Maastricht reference value of 60% and



One factor driving the reduction in the
debt ratio in the year 2014 is the positive
trend in public budgets. A second factor
was the continued reduction of the portfo-
lios of the wind-down agencies that were
established to deal with the consequences
of the financial crisis, namely FMS Wertma-
nagement and the Erste Abwicklungsanstalt
(EAA). The share of the Maastricht debt ratio
that is attributable to measures taken to
address the financial crisis declined by 0.9
percentage points to 8.2% in the year 2014.
By contrast, debts in connection with meas-
ures to address the European sovereign debt
crisis (in particular based on the payment of
the fifth tranche for the European Stability
Mechanism (ESM) as well as loans from the
European Financial Stability Facility (EFSF)
to Greece and Portugal) rose slightly in the
year 2014 (in total by 0.1 percentage points
to 3.1% of GDP.
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The continued reduction in the port-
folios of the wind-down agencies and the
favourable developments of public budgets
will foster a continuation of the positive
trend in the debt ratio. The ratio is expected
to continue its decline in the year 2015, fall-
ing by 3V percentage points to 71v2% of
GDP. Whereas the effect of measures taken
to combat the European sovereign debt cri-
ses stabilises, a further decrease in the effect
of the financial crisis by around % percent-
age points can be expected. The positive
budgetary trend at the Federation, Ldnder
and local levels, as well as continued portfo-
lio reductions by the wind-down agencies,
likewise result in a constant reduction in the
debt ratio over the medium term to some
61Y2% of GDP in the year 2019 (Table 7).

As a result, the objective provided by the
coalition agreement of reducing the debt
ratio to less than 60% by the end of the year
2023 at the latest is assured. The objective
of a reduction to less than 70% of GDP will
already be reached in the year 2016, in ac-
cordance with Germany’s commitment as
part of the 2015 Action Plan for the Euro
Plus Pact, one year earlier than is stipulated
in the coalition agreement.

Table 7: Trends in the debt-to-GDP ratio
2014 2015 2016 2017 2018 2019
- Debt ratio in % of GDP -
April 2015 Update . 3 3 )
(ESA 2010) 74.7 71 68 ¥4 66 63 3% 61 Y
April 2014 Update ) ) _
(ESA 1995) 76 72 > 70 67 Y2 65

Figures for the projection period are rounded to 1/4 percentage points of GDP.
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Figure 6 illustrates the impact of meas-
ures in connection with the financial crisis
and the European sovereign debt crisis on
the development of Germany’s debt ratio.
Since the year 2008, the debt ratio has in-
creased considerably as a result of meas-
ures to cope with the financial crisis. The
winding down plays a key role in reducing
the debt ratio. Furthermore, the measures
related to the European sovereign debt
crisis have resulted in a significant increase
in the debt levels since the year 2012. Due
to the consolidation strategy that has been
pursued, as well as generally favourable
economic trends, the debt ratio (adjusted
for crisis-related effects) has shown a clear
downward trend since the year 2010 and
will already fall below the 60% reference
value in the year 2016.

Effects on debt of stabilisation measures implemented in the context of
the financial market crisis and the European sovereign debt crisis
(in % of GDP)

=—¢—Maastricht debt ratio

excluding measures related to the financial crisis
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5. Long-term sustainability and quality of public

finances

5.1 Challenges to the
sustainability of public
finances

Ongoing demographic change in Germany
poses significant risks to the sustainabil-
ity of public finances, especially from the
year 2025 onwards. According to the 12th
coordinated population projection of the
Federation and Ldnder, Germany’s resident
population will have shrunk significantly
by the year 2060. The proportion of people
of working age will decline considerably
and the proportion of people aged 65 or
older will increase significantly. Assuming
that other variables remain the same, the
ageing population will cause an increase
in age-related expenditure in relation to
GDP. At the same time, this development
will lead to a slower increase in public
revenues. The federal government is ad-
dressing these challenges in a focused
manner by continuing work on a demo-
graphic strategy launched in the year 2012.

Four core goals are key in this respect:

- Strengthening economic growth poten-
tial;

- Promoting social and societal solidarity;

- Ensuring the parity of living standards
across regions; and

- Ensuring the state’s ability to take effec-
tive action.

The updated strategy and the results of the
ten demography working groups? will be
presented at the next demography summit
to be held in September 2015.

2. The working groups consist of representatives of the Ldnder, local authorities, social partners, associa-

tions, industry, academia and civil society.
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5.2 Government revenue and
expenditure from a long-

term perspective

Once in every legislative period, the Fed-
eral Ministry of Finance reports on the
sustainability of public finances in order to
recognise long-term fiscal risks at an early
stage. The results of an interim update are
currently available?, publication of the next
full-fledged sustainability report is envis-
aged for autumn 2015. The age-related
public spending which is considered in the
long-term projections (pensions, healthcare,
long-term care, unemployment payments,
education and family support) amounts to
25.9% of GDP in the base year 2012, it com-
prises around 58% of all public spending.
According to these projections, age-related
spending will rise to between 28.7% and
32.0% of GDP by 2060, representing an in-
crease of between 2.8 and 6.1 percentage
points (cf. Table 18 in the Annex).* Explicit
government debt in relation to economic
output would increase significantly in the
long term if policies do not change. The
corresponding sustainability gap would
then be in a range between 0.6% and 3.1%
of GDP. Sensitivity analyses indicate that
lower unemployment, rising labour force
participation on the part of older workers
and women but also an increased immigra-
tion of qualified workers could mitigate the
impact of demographic change on public
finances. The analyses also reveal that the
consolidation course taken to date has had
positive effects on long-term sustainability.

5.3 Measures to maintain long-
term sustainability

A solid fiscal foundation, sustaining social
security systems, securing skilled person-
nel, balancing work and family obligations,
investments in education and research,
a modern infrastructure and, practically
speaking, a sustainable economic growth
ensures long-term fiscal sustainability. Ger-
many has a permanent fiscal framework
in the form of the debt brake and the fiscal
rules enacted on the European level. Struc-
tural reforms, on the other hand support in
offsetting the effects of the ageing popula-
tion.

In the area of statutory pension insur-
ance, Germany implemented important
reforms in the past, including the gradual
increase of the statutory retirement age to
67 by the year 2029, the introduction of a
sustainability factor in the pension adjust-
ment formula and support for supplemen-
tary fully-funded pensions. By doing so,
Germany was able to ensure the long-term
sustainability of the statutory pension
system as directed in the country-specific
recommendations from the year 2014. In
order distribute fiscal and economic con-
sequences of demographic change fairly
between younger and older generations,
German pension law provides for upper
limits on contribution rates and for guaran-
teed minimum pension levels. The federal
government is fulfilling social policy obliga-

3. The projection of trends in government revenues and expenditures against demographic change is
based on legal environment in place at the beginning of the year 2013 as the basis. The results are not
directly comparable with the similar projections on the European level (EU Ageing Report).

4. Projections are developed with two basic variants. The “T-” basic variant is based throughout on
slightly pessimistic assumptions about future demographic, labour market and macroeconomic trends.
The “T+” basic variant is based throughout on slightly optimistic assumptions.

5. The S2 sustainability indicator shows the amount by which the general government primary balance
would have to be reduced starting from the year 2015 in order to make sure that all explicit and implicit

obligations can be met in the long run.



tions set out in the coalition agreement in
the form of the Pension Insurance Benefits
Improvement Act (Rentenversicherungsleis-
tungsverbesserungsgesetz) — especially the
“Pension at 63” provisions and the make-up
pension benefits for mothers (Miitterrente).
With regard to funding, consideration was
given to the circumstance that the statutory
pension insurance system is on a solid fiscal
footing at present, while that those mak-
ing contributions cannot be over-burdened
over the long term. The Federation will also
contribute additional funds as of the year
2019. These funds will be increased gradu-
ally from €0.5 billion to some €2 billion
annually by the year 2022. This allows for
maintaining the statutorily prescribed up-
per limits on contribution rates and guaran-
teed minimum pension levels.

The increase in the elderly population
will result in a greater need for health and
long-term care benefits. The federal govern-
ment has addressed these challenges in its
recent reforms to the health care system.
A sustainable funding for the provision of
health care was emphasised in particular as
part of this process. The general contribu-
tion rate was lowered from 15.5% to 14.6%.
Concurrently, the health insurance funds
are allowed to set fund-specific, income-
based contribution rates. This expands
autonomy in terms of setting contribution
rates and promotes competition related to
efficiency and quality. At the same time,
setting the employer share of contributions
at 7.3% ensures that financial resources to
be organised in an employment promoting
manner. Additional funds from the Fed-
eration will be increased from €11.5 billion
(2015) to €14 billion as of the year 2016 and
again to €14.5 million annually as of the
year 2017.

Among the provisions of the First Long-
Term Care Support Act (Pflegestdrkungsge-
setz), being in effect since 1 January 2015, is
the expansion of benefits for those requir-
ing care and members of their family. In ad-
dition, the care provider ratio at in-patient
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care facilities was increased. As of the year
2015, revenue in the amount of 0.1 contri-
bution-rate percentage points flow into the
long-term care fund for a period of 20 years
in order to increase the sustainability of the
system. Funds will be withdrawn from the
year 2035 onwards again in order to stabilise
contributions (the contribution rate was
increased by 0.3 percentage points in total).

The federal government’s economic
policy measures aim at strengthening po-
tential growth, and thereby enhancing the
long-term sustainability of public finances.
A core component in this context is secur-
ing the long-term labour supply. Contribut-
ing factors include equal opportunities for
men and women followed by achieving a
higher proportion of women in leadership
positions.

The Skilled Labour Strategy is designed
specifically to secure a sufficient long-term
supply of skilled workers. In order to pro-
vide additional momentum the federal gov-
ernment has initiated the “Partnership for
Skilled Labour in Germany” together with
social partners and business representa-
tives. The National Occupational Training
Pact was transformed into the “Alliance for
Training and Retraining” in cooperation
with social partners, the Ldnder and the Fed-
eral Employment Agency. In addition the
federal government is providing targeted
support to help persons with a migrant
background and young people to reach
adequate qualifications. In addition, the
Federation and the Ldnder have developed
strategic approaches with the aim to secure
subsistence and sustainable integration for
the long-term unemployed.

The federal government supports fam-
ily-friendly working conditions. Making it
easier for employees to reconcile work and
family obligations encourages the labour
participation of parents and enhances the
economic stability of families. To this end,
provisions on parental leave and parental
allowance were liberalised. The federal
government is supporting part-time em-
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ployment via the “parental allowance plus”
(Elterngeld Plus). It encourages parents to re-
turn to work earlier. In addition, the federal
government is providing greater financial
support to the Lidnder and local authorities
for current expenditures related to child
day-care (€845 million annually as of the
year 2015).

At the same time the federal budget’s
focus on growth will be significantly ex-
panded, thus strengthening the economic
growth potential (see Section 3.3 for a list of
measures).

5.4 Measures to increase the
effectiveness and efficiency
of public revenues and
spending

Raising the effectiveness and efficiency of
public finances will become increasingly
important along with utilising scarce re-
sources to promote growth. A mandatory
“demography check” of all draft legisla-
tion and guidelines, introduced in the year
2014, is intended to ensure that all political
decisions take demographic trends into
account. In accordance with the federal
government’s subsidy guidelines, subsidies
are already subject to continuous review. In
the summer of the year 2015 a first sustain-
ability review on a regular basis will be con-
ducted in the context of the 25th Subsidy
Report. This underscores the intent to place
greater importance on principles of sustain-
ability in its subsidy policies.

Various measures were initiated to
increase the cost-effectiveness of public
spending in the healthcare segment, like-
wise in response to the country-specific
recommendations from the year 2014. A
stronger focus on competition with the
statutory health insurance system promotes
a high quality health care accompanied by
the efficient use of resources by health in-
surer and service providers. Starting in the
year 2015, the federal government expanded

the autonomy of the health insurance funds
by allowing supplemental contributions to
be set at different rates. This new refund-
ing structure creates important incentives
for price- and quality-based competition
amongst the health insurance funds. A
complete income equalisation provision for
the supplemental contributions was also
introduced between the health insurance
funds so that individuals with higher in-
comes would not be given preferential treat-
ment in the competition for members. The
conditions for consistent focus on quality
amongst service-providers were created by
forming the “Quality Institute” at the start
of the year 2015 thus intensifying quality-
based competition in the statutory health
insurance funds.

The draft of a care provision improve-
ment law provides for the promotion of
innovative and transsectoral forms of care
provision. Health insurance funds will re-
ceive more latitude to conclude contracts
that provide for competitive incentives. In
the outpatient healthcare segment, waiting
times for medical appointments for patients
insured via the statutory health insurance
system are intended to be reduced.

Representatives of the Federation and
the Ldnder have agreed to the outline for
structural reforms to the hospital segment
that provides for across-the-board improve-
ments in efficiency for in-patient health-
care, ranging from nationwide coverage to
advanced medicine. In future, quality will
play a more prominent role in capacity re-
quirements planning and remuneration.

The Digital Agenda adopted by the fed-
eral government will likewise assist in open-
ing up savings potential in the expenditure
side of the health and long-term care seg-
ments as well.

Further information on individual meas-
ures can be found in the NRP.
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Table 8: Forecast of macroeconomic trends
2017 to
2014 2014 2015 2016 2019 (3)
ESA Code Ind
ndex 0
2010=100 % change p.a.
1. Real GDP, chain index Blg 105.76 1.6 1.5 1.6 1Y
2. GDP in respective market Blg  2903.8 3.4 3.8 33 3%
prices (€bn)
Real utilisation of GDP, chain index
3. Private consumption P3 105.01 12 16 15 1Y
expenditure (1)
ST IS T P P3 103.83 11 12 12 1%
expenditure
5. Gross fixed capital formation P.51 109.50 3.4 2.1 3.0 2
6. Changes in inventories
(GDP growth contribution) (2) P s o oy oy 6
7. Exports P.6 117.15 3.9 3.6 4.3 41
8. Imports P.7 114.19 3.4 4.1 4.9 5Y
Contributions to real GDP growth (2)
9. Final domestic demand = 1.2 1.5 1.6 1
10. Chan.gtf.s_ln inventories and P52+ P53 _ 04 0.0 0.0 0
net acquisition of valuables
11. External balance of goods B.11 ) 0.4 01 01 0

and services

2014: Federal Statistical Office: As of: February 2015

2015 and 2016: results of the short-term forecast for the 2015 Annual Projection, January 2015

2017 to 2019: results of the medium-term forecast for the 2015 Annual Projection, January 2015

(1) Including private non-profit organisations without a commercial purpose

(2) Contribution to GDP growth rate
(3) Values rounded to 1/4
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Table 9: Price developments - Deflators
2017 to
2014 2014 2015 2016 2019 (3)
ESA Code Ind
ndex o
2010=100 % change p.a.

1. GDP 106.58 1.7 2.2 1.7 2
2. Private consumption 105.70 0.9 1.0 14 1%
expenditure (1)
3. Public consumption 109.49 2.6 4.3 2.6 23
4. Gross capital formation 107.39 11 1.7 1.7 1%
5. Exports 103.89 -0.2 -0.2 0.8 1Y%
6. Imports 104.12 -1.5 -1.5 0.8 1Y

2014: Federal Statistical Office: As of: February 2015
2015 and 2016: results of the short-term forecast for the 2015 Annual Projection, January 2015
2017 to 2019: results of the medium-term forecast for the 2015 Annual Projection, January 2015

(1) Including private non-profit organisations without a commercial purpose
(2) Values rounded to Y4
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Table 10:  Labour market trends (1)

2017 to
2014 2014 2015 2016
ESA Code 2019 (6)
Level % change p.a.
1. Employment, persons 1
Rl 6 42.7 0.9 0.4 0.3 /4
2. Employment, hours worked
&) (i bowia) 58.5 15 0.6 0.4 0
3. Unemployment rate (3) (%) - 4.7 4.7 4.8 4
4. Labour productivity (4) )
(2010=100) 101.7 0.7 11 14 1Ya
5. Labour productivity (5) L
(2010=100) 103.1 0.1 1.0 1.2 1Ya
6. Compensation of employees D1 1478.8 3.7 35 29 3
(€bn)
7. Compensation per employee 38.7 25 3.0 26 2%,

(thousand €)

2014: Federal Statistical Office: As of: February 2015

2015 and 2016: results of the short-term forecast for the 2015 Annual Projection, January 2015

2017 to 2019: results of the medium-term forecast for the 2015 Annual Projection, January 2015

Employed persons, domestic concept

National accounts definition
Unemployed (ILO) / labour force

Real GDP per hour worked

)
2
(3)
(4) Real GDP per person employed (domestic)
(5)
(6)

Values rounded to Y4; unemployment rate: value displayed is value for last year of forecast (2019)



Table 11:  Sectoral balances (1)
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2014 2015 2016 ;31197 (tf)
ESA Code
% of GDP

1. Net lending/borrowing vis-a-vis the B.9 76 78 76 7
rest of the world

of which:

- Balance on goods and services 6.5 6.8 6.7 6 Ya
2. Net lending/borrowing of households B.9 4.8 4.6 4.5 44
3. Net lending/borrowing of general EDPB.9 0.6 " 0 Y,

government

4. Statistical discrepancy

2014: Federal Statistical Office: As of: February 2015

2015 and 2016: results of the short-term forecast for the 2015 Annual Projection, January 2015
2017 to 2019: results of the medium-term forecast for the 2015 Annual Projection, January 2015

(1) Values rounded to ¥4; value for last year of forecast (2019)
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Table 12:  General government budgetary prospects
ESA Code 2014 2014 2015 2016 2017 2018 2019
€bn % of GDP
Net lending (EDP B.9) by sub-sector
1. General government S.13  18.0 0.6 Y 0 Y Y ¥
2. Central government S.1311 114 0.4 Yy 0 Yy Y Y
3. State government S.1312 19 0.1 Ya Ya Ya Ya Ya
4. Local government S.1313 1.3 0.0 0 0 0 0 0
5. Social security funds S.1314 34 0.1 -4 -4 - Y4 - Y4 0
General government (S.13)
6. Total revenue TR 1,293.8 44.6 44 1, 43 3/4 44 44 44
7. Total expenditure TE(1) 1,275.8 439 44 43 34 43 34 43 Y 43 Y
8. Net lending/borrowing EDPB.9 18.0 0.6 Y 0 Ya Ya Y
9. Interest expenditure EDPD.41  50.6 1.7 1% 1Y% 1% 1% 1Y%
10. Primary balance (2) 68.6 2.4 2 1Y% 1Y% 134 2
B 07 0 o 0 0 0 o
Selected components of revenue

?lzgffﬁiiiiiefm 6604 227 2% 0% 0% 2% 23

:;:'OT;"S‘“ on production and D2 3137 108  10% 10% 10% 10%  10%

}:Cznfg’::::l:;"eei:" D5 3468 119 12 12 12 2% 12%

12c. Capital taxes D.91 0.0 0.0 0 0 0 0 0
13. Social contributions D61 481.6 16.6 162 162 162 16 %2 16 %
14. Property income D.4 23.5 0.8 34 R%) R%) EZ) %)
15. Other (4) 128.3 4.4 4, 4 4 4 3%
16. = 6. Total revenue TR 1,293.8 44.6 44 1, 43 3/4 44 44 44
p-m.: Tax burden 1,1421 393 39%  39Y% 39 39%  39%

(D.2+D.5+D.61+D.91-D.995) (5)




ESA Code 2014 2014 2015 2016 2017 2018 2019

€bn % of GDP

Selected components of expenditure

17. Compensation of employees

. . . D.1+P2  358.8 12.4 12 Y% 12 Y4 12 12 113
+ intermediate consumption
W SR O D1 2239 77 1% 1% Iva 1Y 1Y
employees
17b. Intermediate consumption P2 1349 4.6 43/, 43/, 4% 4% 4%
18. Social payments a a a
(18-18a+18b) 691.6 23.8 24 24 24 Y4 24 Y4 24 Y4
of which: unemployment
. 48.9 1.7 1% 1% 1% 1% 1%
benefits (6)
. .. D.6311,
18a Socialtransfersinkind 560151 9394 g2 8% 8% 8% 8% 8%
supplied via market producers DIE3131

18b. Social transfers othen D62 4522 156 15% 15% 15%  15%  15%

than in kind
19. = 9. Interest expenditure hhs06 17 1w 1% 1% 1w 1
20. Subsidies D.3 26.5 0.9 1 1 1 1 1
21. Gross fixed capital formation P.51 63.0 2.2 2 Y4 2 Y4 2 Y4 2 Y4 2Ya
22. Capital transfers D.9 22.4 0.8 3, 3/, 34 34 34
23. Other (7) 85.2 2.9 3 3 23, 23, 23,
24. = 7. Total expenditure TE(1) 1,275.8 439 44 43 3 43 3/ 43 Y, 43 Y,

p.m.: Government consumption

. P.3 561.5 19.3 191 1914 1914 19> 19>
(nominal)

(1) Adjusted by the net amount of payments in connection with swaps, so that TR - TE = B.9.

(2) The primary balance corresponds to (B.9, line 8) plus (D.41, line 9).

(3) A plus sign means deficit-reducing one-off measures.

(4) P.11+P.12+P.131+D.39+D.7+D.9 (except D.91)

(5) Including those collected by the EU and including an adjustment for uncollected taxes and social contributions (D.995), if appropriate.
(6) Includes cash benefits (D.621 and D.624) and in-kind benefits (D.631) related to unemployment benefits.

(7) D.29+D4 (except D.41)+ D.5+D.7+P.52+P.53+K.2+D.8

Figures for the forecast are rounded to one-quarter.
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Table 13:  No-policy change projections

2014 2014 2015 2016 2017 2018 2019

€bn % of GDP
1. T.ot.al revenue at unchanged 1293.8 ) 139 44 4t w4
policies
'2).°'Il'iocti:lsexpend|ture at unchanged 12758 e 139 435 4315 43,

Figures for the forecast are rounded to one-quarter.

Table 14:  Amounts to be excluded from the expenditure benchmark

2014 2014 2015 2016 2017 2018 2019

€bn % of GDP
1. Expenditure on EU programmes
fully matched by EU funds revenue 2y 0.1 0 0 0 0 0
2. CYClK.:al. unemployment benefit Py 01 0 y y . .
expenditure
3. Effect of discretionary revenue 44 95 0 o . . .
measures
fa.v:R’evenue increases mandated by 6.0 e 0 o " P y

Figures for the forecast are rounded to one-quarter.

Table 15:  General government debt developments

ESA Code 2014 2015 2016 2017 2018 2019

% of GDP
1. Gross debt 74.7 71, 68 ¥4 66 63 ¥ 61 %
2. Change in gross debt ratio -2.4 -3V -2 -2% 2 Ys 2,

Contribution to changes in the Maastricht debt ratio

3. Primary balance 2.4 2 1% 1% 13 2

4. Interest expenditure D.41 1.7 1% 1% 1Y% 1% 1%
5. Stock-flow adjustment 0.7 - Y - Y - Vs 0 Ya
p.m.: Implicit interest rate on debt (1) 2.3 2 Y4 2Ys 2 2V, 2Y,

(1) Proxied by interest expenditure divided by the debt level of the previous year.
Figures for the forecast years are rounded to half a percentage point of GDP.



Table 16:  Cyclical developments

ESACode 2014 2015 2016 2017 2018 2019

% of GDP

1. Real GDP growth (%) 1.6 15 1.6 1.3 1.3 1.3
2. Net lending of general government B.9 0.6 Ya 0 Ya Ya )
3. Interest expenditure D.41 1.7 1% 1% 1% 1Y% 1Y%
4. One-off and other temporary 0.0 0 0 0 0 0
measures (1)
5. Potential GDP growth (%) 1.4 1.4 1.4 1.3 1.2 1.1

contributions:

- labour 0.5 s Ya Ya 0 0

- capital 0.3 Ya Ya Y Y %)

- total factor productivity 0.5 %) 4 4 4 34
6. Output gap -0.8 -3 =Y - Yy - Yy 0
7. Cyclical budgetary component -0.4 - Vs -V -V 0 0
8. Cyclically-adjusted balance (2 - 7) 1.1 3/ Ys Y Y Y
9. Cyclically-adjusted primary balance 238 21, 1y, 1y, 19, 5
(8 +3)
10. Structural balance (8 - 4) 1.1 3/ Vs 7 7 7

1. A plus sign means deficit-reducing one-off measures.
Figures for the forecast related to government accounts are rounded to one-quarter.
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Table 17:  Divergence from previous update

ESA Code 2014 2015 2016 2017 2018 2019
% of GDP
Real GDP growth (%)
Previous update 1.8 2.0 1.4 1.4 1.4 =
Current update 1.6 1.5 1.6 1.3 1.3 1.3
Difference -0.2 -0.5 0.2 -0.1 -0.1 =
General government net lending B.9
(% of GDP)
Previous update 0 0 0 %) %) =
Current update 0.6 Ya 0 Ya Ya )
Difference 0.5 Ya - Ys -0 0 =
General government gross debt
(% of GDP)
Previous update ESA 95 76 72 Y, 70 67 V> 65 =
Current update ESA 10 747 71% 68 34 66 63 ¥4 61 Y,

Difference

Figures for the forecast related to government accounts are rounded to one-quarter.



Table 18:  Long-term trends in age-related general government expenditure

2010 2020

2030

Expenditure in % of GDP

2040

2050

2060

(pessimistic basic variant “T-” / optimistic basic variant “T+”)

Pension expenditure (1) 10.3 10.0/99 11.2/10.5 12.4/11.7 13.4/12.3 14.5/13.0
Healthcare expenditure (2)
on statutory health insurance
and medical assistance pay- 7.3 7.8/7.8 8.2/8.0 8.7/8.3 8.9/8.3 8.9/8.2
ments for civil servants
Long-term care expenditure (3) 0.9 0.9/0.9 1.0/0.9 1.1/0.9 1.2/0.9 1.1/0.8
Unemployment benefits (4) 3.5 2.2/2.0 2.7/1.6 2.7/1.6 2.7/1.6 2.7/1.6
Spending on education and
e ) 3.7 3.3/3.3 3.4/3.5 3.4/3.7 3.3/3.6 3.3/3.6
Expenditure on the family be-
nefits system (6) 1.9 1.4/1.4 1.5/1.5 1.5/1.6 1.4/1.5 1.5/1.6
Total age-related expenditure 27.6 25.7/25.4 27.9/26.0 29.7/27.7 30.9/28.2 32.0/28.7
Assumptions
Productivity growth (%) (7) 0.5 1.5/1.5 1.9/2.1 1.7/2.0 1.6/1.8 1.6/1.9
GDP growth (%) 1.3 1.3/1.6 0.9/1.6 1.1/1.6 0.9/1.6 0.8/1.5
Labour force participation rates (%)
- Men (15 to 64) 84.1 86.0/85.4 86.9/86.8 87.2/86.5 87.0/86.4 87.2/86.8
- Women (15 to 64) 73.9 79.4/78.1 81.5/80.7 82.1/80.7 81.9/80.5 82.3/80.9
Unemployment rate (%) 6.8 4.4/4.0 5.8/3.4 5.8/3.4 5.8/3.4 5.8/3.4
Old-age dependency ratio 31.1 36.1/35.4 48.9/46.4 57.1/51.5 60.4/51.6 64.9/53.3
Total population (m) 81.7 79.6/80.5 77.5/80.0 74.6/78.8 70.9/76.9 66.8/75.1
Population aged 65+ (m) 16.8 18.5/18.3 22.3/21.8 24.0/23.2 23.7/22.8 23.3/22.6
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Table 18:  Continuation

The values shown have been consolidated to take into account cross-payments between individual sub-budgets. Last update of the
(provisional) actual values for 2010: February 2014. Last update of the projections (2020-2060): 2012 base year, data and legal situa-
tion as of 1 January 2013.

Sources: (provisional) actual values for 2010: Federal Statistical Office, German Pension Insurance, Federal Ministry of Health, Fed-
eral Employment Agency, Federal Ministry of Labour and Social Affairs, Federal Ministry of Finance, Federal Ministry for Family
Affairs, Senior Citizens, Women and Youth; projections (2020-2060): Professor Martin Werding in cooperation with the ifo Institute
(2014), interim update on behalf of the Federal Ministry of Finance.
(1) Statutory pension insurance and civil servants’ pensions
(2) Statutory health insurance and medical assistance payments for civil servants and eligible relatives
(3) Long-term care insurance
(4) Unemployment insurance, other expenses of the Federal Employment Agency and basic provision for jobseekers
(including accommodation costs)
(5) Public education spending (including childcare facilities) according to the definition used in the Education Finance Report
(without considering funds for research and development at higher education institutions)
(6) Child benefit, tax-free allowances for children under the Income Tax Act, parental benefit
(7) Measured by labour productivity
Comments: The figures shown reflect two variants: “T-”, which is based throughout on slightly pessimistic assumptions, and “T+”,
which is based throughout on slightly optimistic assumptions. Figures on productivity growth and GDP growth refer to changes
compared with the previous year. The old-age dependency ratio is based on the definition of a working-age population as aged 15-
64.

Table 19:  Technical assumptions

2017 to
2014 2015 2016 2019
Short-term interest rate (annual average in %) 0.16 0.05 0.05 0.05
USD/€ exchange rate (annual average) 1.33 1.22 1.22 1.22
Growth of German sales markets (in %) (1) 3.2 3V, 4, 43/
Oil price (Brent, USD/barrel) 99 59 59 59

1. Values rounded to 1/4

Table 20:  Contingent liabilities

% of GDP 2014
Public guarantees 18.2*
Of which: linked to the financial 0.8

* Year 2013



Glossary of German legislation mentioned in the text

English name

German name

Act on the Appointment of a Council of Experts

on Economic Development

Gesetz Uber die Bildung eines Sachverstan-
digenrates zur Begutachtung der gesamt-
wirtschaftlichen Entwicklung

Act to Promote Economic Stability and Growth

Gesetz zur Forderung der Stabilitat und des
Wachstums der Wirtschaft

Fiscal Compact Implementation Act

Gesetz zur innerstaatlichen Umsetzung des
Fiskalvertrags

Act on Protection against Risks and on Plan-
ning the Reorganisation and Liquidation of
Credit Institutions and Financial Groups

Gesetz zur Abschirmung von Risiken und zur
Planung der Sanierung und Abwicklung von
Kreditinstituten und Finanzgruppen

Basic Law

Grundgesetz

Budgetary Principles Act

Haushaltsgrundsatzegesetz

Renewable Energy Sources Act

Erneuerbare-Energien-Gesetz

Act on the Improvement of the Financial Struc-
ture and Quality of Statutory Health Insurance

Gesetz zur Weiterentwicklung der Finanz-
struktur und Qualitat in der gesetzlichen
Krankenversicherung

Income Tax Act

Einkommensteuergesetz
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