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Preface to the German Stability Programme for 2017

The member states of the European Union
submit their medium-term fiscal plans to
the European Commission and to the Eco-
nomic and Financial Affairs Council (ECO-
FIN) by the end of April each year. To this
end, in order to comply with the rules of the
Stability and Growth Pact, member states of
the euro area submit updated Stability Pro-
grammes, while all other EU member states
submit updated Convergence Programmes.

This update of the German Stabili-
ty Programme was approved by the feder-
al cabinet on 12 April 2017. The programme
follows the Guidelines on the format and
content of Stability and Convergence Pro-
grammes (Code of Conduct). The feder-
al government submits each update of the
German Stability Programme to the com-
petent expert committees of the German
Bundestag as well as to the Finance Minister
Conference (Finanzministerkonferenz) and
the Stability Council (Stabilitdtsrat). After re-
view by the ECOFIN Council, the Council’s
opinion on the Stability Programme is like-
wise forwarded to these bodies.

GERMAN STABILITY PROGRAMME 2017 UPDATE

By submitting this updated Stability
Programme, which contains projections of
budgetary trends at all government levels
(Federation, Ldnder, local authorities and
social security funds), the federal govern-
ment is complying in full with its obligation
for the year 2017 to submit national medi-
um-term fiscal plans in accordance with Ar-
ticle 4 of Regulation (EU) No 473/2013 on
the provisions for monitoring and assessing
draft budgetary plans.

The Federal Ministry of Finance publish-
es the updated Stability Programme along
with the programmes for preceding years
online at:
http://www.bundesfinanzministerium.de

The programmes of all EU member
states as well as the corresponding Europe-
an Commission analyses and ECOFIN rec-
ommendations are published on the Euro-
pean Commission’s website at:
http://ec.europa.eu/info/business-econ-
omy-euro/economic-and-fiscal-poli-
cy-coordination/eu-economic-govern-
ance-monitoring-prevention-correction/
stability-and-growth-pact/stabili-
ty-and-convergence-programmes_en
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1. Summary

With its sound public budgets, the German
government is contributing to positive eco-
nomic trends and stability in Europe. Ger-
many’s economic growth has continued
for eight years in a row and has outstripped
potential output since 2014. The domestic
economy in particular is robust: the num-
ber of jobs requiring social security con-
tributions has increased every year since
2010, unemployment is at its lowest level
since German reunification, and there has
been a significant rise in wages, salaries and
pensions. Fiscal policies targeted towards
growth-friendly consolidation have durably
boosted confidence and laid the foundation
for stable macroeconomic conditions, fu-
ture investments, and jobs.

Germany complied in full with the rules
of the Stability and Growth Pact (SGP) in
2016. Last year, the general government
budget - which encompasses the budgets
of the Federation, Ldnder, local authorities
and social security funds - generated a sur-
plus of 0.8% of GDP. By adopting a federal
budget that contained no new borrowing,
the federal government played a decisive
role in this achievement. The general gov-
ernment debt-to-GDP ratio has declined
considerably after peaking in 2010. It stood
at 68.3% of GDP at the end of 2016 and is
projected to continue to fall to 66%4% this
year. This development is being boosted by

GERMAN STABILITY PROGRAMME 2017 UPDATE

robust growth and record employment lev-
els, leading to higher revenues for the Fed-
eration, Ldnder, local authorities and social
security funds. At the same time, the low in-
terest rates, which are not least a result of
the ECB’s extremely expansionary mone-
tary policy, are greatly reducing the interest
burden on public budgets. The federal gov-
ernment’s fiscal planning envisages that the
general government debt-to-GDP ratio will
fall below 60% in 2020. Germany would then
be in compliance with the EU’s upper limit
on government debt.

Germany’s public budgets continue to
face multiple challenges when it comes to
continuing consolidation successes and
safeguarding the state’s capacity to act on
a permanent basis. First, fiscal policy must
prepare for the necessary normalisation
of European monetary policy and interest
rates.

Second, the Federation, Ldnder and local
authorities are still facing the tremendous
task of providing humanitarian assistance
to hundreds of thousands of refugees and
contributing to their successful integration.
The Federation’s refugee-related spend-
ing remains high, at approximately €20bn
per year, including funds aimed at fighting
the root causes of refugee flows. The feder-
al government has also set aside €18.7bn in
reserves for refugee-related costs that may
arise in the coming years.
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SUMMARY

Third, an ageing population is expected
to generate greater fiscal burdens. Germa-
ny is currently experiencing a period of de-
mographic respite. This will end towards the
beginning of the next decade, when baby
boomers reach retirement age. However, the
general government’s social spending, par-
ticularly on long-term care, health care and
pensions, is already rising at an above-av-
erage rate. In 2016, it increased by 4.5%. So-
cial spending is by far the biggest single item
of spending in the federal budget. Accord-
ing to current projections, its share of the
budget will continue to rise until 2021. Al-
though the sustainability of public financ-
es has gradually improved in recent years
thanks to successful consolidation policies,
the current view is that further measures are
necessary to ensure the long-term stability
of public budgets.

Fourth, there is an increasing need for
action on the revenue side, as well: The fed-
eral government’s priorities include placing
growth- and job-friendly limits on the bur-
den of tax and social security contributions
and enhancing the competitiveness of the
German tax system. Because of the progres-
sive tax system, high employment levels and
the noticeable increase in salaries and wag-
es have caused the ratio of taxes to overall
economic output to rise to 40% of GDP, well
above its long term average.

Fifth, it is important to continue a policy
of growth-friendly consolidation. The feder-
al government has succeeded in consistently
pursuing this approach. The government is
using the resulting fiscal leeway to gradu-
ally improve the expenditure structure of
the federal budget by targeting spending to-
wards pro-growth investment in education,
research and infrastructure. In total, govern-
ment investment increased by 3.5% in 2016
to a new record high of €66.5bn, outpacing
the increase in nominal GDP. To facilitate
the spread of digital technology, boost the
economy’s innovative strength and enhance
economic competitiveness, the federal gov-

ernment has made reasonable increases in
spending on the expansion of Germany’s
broadband networks in rural areas. In addi-
tion, it is providing sizeable financial assis-
tance to the Ldnder and local authorities so
that they too can increase their investment
in education, research and infrastructure.

Overall, measured, disciplined and for-
ward-looking fiscal policies are required
on both the expenditure and revenue side.
For this reason, the German government is
continuing the approach it has successfully
pursued in recent years: The federal budget
it has presented for 2017 once again con-
tains no new borrowing and complies with
all European and constitutional rules. At the
same time, the government continues to ad-
here to fiscal policies that promote growth
and jobs. In the financial plan for 2018-2021,
which was adopted on 15 March 2017, the
federal government reaffirmed its goal of
achieving balanced federal budgets. Germa-
ny’s Stability Programme for 2017 reflects
these fiscal policy targets.

Specific federal government measures
to promote growth and employment are
described in detail in Germany’s 2017 Na-
tional Reform Programme (NRP), which
was adopted by the federal government on
12 April 2017 and will be submitted to the
European Commission by the end of April.
In the NRP, the federal government de-
scribes what it is doing to address the eco-
nomic challenges cited in the European
Commission’s country report for Germa-
ny. In this connection, the NRP outlines the
progress that Germany has made in imple-
menting the country-specific recommen-
dations made by the Council of the Europe-
an Union in 2016 as well as the Europe 2020
growth strategy. Those measures in the NRP
that have a fiscal impact also form part of
the Stability Programme’s fiscal strategy and
public budget projection.
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2. Aggregate economic conditions in Germany

2.1 Aggregate economic condi-
tions in Germany in 2016

The German economy is experiencing sol-
id growth. Despite the challenging global
economic environment, it performed well
in 2016 and posted growth for the seventh
year in a row. Real GDP was up by 1.9% on
the year. This means that economic growth
significantly exceeded Germany’s potential
growth rate of 1.5%

As in previous years, the main driv-
ing force behind Germany’s good econom-
ic performance in 2016 was not export ac-
tivity, but domestic demand. Employment
continues to rise. The number of people in
employment went up for the tenth year in a
row and reached 43.5m on average over the
course of the year, the highest level since re-
unification.!

1 Employment data in the Stability Programme
are based on the data of the 2017 annual projec-
tion, issued on 13 January 2017. At the beginning of
March, the Federal Employment Agency published
a very strong upward revision of the number of
people in jobs requiring social insurance contri-
butions as well as employment numbers for 2016.
This increases both the level and the momentum
of employment growth in the second half of 2016,
with retroactive effects on other components of
the national accounts.

As in previous years, this was mainly based
on an increase in jobs requiring social secu-
rity contributions. In particular, there was
a clear expansion in the service industries.
On average, only 2.69m people were regis-
tered as unemployed. At the same time, the
influx of refugees is increasingly making it-
self felt on the labour market. A large num-
ber of refugees from the eight most com-
mon non-European countries of origin took
part in integration and labour market policy
measures. On average over the course of the
year, 42,000 refugees found new jobs requir-
ing social insurance contributions, while
the number of registered unemployed ref-
ugees increased by more than 70,000. Based
on past experience, it takes several years for
refugees to integrate into the labour market.

The fundamentally strong momentum
on the labour market in conjunction with
rising incomes served to boost private con-
sumption as well as investments in private
residential construction. Growth was also
driven by the further year-on-year decline
in average oil prices, which lowered costs
for companies and increased the purchas-
ing power of households. The rise in govern-
ment consumption, especially refugee-relat-
ed spending, also contributed to growth.
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While
higher than expected, investment in plant
and equipment (machinery, devices, oper-
ating equipment, office equipment, and ve-
hicles) increased at a very moderate pace,
despite favourable financing conditions
for both debt and equity. The main rea-
sons probably include the fact that export
growth continues to be sluggish and uncer-
tainties arising from geopolitical conflicts or
from trade and economic challenges in the
EU. Because imports grew at a faster pace
than exports, the trade balance (i.e. net ex-
ports) made a negative contribution to GDP
growth, which was otherwise strong. The
biggest share of imports came from China,
the Netherlands and France. Exports mainly
went to the US, France and the UK.

The consumer price index grew at a very
moderate rate (+0.5%) last year. Inflation was
tempered by the year-on-year decline in av-
erage energy prices.

construction investment was

2.2  Short- and medium-term

outlook for the aggregate
economy, 2017-2021

Aggregate economic activity is likely to have
continued to expand in early 2017. Growth
in 2017 continues to be driven by domestic
economic trends. The political risks arising
from the external economic environment
can be expected to persist. In its annual
forecast for 2017, the federal government
expects real GDP to grow by 1.4%. The fact
that the rate of change is lower than it was
last year is mainly due to the lower num-
ber of working days. Adjusted for this effect,
economic growth stands at 1.6%, nearly the
same level as in 2016. GDP growth is roughly
on a par with that of potential output.
During the projection period, GDP
growth will mainly be driven by domestic
demand, which remains strong. Private con-
sumption is projected to increase by 1.4%
in real terms and will thus make a signifi-

cant contribution to growth. The steady rise
in income and employment should con-
tinue to boost private consumer spending.
The labour market is set to remain in good
shape. Thanks to the high level of labour
demand and robust economic growth, un-
employment is expected to decline slight-
ly once again (2017: -50,000). Employment
is expected to rise by 0.7% (+320,000).2 Gross
wages and salaries are projected to increase
by 3.3% against a background of continued
gains in employment levels. At the same
time, household disposable income is likely
to expand by 2.9% in total, partly as a result
of adjustments of pension amounts and of
social transfers to refugees.

Despite the favourable financing condi-
tions, companies are expected to increase
their investments in plant and equipment
only reluctantly, as uncertainties in the ex-
ternal economic environment persist and
international sales prospects are brighten-
ing only slowly. However, the output capac-
ity of German industry is being utilised at
a slightly above-average rate, meaning that
investments to expand capacity and replace-
ment investments can gradually be expect-
ed to gain in significance. Construction in-
vestment is projected to rise noticeably in
2017. Bolstered by a strong labour market,
increases in household income and very
low interest rates, residential construction
is expected to expand at faster pace than
non-residential construction of office and
factory buildings, for example. Public in-
vestment spending will continue to expand
significantly.

International organisations expect glob-
al economic growth to accelerate only
slightly this year. Real exports are predicted
to slowly recover in 2017 at a rate of 2.8%.
Export activity is likely to be boosted by
the relatively low external value of the euro
compared with the US dollar and by the
economic upturn in the US. Growth in ex-
ports and the marked expansion of domes-

2 Seefootnote 1



tic demand, especially on the consumer side,
will in turn contribute to gains in imports.
Overall, import growth is expected to out-
strip export growth.

Consumer price inflation remains mod-
erate. Based on projected oil price trends, it
is expected to rise at an accelerated average
rate of 1.8% this year. Core inflation, which
was 1.2% in 2016, is projected to reach 1.4%
in 2017. However, no inflationary tensions
are expected.

GDP growth in 2016 was greater than
potential output. As a result, the output gap
recorded in 2015 was closed in purely nu-
merical terms. According to short- and me-
dium-term growth forecasts, the economy’s
output capacity is expected to be utilised at
a normal rate in 2017 and 2018, with only
a marginal negative output gap. The medi-
um-term projection for the 2019-2021 pe-
riod assumes average annual GDP growth
of over 1.5%, which corresponds to poten-
tial economic growth. Positive employment
trends are expected to continue during this
period. The number of people in employ-
ment is projected to climb to about 44.4m
by 2021.% The federal government predicts
that the output gap will have been closed by
2019.

3 Seefootnote 1
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3. German fiscal policy in the European context

3.1 The rules of the Stability
and Growth Pact and the
Fiscal Compact and their
implementation in Germany

The Stability and Growth Pact (SGP) re-
quires member states to bring their budgets
close to balance over the medium term and
to set their own binding targets to this end.
The Pact also sets upper limits on budget
deficits and debt ratios. Compliance with
these targets and limits serves to safeguard
each euro member state’s fiscal capacity to
act. This already includes flexible rules on
structural reforms to enhance growth po-
tential. In this way, the Pact requires that all
EU Member States pursue stability-oriented
fiscal policies as a precondition for ensuring
strong, sustainable growth in Europe.

In 2016, Germany once again complied
in full with the rules of the SGP. Germany’s
budget policies successfully kept the coun-
try’s nominal deficit well below the up-
per limit of 3% of GDP. In 2016, for the fifth
year in a row, Germany’s general govern-
ment budget (encompassing the Federation,
Ldnder, local authorities and social securi-
ty funds, including their off-budget entities)

fulfilled the criteria of being close to bal-
ance. In 2016, the budget balance stood at
+0.8% of GDP. As Figure 2 shows, the gener-
al government budget also recorded a struc-
tural surplus of +0.8% in 2016.

These general government budget sur-
pluses have played a key role in reducing the
debt-to-GDP ratio in recent years. In 2016,
the debt-to-GDP ratio declined appreciably,
by 2.9 percentage points. General govern-
ment debt is thus on a sustained downward
path, despite the fact that it is still above
64.9% of GDP, the level posted in 2008 when
the global financial crisis started. As part of
the reforms adopted in 2011 to strength-
en the Stability Pact, the EU introduced the
“1/20 rule” as a way to spur the reduction
of excessive debt levels. This rule, which is
binding on all member states, requires that
the gap between a member state’s debt lev-
el and the 60% Maastricht upper limit be
reduced by at least 1/20 per year, averaged
over the most recent three years. Germany
has fulfilled this requirement for the rele-
vant three-year period from 2014 to 2016.

PAGE 13
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Figure 2: Comparison of structural and actual financial balance (in % of GDP)

B General government net lending/borrowing

Maastricht reference value (-3% of GDP)
=== Maastricht deficit
=== Medium-term objective (structural deficit of max. 0.5% of GDP)

1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016

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 9.5% of GDP.

2000: Excluding UMTS revenue. Inclusive of these effects, the government budget showed a surplus equal to 0.9% of GDP.

Germany is currently subject to what is
known as the preventive arm of the SGP.
Member states subject to measures of the
Pact’s preventive arm must, over the medi-
um term, achieve budgets that are close to
balance or in surplus. To this end, they set
a medium-term objective (MTO) for their
general government structural balance. The
structural balance is determined by adjust-
ing the nominal balance for cyclical and
one-off effects. The country-specific MTOs
are binding minimum requirements. Un-
der the Treaty on Stability, Coordination
and Governance in Economic and Mone-
tary Union (the fiscal compact), member
states whose debt ratios are above 60% and
whose public finances are at risk of being
unsustainable over the long term must not
post structural deficits exceeding 0.5% of
GDP. Accordingly, Germany’s Stability Pro-
gramme sets the same upper limit.

The requirements of the SGP’s preven-
tive arm also include an expenditure bench-
mark, which limits permissible increases in
government spending for member states
that are on the adjustment path towards
their MTO or are just reaching it. The ex-
penditure benchmark is not binding if, as is
the case for Germany, a member state out-
performs its MTO and is not at risk of fail-
ing to comply with the MTO throughout the
duration of the programme.



In its 16 November 2016 opinion on Ger-
many’s draft budgetary plan and elsewhere,
the European Commission had criticised
Germany’s compliance with Regulation (EU)
No 473/2013, specifically with regard to the
requirement of Article 4(4) that the draft
budget must be based on independently en-
dorsed or produced macroeconomic fore-
casts. The European Commission’s main ob-
jection was the absence of an independent
body charged with producing or endorsing
macroeconomic forecasts, for which a legal
framework should be put in place. To im-
plement Regulation (EU) No 473/2013, the
federal government has therefore presented
a law on the drafting of the federal govern-
ment’s macroeconomic forecasts to parlia-
ment. The law codifies the procedure cur-
rently applied by the federal government to
draft macroeconomic forecasts. In addition,
it provides for all three of the federal gov-
ernment’s forecasts (the annual, spring and
autumn projections) to be reviewed and en-
dorsed by an independent body yet to be de-
termined. The macroeconomic benchmark
figures of the Stability Programme are to be
included in this review. The federal govern-
ment’s aim is for parliament to make a de-
cision on this before the end of the current
legislative term.

3.2 Fiscal situation and strate-
gic direction

In its January 2017 conclusions, the ECOF-
IN Council welcomed the progress made by
many member states with fiscal consolida-
tion while also acknowledging that the fa-
vourable aggregate picture hides large dif-
ferences across the member states and that
public finance challenges remain. It issued
a reminder that strong coordination of na-
tional fiscal policies, based on common
rules, is essential to arrive at an appropriate
fiscal stance and for the proper functioning
of the monetary union. It reaffirmed that

GERMAN STABILITY PROGRAMME 2017 UPDATE

national fiscal policies should be pursued in
full respect of the SGP and stated that it re-
mains essential for member states to imple-
ment structural reforms to increase poten-
tial growth. The ECOFIN Council concluded
that fiscal policy should be supportive to
growth while ensuring longer term debt
sustainability, including through increased
focus on the quality and the composition of
budgets towards investment and other ex-
penditure and revenue categories that raise
economic growth potential.

The federal government has taken these
guidelines into account in setting its fiscal
policy. Germany has succeeded in continu-
ing its fiscal policy course towards growth
and sustainable public finances. This success
goes hand-in-hand with the robust perfor-
mance of the German economy. Economic
growth is outpacing the growth rate of po-
tential output, the German economy is pro-
ducing at close to full capacity, and total
employment - which now stands at an an-
nualised average of 43.5m - is at its highest
level since German reunification.*

In 2016, the cyclically adjusted primary
balance fell by 0.4% of GDP, meaning that
Germany’s fiscal policy had an expansion-
ary effect on the economy. This year, too,
the impact of fiscal policies is expected to
be slightly expansionary, as a result of in-
creased refugee-related expenses; govern-
ment investment; tax relief for families, sin-
gle parents and low income earners; and
rising levels of expenditure by social securi-
ty funds.

With the economy near full capacity, an
expansionary fiscal policy is, in principle,
not appropriate from an economic point of
view. It could heighten the risks of regional
imbalances, sectoral overheating, and fiscal
instability, which would cause medium- and
long-term damage to the economy in both
Germany and the euro area. All empirical
evidence suggests that higher government
spending in Germany would stimulate only

4 See footnote 1
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very little growth in partner countries in the
euro area.

In addition, fiscal policies that aim to en-
sure stability must also take into account
the fact that, although low interest rates
continue to ease the burden on public budg-
ets significantly, the current conditions on
capital and financial markets should be
viewed as both exceptional and of limited
duration. To ensure that public budgets re-
main on a secure footing in the future, poli-
cy-makers must prepare for a normalisation
of global financial conditions.

Against this background, vigilant and
forward-looking fiscal policies and a high
degree of spending discipline are necessary
in order to fully safeguard the government’s
ability to take effective action in the future
and in the case of unexpected events. The
federal government has not had to resort to
new borrowing in its budget execution since
2014, and the federal budgets actually drawn
up since 2015 have contained no new bor-
rowing. The benchmark figures approved
by the federal government on 15 March
2017 include no new borrowing through-
out the financial planning period extend-
ing until 2021. The current federal govern-
ment is committed to continuing its course
of sound budgetary and fiscal policies that
take the demographic situation into ac-
count. However, the draft budgetary plan
envisages that the next federal government
will achieve budget-wide savings of €4.9bn
in total.

By staying on the path towards con-
solidation, the federal government is rein-
forcing the domestic sources of econom-
ic growth and bolstering the confidence of
businesses and citizens. Moreover, this path
has led to a steady reduction in structural
debt and enabled the government to comply
with constitutional debt brake requirements
by solid margins (see Figure 3). In this way,
the course has been set for the long-term
sustainability of public finances. At the same
time, the healthy state of public finances

has given the federal government the lee-
way to (a) further improve the expenditure
structure of the federal budget by targeting
spending towards pro-growth investment in
education, research and infrastructure and
(b) provide targeted tax relief to taxpayers.
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Figure 3: Change in the Federation’s structural deficit (in % of GDP)
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The financial balances of the Energy and Climate Fund, the Aufbauhilfefonds (a special relief fund established to remedy the
damage caused by the June 2013 floods in Germany) and the Local Authority Investment Promotion Fund (Kommunalinvesti-

tionsférderungsfonds, a special fund to promote investment at the local authority level), all of which are relevant for determining

the Federation’s structural deficit, are taken into account for the 2017-2021 projection period.

3.3 Fiscal policy measures on
the expenditure and
revenue side

As part of its strategy of growth-friendly
consolidation, the federal government is in-
creasing its spending in targeted areas that
are conducive to economic growth. This fo-
cus is in line with the recommendations
contained in the ECOFIN Council’s opinion
(dated 12 July 2016) on Germany’s 2016 Sta-
bility Programme, which called on Germany
to further increase public investment in in-
frastructure, education and research.

In total, government investment in-
creased by 3.5% in 2016 to a new record high
of €66.5bn, outpacing the increase in nomi-

nal GDP. In this way, the federal government
is consistently following the course set in
2013, at the beginning of the current legis-
lative term. Over this period, it has signifi-
cantly increased public investment and en-
hanced spending on key priority areas such
as education and research, domestic and ex-
ternal security, and fighting the root caus-
es of refugee flows (Figure 4). The federal
government played a key role in driving the
general government’s positive investment
momentum: first, by increasing investment
at the federal level, and second, by providing
support for investment at the Ldnder and
local authority levels.®

5 Based on the terminology used in the European
system of integrated economic accounts (ESA), the
term “local authorities” is used here. It generally
refers to both local authorities and associations of
local authorities.
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Figure 4: The Federation’s budget policy priorities in the current legislative term
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In Germany, most public investment (ap-
proximately 70%) is made by the Ldnder
and local authorities. In order to strength-
en public investment at the local govern-
ment level, the federal government decid-
ed to provide targeted financial relief to the
Ldnder and local authorities, amounting to
approximately €79bn over the current leg-
islative term.

In particular, these funds are used to
support the local authorities with social
spending, for example by taking on the full
costs of basic income support provided to
elderly persons and to persons with reduced
earning capacity and by contributing to-
wards housing and heating costs as part of
the basic income support for jobseekers.
The Federation also supports local author-
ities in rural areas in expanding the broad-
band network. During the current legislative

Education and research

Foreign affairs and
development assistance

term, the Federation is providing the Ldnder
and local authorities with €6bn in finan-
cial relief for the purpose of expanding and
upgrading pre-school child care facilities,
schools, and higher education institutions.
Also during the current legislative period,
the Federation is allocating an addition-
al €3bn to promote research, particularly
within the framework of the Higher Educa-
tion Pact, the Pact for Research and Innova-
tion, and the Initiative for Excellence; some
of this funding will also go to non-univer-
sity research centres. Furthermore, the Fed-
eration is providing local authorities with
an additional €5bn in the years from 2015
to 2020; €1.5bn of this funding will be used
to boost investment by local authorities in
general, while the remaining €3.5bn will
flow into a special fund for the purpose of
promoting investment by local authori-



ties with inadequate financial resources. In
the 2016 supplementary budget, the federal
government allocated an additional €3.5bn
to this fund. Local authorities with inade-
quate financial resources will receive these
funds from mid 2017 onwards for the pur-
pose of renovating, converting and expand-
ing school buildings. Insufficient planning
capacity can sometimes be a problem in im-
plementing additional investment meas-
ures. For this reason, the federal government
has created a special advisory service aimed
at providing support for the realisation of
public investment projects. Following the
conversion of OPP Deutschland AG, which
was available only for public-private part-
nerships, into the purely public consulting
agency Partnerschaft Deutschland - Berater
der offentlichen Hand GmbH, it is now possi-
ble to also support conventional investment
projects with the aim of ensuring that they
are implemented quickly and economical-
ly. A special focus is placed on local authori-
ties in this context. In addition, the local au-
thorities will receive an additional €5bn per
year in relief on a permanent basis starting
in 2018.

In response to the large number of ref-
ugees entering Germany, the federal gov-
ernment adopted a law to expedite asylum
procedures (Asylverfahrensbeschleunigungs-
gesetz), which puts in place additional im-
portant measures. For example, the federal
government increased the share of VAT rev-
enue allocated to the Ldnder. In this way, it
took on a share of the costs of housing and
providing for asylum seekers in 2016 as well
as some of the additional administrative
burden. This ranged from registering refu-
gees to issuing decisions on asylum appli-
cations to providing a monthly lump sum
of about €5.5bn for asylum seekers whose
applications were unsuccessful. In addition,
the Federation provided €350m to help the
Lidnder and local authorities deliver assis-
tance to unaccompanied refugee minors
and a further €339m to improve care and
assistance for all refugee children. Further-
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more, the Ldnder will be receiving an annu-
al block grant of €2bn for integration pur-
poses each year between 2016 and 2018. For
a fixed period of three years starting in 2016,
the Federation is also covering some of the
refugee-related additional costs by increas-
ing federal government contributions to
housing and heating costs provided under
Book II of the Social Code. This is reducing
the burden on local authorities by €400m in
2016, an expected €900m in 2017, and an ex-
pected €1,300m in 2018.

The influx of refugees is leading to a
higher demand for housing. In the past, the
federal government had stopped providing
federal funding for social housing, and paid
partial financial compensation to the Ldnder
instead. The Federation has adopted legis-
lative provisions to increase these compen-
sation payments; in the years from 2016 to
2019, it will support the Ldnder with an ad-
ditional €3bn in total. In addition, the Fed-
eration is selling properties at discount rates
to the Ldnder and local authorities for social
housing, providing properties rent-free to
provide accommodation for asylum seekers
and refugees, and reimbursing the Ldnder
and local authorities for the renovation and
development of these properties.

The federal government has made it
clear that it is placing a top priority on pro-
viding the financing to deliver humanitar-
ian assistance to refugees and to perform
refugee-related tasks. In view of the fact
that significant extra spending - the ulti-
mate amount of which is difficult to predict
- will be required to receive and accommo-
date asylum-seekers and refugees, the fed-
eral government set aside €5bn in reserves
for this purpose in its second supplementa-
ry budget for 2015. As a result of the budget
surpluses in 2015 and 2016, these reserves
stood at approximately €18.7bn at the clos-
ing of the 2016 annual accounts. Under cur-
rent plans, about €6.7bn will be withdrawn
from the reserves in 2017 to cover the ex-
tra spending that the Federation will incur
due to the refugee situation. According to
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the benchmark figures decision of 15 March
2017, the remaining funds are earmarked for
further costs arising in 2018 and 2019.

To ensure sound fiscal and budget pol-
icies, it is essential not only to address cur-
rent challenges but also to identify in ad-
vance basic spending trends and their
medium- and long-term consequences so
that appropriate measures can be adopted
if necessary. For example, the share of in-
terest expenditure in total federal budget
spending (interest expenditure ratio, as de-
fined in fiscal statistics) declined from its
highest level of 16.6% in 1999 to 5.6% in
2016. The lower interest burdens are main-
ly a result of extraordinary monetary poli-
cy measures and the exceptional situation
on the European capital markets. However,
the low interest spending should be regard-
ed as a windfall and not as a permanent sit-
uation, and it should not allow policy-mak-
ers to lose sight of the fact that general
government spending on (a) social benefits
other than social transfers in kind and (b)
social benefits in kind has increased mark-
edly. Most recently, in 2016, spending in
these areas went up by +4.5%. Among oth-
er things, higher expenditures were record-
ed for pensions, health care and long-term
care. According to the government’s projec-
tion, social spending will continue to rise at
an above-average pace. These expenditure
trends must be monitored closely in order
to ensure that public budgets remain able to
target expenditures towards areas that are
crucial for future growth, including educa-
tion, research and technology.

On the revenue side, sustained economic
growth in combination with extraordinari-
ly high levels of employment and a notice-
able increase in salaries and wages have re-
sulted in clear tax revenue growth. Because
of the progressive tax system, this results
in a rise in the ratio of taxes to overall eco-
nomic output. Based on the definition used
in the national accounts, the ratio of taxes to
overall economic output has risen to 40% of
GDP, well above its long term average. Even

though the federal government has not set
a target for the ratio of taxes to overall eco-
nomic output, it continues to consider it a
priority to place growth- and job-friendly
limits on the burden of tax and social secu-
rity contributions, especially on labour. Tax
policies should create a reliable tax policy
framework, make targeted changes to tax
law and provide appropriate relief, all with
the aim of ensuring that the German tax
system remains growth-friendly, fair and
competitive.

Income tax relief measures strengthen
the domestic economy and enhance the in-
centive to work. For 2017 and 2018, the fed-
eral government has decided to increase the
basic personal allowance, the tax-free child
allowance, child benefit, and the child sup-
plement. In addition, to compensate for fis-
cal drag, the other benchmark figures of the
tax schedule will be adjusted by the previous
year’s inflation rate in 2017 and 2018. Along-
side these measures, the federal government
has introduced income tax relief measures
totalling more than €11bn per year during
the current legislative term. These go far
beyond the constitutional requirement for
subsistence income to be exempt from tax-
ation.

The federal government has introduced
a law to enhance loss offsetting for corpo-
rations (Gesetz zur Weiterentwicklung der
steuerlichen Verlustverrechnung bei Korper-
schaften), which complements
rules on loss offsetting and provides relief
for businesses. The new rules affect compa-
nies that need to find new shareholders or
replace existing ones in order to raise suf-
ficient capital and would otherwise have to
forfeit unused losses. The new law removes
tax hurdles that prevent businesses from
gaining access to capital. The new provisions
apply retroactively from 1 January 2016.

Amendments to inheritance and gift tax
legislation (Erbschaftsteuer- und Schenkung-
steuergesetz) to bring it into line with the
Federal Constitutional Court’s ruling came
into force in mid 2016. The new rules on

previous



the exemption of business assets are in con-
formity with the constitution and simulta-
neously take into account the needs of small
and medium-sized business without funda-
mentally altering the tax model. This is in-
tended to ensure smooth generational tran-
sitions within companies and to safeguard
jobs.

Measures to combat cross-border prof-
it-shifting by multinational companies re-
main a major tax policy objective for the
federal government. The important thing
now is for the recommendations of the Base
Erosion and Profit Shifting (BEPS) project to
be implemented consistently and uniform-
ly. The federal government is committed
to continuing international cooperation in
this context. In Germany, key BEPS recom-
mendations were already implemented in
the 20 December 2016 law to implement the
amendments to the EU mutual assistance
directive and further measures to combat
base erosion and profit shifting (Gesetz zur
Umsetzung der Anderungen der EU-Amtshil-
ferichtlinie und weiteren MafSinahmen gegen
Gewinnkiirzungen und -verlagerungen). Pro-
gress is also being made in advancing the
global standard on automatic exchange of
financial account information. A total of 87
countries have signed the corresponding
agreement. The automatic exchange of in-
formation starts in September 2017 for early
adopter countries. The aim is to establish it
as an international standard in order to con-
tain tax flight and evasion through the elim-
ination of banking secrecy.

The federal government has also made
significant process in continuing to improve
the efficiency of the German tax adminis-
tration. Together with the Ldnder, it has re-
structured and modernised workflows in
the tax administration, especially through
the use of new information technology. For
example, the automated processing of tax
returns and the use of risk management
systems will ensure uniformity in taxa-
tion while increasing efficiency. The law to
modernise taxation procedures (Gesetz zur
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Modernisierung des Besteuerungsverfahrens)
came into force at the beginning of 2017.
Secondary measures are to be implemented
within a period of six years.
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3.4 Reorganisation of financial
relations between the
Federation and the Ldnder

In late 2016, the federal government and
the Ldnder agreed on key points for reor-
ganising financial relations between the
Federation and the Lédnder starting in 2020.
The aim is to simplify and accelerate de-
cision-making and other procedures. The
draft bills implementing the results of these
negotiations are currently passing through
the parliamentary procedure. The new laws
envisage that the Federation will provide
annual relief to the Ldnder from 2020 on-
wards, starting with approximately €9.7bn.

Revenue structure

Gross fixed
capital formation

Oth
3%

5%
Other current
transfers
6%

Property income
1%

T

Taxes on production
and imports

37% 24%

19%

Taxes on income
and wealth
28%

Social benefits
in kind

The new rules include abolishing the
current ex-ante VAT equalisation and re-
placing the current financial equalisation
among the Ldnder with streamlined finan-
cial equalisation in VAT distribution. The
following reforms were also agreed on:
founding an infrastructure company for
motorways and other federal highways; set-
ting up an overarching, obligatory joint por-
tal on which all users can access the admin-
istrative services of the Federation and the
Lédnder; the possibility of granting federal
financial assistance for important invest-
ments in the area of local education infra-
structure to federal authorities with inad-
equate financial resources; more rights for
the Federation in the area of tax adminis-
tration; strengthening the Stability Council;
and inspection rights for the Federal Court
of Audit in the area of joint financing at the
Lénder level.

Figure 5: Structure of general government revenues and expenditures in 2016
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3.5 Implementation of
country-specific fiscal
policy recommendations

The federal government’s fiscal policy strat-
egy and the measures described above ad-
dress the country-specific fiscal policy rec-
ommendations issued by the Council in July
2016. In total, the Council made three rec-
ommendations for Germany, each of which
contains various reform components. As in
previous years, the Council supported the
German government’s fiscal and economic
policy approach and confirmed that Germa-
ny was in good fiscal shape. It recommend-
ed that Germany should aim for a sustained
upward trend in public investment in infra-
structure, education, research and innova-
tion, while respecting the MTO. In addition,
it recommended that Germany should im-
prove the design of federal fiscal relations
with a view to increasing public investment,
especially at the local authority level. As in
2014 and 2015, the recommendations also
included improving the efficiency of the
tax system, reducing the tax wedge for low-
wage earners, creating stronger incentives
for later retirement, and stimulating com-
petition in the service sectors.

In its country report on Germany, which
was published on 22 February 2017, the
European Commission confirmed Ger-
many’s progress in addressing the 2016
country-specific recommendations. The
Commission also described the economic
challenges that Germany continues to face.
Federal government measures aimed at ad-
dressing these challenges and implement-
ing the country-specific recommendations
of the Council of the European Union are
described in detail in Germany’s 2017 NRP,
which was adopted by the federal cabinet
on 12 April 2017. The 2017 NRP also out-
lines the progress made and the measures
taken to meet the targets of the Europe 2020
growth strategy.
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4. General government budget balance and
debt level: projection to 2021

Germany continues to set a structural bal-
ance of -0.5% of GDP as its MTO. This fulfils
European rules requiring general govern-
ment budgets that are close-to-balance or
in surplus.

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

Record revenue levels spurred by
continued employment growth

In 2016, revenue was up by 4.2% on the year
and thus grew more dynamically than GDP.®
This figure reflects the good conditions on
the labour market, with tax revenue and
revenue from social security contributions
each increasing by 4.5%. As a result, the rev-
enue ratio increased from 44.7% to 45.1% of
GDP, the highest level recorded since 2000.
The tax-to-GDP ratio grew from 23.1% to
23.3% of GDP, the highest it has been since
19917

6 Where not otherwise specified, all data contai-
ned in this projection are based on the definitions
laid down in the 2010 European system of national
and regional accounts (in accordance with Regula-
tion (EU) No 549/2013).

7 The tax-to-GDP ratio differs from a tax ratio
based on cash statistics or fiscal statistics, i.e. using

In the projection period to 2021, tax rev-
enue is expected to keep growing at a some-
what faster pace (of 3.4% per year on aver-
age) than nominal GDP. Accordingly, the
tax ratio is expected to rise to approximate-
ly 23¥2% of GDP by the end of the projec-
tion period. Revenue from social security
contributions rose to 16.7% of GDP in 2016.
The medium-term budgetary projection
also takes into account the 0.2 percentage
point increase in the contribution rate for
long-term care insurance at the beginning
of 2017.

The revenue ratio - which also includes
other government revenue such as revenue
from business activities and fees - is project-
ed to stabilise at around 45%4% of GDP in the
coming years.

Expenditure ratio temporarily
increasing

Government expenditures rose by 4.0% in
2016, a higher increase than in previous
years. This development was once again
driven by expenditures on social benefits
(i.e. social benefits other than social trans-
fers in kind as well as social benefits in kind),
which grew by 4.4% on the year, and by a

the results of the Working Party on Tax Revenue
Estimates gives different ratios.
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Table 1: Trends in the government revenue ratio

2016 2017 2018 2019 2020 2021
in % of GDP

Taxes 23.3 23% 23% 23% 23% 23%
Social contributions 16.7 17 17 17 17 17Y
Taxes&socialcontribu= 455 4o 401 40w 40%  40%
tions
Total revenue

April 2017 Update 45.1 45Y, 45, 45Y, 45Y, 45Y,

April 2016 Update 441/ 441/ 441/ 441/ 441 -

Differences between (a) the total tax ratio and (b) the sum of the tax ratio and the social contribution ratio are due
to rounding; Figures for the projection period are rounded to ¥4 percentage points of GDP.

sharp year-on-year rise of 8.7% in interme-
diate consumption. The main factors be-
hind this were trends in spending by social
security funds and the costs of housing and
providing for refugees. According to current
estimates, expenditures associated with ref-
ugee-related immigration required addi-
tional budgetary resources totalling ¥2% of
GDP in 2016 compared with 2014, the year
preceding the strong influx of refugees. All
government levels will cover additional
costs associated with the refugee situation.
However, the federal government is giving
additional support to the Ldnder and local
authorities to help them house and provide
for refugees and is therefore bearing the li-
on’s share of the burden. Once again, the
strain was reduced by a decline (of 8.3%) in
interest expenditure.

During the projection period, gener-
al government expenditure is expected to
increase by roughly 3.3% per year on aver-
age, with government consumption rising
at a faster rate of 3.7% per year. Total social
spending (i.e. social benefits other than so-
cial transfers in kind as well as social ben-
efits in kind) is expected to increase at an

above-average rate, from 24.1% of GDP in
2016 to 24.9% of GDP in 2021. The share of
social benefits in total government expend-
iture is also set to increase, from 54.5% to

55%1%.

Public investment at the general govern-
ment level (Federation, Ldnder and local au-
thorities) will rise by an average of 5% per
year between 2016 and 2021 and is thus ex-
pected to increase at a higher rate than to-
tal expenditure. This means that the positive
trends seen the last three years will contin-
ue. During the period from 2005 to 2016,
public investment rose by 3.8% per year on
average - at a higher rate than expenditure,
revenue, and GDP during the same period.

Since expenditure trends are projected
to outpace the nominal growth rate of GDP,
the expenditure ratio is expected to rise to
45% of GDP in the short term and decline
only slightly over the further course of the
projection period.
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Table 2: Trends in the government expenditure ratio

2016 2017 2018 2019 2020 2021
in % of GDP
April 2017 Update 443 44%4 45 45 44%4 443/,
April 2016 Update 441/, 44, 441/, 44, 441/, =

Figures for the projection period are rounded to the nearest quarter of a percentage point of GDP.

4.2 Trends in the government
budget balance

The budget surplus of 0.8% of GDP in 2016
was partly a result of positive econom-
ic trends and an accompanying rise in em-
ployment. In particular, the public budgets
of the Federation, Ldnder and local author-
ities benefited from dynamic tax revenue
trends, especially from profit-based tax-
es. The social security funds also record-
ed strong increases in social security con-
tributions. At the same time, lower interest
spending reduced the burden on public
budgets by 0.8% of GDP compared with
2008, the year when the financial and debt
crisis began. In 2016, public budgets used
some of the surpluses to build up financial
reserves. For example, the Federation was

able to stock up (a) the reserves in place to
finance costs relating to the reception and
accommodation of refugees and asylum
seekers and (b) the Local Authority Invest-
ment Promotion Fund.

Factors that will have an adverse impact
on the general government budget balance
in 2017 and in subsequent years are the out-
flows of funds from the Local Authority In-
vestment Promotion Fund, the Energy and
Climate Fund, and the reserves to cover the
costs of tasks associated with receiving and
accommodating refugees and asylum-seek-
ers. As a result, the general government bal-
ance will deteriorate slightly, but will con-
tinue to be able to post surpluses thanks to
positive economic trends and the relief pro-
vided by lower interest expenditure.

Table 3: Trends in the general government balance

2016 2017 2018 2019 2020 2021
- in % of GDP -
April 2017 update 0.8 Y Va Ys Y %!
April 2016 update 0 0 0 0 0 =

Figures for the projection period are rounded to the nearest quarter of a percentage point of GDP.



All government levels generate
surpluses in 2016

As in the previous year, all government
levels achieved budget surpluses in 2016.
The Federation, Ldnder and local authori-
ty budgets are expected to remain close-to-
balance or in surplus throughout the pro-
jection period to 2021. Overall, the budgets
of social security funds are expected to be
balanced in the years from 2017 to 2021, al-
though there will be financing deficits in
the statutory pension insurance system due
to the reduction of the sustainability fac-
tor. Surpluses in recent years, especially in
the statutory pension and health insurance
funds, allowed these systems to build up
large financial reserves. As long as deficits
in the pension insurance system can be fi-
nanced by drawing on reserves, increases in
contribution rates will not be necessary.
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4.3 Structural indicator trends

The general government budget balance is
influenced by numerous economic factors
and extraordinary circumstances. The effect
of fiscal policy on the general government
budget balance - in other words, the impact
of budget policy decisions about revenues
and expenditures - is only one of these fac-
tors. Structural indicators are examined as
part of European budgetary surveillance in
order to assess the impact of budgetary and
fiscal policies and reach conclusions about
the general thrust of fiscal policy. For this
purpose, European budgetary surveillance

looks at the structural balance and trends
in primary expenditure in comparison
with potential GDP, i.e. GDP against a back-
ground of normal economic capacity utili-

sation levels.

Table 4: Budget balances according to government level

2016 2017 2018 2019 2020 2021
-in % of GDP -
Central government 0.2 0 0 0 Ya Ya
State government 0.2 Ya 0 0 Y4 Ya
Local government 0.1 Ya 0 0 0 0
Social security funds 0.3 0 0 0 0 0
General government 0.8 Y Ya Ya Y %)

Figures for the projection period are rounded to the nearest quarter of a percentage point of GDP.
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Compliance with the MTO, but above-
average increase in primary spending

To determine the structural balance, the
nominal balance is adjusted for cyclical in-
fluences in accordance with the common
EU method. In addition, one-time effects are
not considered in the structural balance.®
While the actual fiscal balance improved
slightly on the year in 2016, the opposite
is true for the structural balance: Last year,
the structural balance for the Federation,
Ldnder, local authorities and social security

The MTO set by Germany in accord-
ance with the preventive arm of the SGP re-
quires the structural deficit to remain below
a maximum ceiling of 0.5% of GDP. Germa-
ny has complied with this limit since 2012.
Germany’s structural balance is projected to
remain in line with the actual fiscal balance
throughout the entire projection period, due
to the output gap being nearly closed. This
means that the MTO will also be complied
with in the period from 2017 to 2021.

Table 5: Structural balance compared with actual balance and GDP trend

2016 2017 2018 2019 2020 2021
?)ng;:tGulgaPl)balance 0.8 1, v, v, 1, 1,
E%/ft;aé '[’)a;)a““ 0.8 7 Ya Vi s s
g/‘:i‘hgr?; - 19 14 16 15 15 15

Figures for the projection period are rounded to the nearest quarter of a percentage point of GDP.

funds declined from 1.0% of GDP to 0.8% of
GDP. This trend is explained by the fact that
the German economic situation improved
markedly in 2016; the output gap closed be-
tween 2015 and 2016. By itself, the improved
economic situation would have resulted in
an even higher general government budget
surplus. The structural budget situation was
less favourable due to dynamic growth in
primary spending in the general govern-
ment budget, which was in excess of GDP
growth.

8 Inthe past, proceeds from spectrum auction-
sauctions of mobile phone licences were recor-
ded as positive one-off effects. As a result of the
revision of the manual on the application of the
ESA rules on government deficit and debtManual
on Government Deficit and Debt (MGDD), these
proceeds are no longer posted at the time of the
auction, but are distributed evenly over the licence
period and recorded as lease income. As such, they
are no longer one-off effects.

In addition to the MTO (a structural defi-
cit of no more than -0.5% of GDP), the pre-
ventive arm of the SGP also includes an
expenditure benchmark. Under this rule,
member states that do not comply with
their MTOs, or comply without a safety
margin, must make sure their primary ex-
penditure (expenditure excluding interest
expenditure) does not increase at a faster
pace than their average nominal potential
output (i.e. GDP trends under normal capac-
ity utilisation). Primary spending is adjust-
ed for cyclical labour market effects, fluc-
tuations in investment spending from the
average investment level, co-financed EU
programmes, discretionary measures on
the revenue side, and one-off effects on the
revenue and expenditure sides.® In some

9 The effects of this adjustment are currently
very low. Adjusted in accordance with the expen-



years, Germany’s primary spending is pro-
jected to rise at a significantly higher rate
than its nominal potential output. Because
Germany continues to meet its MTO by a
solid margin, the expenditure benchmark
under Article 5 of Council Regulation (EC)
No 1466/97 is not binding, in accordance
with the Specifications on the implementa-
tion of the Stability and Growth Pact. Never-
theless, this indicator points to heightened
budgetary risks in the event of a normalisa-
tion of interest expenditure or less favoura-
ble economic trends.
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4.4 Sensitivity of budget
balance projection

Sensitivity analyses can provide indicators
of how a projected budget balance could be
affected in the event of deviations from the
macroeconomic assumptions. The model
used to analyse the sensitivity of the budget
balance thus takes into account the possibil-
ity that the underlying macroeconomic as-
sumptions may change. The sensitivity anal-
ysis looks at two alternative scenarios for

Table 6: Expenditure benchmark: projected primary expenditure and

potential output

2016 2017 2018 2019 2020

Primary expenditure

(yoy increase; accord-
ing to the expenditure
benchmark definition)

Nominal GDP potential
(moving ten-year annual 2.7
average)

4.7 44 3% 3Y4 3Ys

2.7 2.8 2.9 3.0

Figures for the projection period are rounded to the nearest quarter of a percentage point of GDP.

Another indicator used to assess the
structural orientation of fiscal policy is the
fiscal stance. The fiscal stance can be quan-
tified based on the change of the cyclically
adjusted primary balance, which fell by 0.4%
of GDP in 2016 and is expected to decline by
roughly ¥4% to 2% of GDP each year in 2017
and 2018. This suggests that Germany’s fis-
cal policy is having an expansionary impact
on the economy despite the fact that the
output gap is close to zero.

diture benchmark, primary spending increased by
4.7% in 2016; the unadjusted figure is 4.5%.

what would occur as a result of (a) a Y2 per-
centage point reduction or (b) a ¥2 percent-
age point increase in the real GDP growth
rate in the years from 2017 to 2021. All oth-
er assumptions remain the same, including
interest expenditure, the projected GDP de-
flator and the GDP composition. In addi-
tion, it is assumed that government revenue
and expenditure will respond to the GDP
scenarios in a manner consistent with their
long-term elasticity. The budget semi-elas-
ticity used in the European budgetary sur-
veillance process is applied for such purpos-
es.

Under the positive alternative scenario -
that is, if actual GDP growth were to exceed
the federal government’s annual projection
(the baseline scenario) by half a percentage
point per year - the budget balance would
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remain at the 2016 level in 2017 and would
increase in subsequent years. The negative
alternative scenario - that is, if actual GDP
growth were half a percentage point lower
than the baseline scenario - would, in pure-
ly statistical terms, produce a balanced gen-
eral government budget in 2017 and gen-
eral government budget deficits from 2018
onwards; however, these deficits would still
be well below the reference value of -3% of
GDP.

The decline in the 2016 debt ratio is
mainly a result of the positive trends in the
public budgets of the Federation and the
Linder. The reduced debt levels can be at-
tributed in particular to the core budgets
of the Federation and the Ldnder, which
generated strong surpluses. The debt levels
of the local authorities and social security
funds, on the other hand, remained large-
ly unchanged compared with last year. Un-
like in previous years, the resolution author-

Table 7: Sensitivity of the general government budget balance projection

. 2016 2017 2018 2019 2020 2021
GDP trends according to .
- general government budget balance in % of GDP -
- Baseline scenario 0.8 7! Ya Ya %) s
- Alternative scenarios
. -1
/2 pp p-a. compared 0 1, 1, 3, 1

baseline
. 1 -

+¥2pp p.a.com Yy 7 1 1%, 1%

pared with baseline

Figures for the projection period are rounded to the nearest quarter of a percentage point of GDP.

4.5 Trends in debt levels

The debt-to-GDP ratio has declined steadi-
ly since 2012 (see Figure 6). Having stood at
79.9% in 2012, it had fallen to 68.3% by the
end of 2016. This means that it is below 70%
of GDP for the first time since 2008. None-
theless, it remains well above the Maastricht
reference value of 60%.

A nuclear waste management fund (Ent-
sorgungsfonds) is to be set up this year. The
federal government will receive a total of
about €23bn from energy suppliers for tak-
ing responsibility for nuclear waste manage-
ment. A portfolio plan is being drawn up for
these funds. An investment in government
bonds would have the effect of reducing
debt levels. This effect was not yet taken into
account in the current projection.

ities set up by the Federation and the Ldnder
did not contribute to a further reduction of
debt levels in 2016. Debt reduction at exist-
ing resolution authorities was offset by the
creation of a new resolution authority at the
Ldnder level.
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Table 8: Trends in the debt-to-GDP ratio

2016 2017 2018 2019 2020 2021
Debt ratio in % of GDP
April 2017 Update 68.3 66V4 64 61%4 5934 57
April 2016 Update 687 65%4 631 614 5915 -

Debt-to-GDP ratios for the projection period are rounded to a quarter of a percentage point of GDP.

The good condition of public budgets
and the planned further winding down of
the resolution authorities’ portfolios will
continue to have a favourable impact on the
debt ratio over the course of the projection
period. This ratio is expected to decline fur-
ther in 2017, falling by roughly 2 percent-
age points to 66¥4% of GDP. The debt ratio is
projected to fall to 57% of GDP by the end of

the projection period in 2021. It is set to fall
below the 60% limit in 2020, which would
achieve a key target of the coalition agree-
ment between the current governing par-
ties.

Figure 6: Trends in the general government debt-to-GDP ratio
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5.
of public finances

5.1 Challenges to the sustaina-
bility of public finances

Germany’s public budgets and social securi-
ty systems can be described as being in sta-
ble financial condition in 2017. This can be
attributed firstly to positive revenue trends,
which are the result of favourable labour
market conditions and rising wages and sal-
aries, which again posted stronger gains.
Secondly, on the expenditure side, there has
been only a minimal age-related increase
in benefit recipients. Germany is currently
experiencing a period of demographic res-
pite. However, this will end in the next dec-
ade, when baby boomers reach retirement
age. This will place greater financial pressure
on Germany’s social security systems: The
significant decline in the working-age pop-
ulation (by several million in just the com-
ing decade alone!?) will cause the contribu-
tion to growth from the volume of labour to
shrink and will have an adverse impact on

10 The 14th coordinated population projection
will be published by the Federal Statistical Office in
the first half of 2018.

Long-term fiscal sustainability and quality

both public spending and public revenue.
Conversely, however, increases in produc-
tivity and labour force participation rates
could have positive effects. Fiscal policies
that are geared towards long-term sustaina-
bility must address these structural changes
in order to safeguard the state’s long-term
capacity to take effective policy action. The
sustainability of Germany’s public finances
has already improved as a result of measures
taken in recent years, including the feder-
al government’s successful policies of fiscal
consolidation and the addition of a sustain-
ability factor to the pension adjustment for-
mula as part of the 2005 reforms to the stat-
utory pension insurance system.

According to projections in the Federal
Statistical Office’s 13" coordinated popula-
tion projection, which uses 2015 as the base-
line year, the old-age dependency ratio (i.e.
the ratio of the retirement-age population
to the working-age population) in Germany
is expected to increase by a factor of 1.75 by
the year 2060. Immigration levels in recent
years have contributed to a temporary sta-
bilisation of population figures in Germany,
but immigration alone will not be sufficient



to offset the continued ageing of the popu-
lation, which will be manifested for exam-
ple in rising numbers of pension recipients.
High employment levels will be important
to stabilise the foundation for economic
growth and thereby enhance the sustaina-
bility of public finances. Several key factors
are helping to ensure that Germany main-
tains the supply of skilled labour it needs:
these include the consistent trend towards
higher levels of educational attainment, a
record employment rate, rising employ-
ment levels among women, and the success-
ful integration of immigrants into the la-
bour market.

The federal government is taking target-
ed action to address the challenges of de-
mographic change and the associated fiscal
tasks. In early 2017, the federal government
published a report entitled “Every age
counts: greater prosperity and better quali-
ty of life for all generations”, which sums up
the results of Germany’s demography policy
as the 18th legislative term comes to a close.
The report builds on the government’s de-
mographic strategy (which was fine-tuned
in 2015) and the objectives that strategy lays
out: strengthening the economy’s growth
potential; promoting social cohesion and
equivalent living conditions; and maintain-
ing sound public finances to ensure the gov-
ernment’s capacity to act and reliable social
security systems. The report’s findings were
presented at the government’s demography
summit, which was held on 16 March 2017.

Federal government policies have helped
to lay the groundwork for the positive
trends in employment and education. Key
actions include measures in the area of vo-
cational training, the 2020 Higher Educa-
tion Pact, and measures to further improve
options for balancing work, family and
care-giving commitments. The federal gov-
ernment has also taken numerous meas-
ures to create suitable frameworks for inte-
grating refugees into the educational system
and labour market, depending on the spe-
cific conditions in regional labour markets.
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These measures include the expansion of
integration courses, the expansion of em-
ployment and training promotion pro-
grammes, and a temporary suspension of
reviews conducted by the Federal Employ-
ment Agency to determine whether nation-
al workers should be given priority over
immigrants for certain jobs (the Vorrang-
priifung). The federal government is also
taking steps to strengthen social cohesion.
These include measures to further enhance
government support for civic engagement
and to boost long-term care and preventive
healthcare for all age groups.

5.2 Government revenue and
expenditure from a long-
term perspective

Going forward, public budgets are expect-
ed to face rising pressure to adapt to demo-
graphic conditions. According to all avail-
able projections, the number of pensioners
will rise while the number of people paying
into the social security system will decline.
Age-related expenditure will increase in
proportion to GDP. At the same time, public
revenues are expected to see a slowdown in
momentum.

The Federal Ministry of Finance’s re-
port on the sustainability of public financ-
es serves as an early warning system for for-
ward-looking fiscal policies. This report puts
forward long-term scenarios for trends in
public finances, under the assumption that
current policies remain unchanged. These
scenarios indicate the extent to which ac-
tion needs to be taken in order to ensure
sound public finances. One of the indicators
used in the report is the sustainability gap.

The sustainability gap indicates how
much fiscal consolidation would be re-
quired in order to balance out all future ex-
penditures (including accumulated gov-
ernment debt) against expected current
revenues. According to the most recent cal-
culations, Germany’s sustainability gap is
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between 1.2% and 3.8% of GDP.! The cur-
rent favourable trends in public debt lev-
els are a reflection of the success achieved
by the government’s budget consolidation
measures. Nevertheless, additional measures
will be necessary to close the sustainability
gap on a lasting basis. In particular, contin-
ued increases in the employment levels of
women and older people are likely to have a
favourable impact on the sustainability gap.
A continuing increase in the effective retire-
ment age will have an equally positive effect.
Ultimately, fiscal and economic policies are
also responsible overall for putting favour-
able conditions in place that foster high-
er productivity levels and steady economic
growth.

Only sustained higher birth rates can
slow down the ageing of society on a long-
term basis. An uptick in the average num-
ber of children per woman from 1.39 in
2011 to 1.5 in 2015 points to structural im-
provements, although it remains uncertain
whether this trend will continue. Immigra-
tion’s potential contribution towards the
closure of the sustainability gap will depend
on how quickly and effectively immigrants
can be integrated into the labour market.
They can contribute to the closure of the
sustainability gap only after they have suc-
cessfully taken up work and started paying
taxes and social security contributions.

11 In the report on the sustainability of public
finances, long-term projections look at age-related
spending in the following categories: pensions,
health care, long-term care, unemployment bene-
fits, education and family benefits. In the baseline
year of 2015, this spending stood at 25.8% of GDP
and accounted for approximately 60% of all public
spending. Assuming no change in the general pa-
rameters, these projections show that age-related
spending is set to rise to between 28.8% and 32.4%
of GDP by 2060, a gain of between 3.0 and 6.6 per-
centage points.

5.3 Measures to ensure long-
term sustainability

By introducing binding constitutional rules
limiting government debt - known as the
“debt brake” - Germany has had a solid
framework for sound long-term fiscal poli-
cy in place since 2011. Additional prerequi-
sites for maintaining sound public finances
include sustainably financed social securi-
ty systems as well as structural measures to
promote higher labour force participation
rates. To this end, the federal government
has taken a number of measures to improve
the balance between work and family life, to
boost investment in education and research,
and to improve the training and recruit-
ment of skilled labour.

In recent years, Germany has carried out
important reforms to its statutory pension
insurance system. For example, the incre-
mental increase of the standard retirement
age to 67 substantially improves the long-
term financing of the public pension sys-
tem. In addition, new legislation that pro-
vides for a more flexible and individualised
transition from working life to retirement
(Gesetz zur Flexibilisierung des Ubergangs
vom Erwerbsleben in den Ruhestand) makes
it easier for older workers to extend their
working lives.

By enacting legislation to improve
pension benefits (Rentenversicherungsleis-
tungsverbesserungsgesetz), modifying pen-
sions for persons with reduced earning
capacity, and aligning pension levels in east-
ern and western Germany, the federal gov-
ernment is fulfilling social policy pledges
laid down in the coalition agreement be-
tween the current governing parties; tak-
en together, these measures pose addition-
al challenges to fiscal sustainability. In this
connection, on 15 February 2017 the fed-
eral cabinet adopted draft legislation that
provides for the full alignment of pension
levels in eastern and western Germany (the
bill is called the Renteniiberleitungs-Ab-
schlussgesetz). Over a period of seven years



starting in 2018, pension levels and other
benefits under pension law in the new (east
German) Ldnder will be raised in increments
up to the respective levels that apply in the
west German Ldnder. In return, earnings in
the new Ldnder will no longer receive fa-
vourable treatment in calculations. A law
improving support for people with reduced
earning capacity (Erwerbsminderungs-Leis-
tungsverbesserungsgesetz), which was adopt-
ed at the same time, provides better protec-
tion from the risk of lost or reduced earning
capacity for reasons of ill health. People
with reduced earning capacity will be treat-
ed as if the average income earned before
the loss of earning capacity had continued
to apply for three years longer than is cur-
rently the case. In total, this measure will
result in a substantial increase in the future
pension entitlements of new pensioners
with reduced earning capacity.

To mitigate the impact of demographic
change and finance the public pension sys-
tem in such a way as to ensure long-term in-
tergenerational equity, the federal govern-
ment carried out reforms in the early 2000s
which introduced upper limits on contri-
bution rates and set minimum pension lev-
els before taxes. Corporate pension schemes
are intended to compensate for lower stat-
utory pensions (relative to employees’ in-
comes). To increase the use of occupation-
al pension schemes, especially in small
and medium-sized businesses, the federal
government has adopted draft legislation
to strengthen occupational pensions (Be-
triebsrentenstdrkungsgesetz), which will en-
ter into force in 2018. Thanks to the social
partner model, social partners will in future
be able to agree defined-contribution plans
without guarantees from implementing or-
ganisations (e.g. insurance companies). In
the past, employers were always liable to pay
a (minimum) occupational pension, which
was an obstacle to the use of occupation-
al pension schemes. Under the social part-
ner model, the employer’s obligation can be
limited to paying contributions to the im-
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plementing organisation (“pay and forget”).
In addition, opting-out systems will allow
an employer’s entire workforce to be in-
cluded in the occupational pension scheme.
In addition, the federal government is in-
creasing basic subsidies to Riester pensions,
thus strengthening private personal pension
plans. Not least, it is important that people
recognise gaps in their own old-age provi-
sion at an early stage and can address them
as effectively as possible. That is why it is a
priority for the federal government to en-
sure that people are well informed about the
status of their old-age provision, taking all
three pillars of the pension system (statuto-
ry, occupational and private pensions) into
account.

5.4 Measures to increase the
effectiveness and effici-
ency of public revenues and
spending

To pursue sustainable policies, it is impor-
tant to examine the success of fiscal policy
measures and the efficacy of taxpayer mon-
ey spent on them. To systematically assess
the effects of measures and programmes in
each policy area, the federal government
introduced spending reviews - analyses of
both the revenue and expenditure sides of
the budget. The aim is to produce the great-
est possible impact with the limited finan-
cial resources available, thus improving
the quality of public finances. In particu-
lar, the spending reviews set out to ascer-
tain whether the underlying goals are still
appropriate (priority-setting), whether they
are actually being achieved (effectiveness),
and whether the measures taken are eco-
nomical (efficiency). Spending reviews were
introduced in 2015 and contribute substan-
tially to the performance-based develop-
ment of policy approaches. The second re-
view cycle, focusing on the policy areas of
(a) housing and (b) climate and energy, was
concluded successfully in March 2017. The
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resulting measures to further enhance the
effectiveness and efficiency of funding are
gradually being implemented by the var-
ious government ministries. At the same
time, a new cycle was initiated, consisting
of reviews focusing on (a) the procurement
of standardised bulk goods and (b) human-
itarian aid and transition assistance includ-
ing interfaces with crisis prevention, crisis
response, stabilisation and development as-
sistance.

Substantial subsidies are granted. All fi-
nancial assistance and tax relief is subject
to regular review in accordance with the
federal government’s subsidy policy guide-
lines. One important element is the regular
evaluation of subsidies in terms of target at-
tainment, efficiency and transparency. For
this reason, the federal government regu-
larly reviews the necessity, expediency and
effectiveness of all subsidies as well as their
compatibility with the federal government’s
fiscal policy, economic, social and environ-
mental objectives. The sustainability review
underscores the federal government’s in-
tention to ensure that its subsidy policies are
geared more towards the principle of sus-
tainability. The federal government plans to
issue the next Subsidy Report this summer,
together with the draft budget for 2018.

The federal government passed legis-
lation to enhance the financial structure
and quality of the statutory health insur-
ance system (Finanzstruktur- und Qualitdts-
weiterentwicklungsgesetz) in order to boost
competition and thus improve the quality
and cost-effectiveness of health care servic-
es. Allowing health insurance funds to set
their own supplementary premiums creates
important incentives for price-based com-
petition. This encourages them to improve
efficiency and limit spending. In the area
of long-term care, revenue amounting to
0.1 percentage points of contributions lev-
ied on gross salaries will be allocated to a
long-term care reserve fund for a period of
20 years. From 2035 onwards, money will be

drawn from the fund for the purpose of sta-
bilising contribution rates.

Further information on individual meas-
ures can be found in the NRP.
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Table 9: Forecast of macroeconomic trends?

2016 2016 2017 2018 2019 2020 2021 23;'29150
ESA Code Ind
ndex o
2010=100 % change p.a.
1. Real GDP. chain index Blg 110.19 1.9 1.4 1.6 1.5 1.5 1.5 1Y,
UL O LG Blg  3.132.7 33 28 32 32 32 32 314
prices (€bn)
Real utilisation of GDP. chain index
3. Private consumption P3  108.60 20 14 14 14 14 14 1,
expenditure
4. Government consumption P3 11168 40 23 15 11 11 11 1Y
expenditure
fi'oimss fixed capital forma- P51 113.22 23 17 28 25 25 25 2
6. Changes in inventories
(GDP growth contribution)? P.52 + P.53 04 0.0 0.0 0.0 0.0 0.0 0
7. Exports P.6 127.37 2.6 2.8 3.6 4.3 4.3 4.3 4Y4
8. Imports P.7 125.53 3.7 3.8 4.3 5.0 5.0 5.0 5
Contributions to real GDP growth?
9. Final domestic demand = 2.0 1.5 1.6 15 1.5 1.5 1Y,
10. Changes in inventoriesand ., , p ¢ - =04 00 00 00 00 00 -0
net acquisition of valuables
11. External balance of goods B.11 : 01 -01 00 0.0 0.0 0.0 0

and services

1 2016: Federal Statistical Office: as of: February 2017

2017 and 2018: results of the short-term forecast for the 2017 Annual Projection, January 2017
2019 to 2021: results of the medium-term forecast for the 2017 Annual Projection, January 2017
2 Including private non-profit organisations without a commercial purpose

w

Contribution to GDP growth rate
4 Values rounded to ¥4
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Table 10: Price developments — Deflators?

2016 2016 2017 2018 2019 to
ESA Code Index 2021°
2010=100 % change p.a.

1. GDP 110.19 14 14 1.6 134
i;(g:r“’:it:ucr:?s“mpti°" 106.91 0.6 16 16 1%
3. Public consumption 111.83 1.5 2.0 1.5 2
4. Gross capital formation 112.10 13 1.7 1.8 1%
5. Exports 103.82 -1.0 15 0.9 1Y
6. Imports 100.22 -2.5 2.2 0.9 1Y

1 Federal Statistical Office: as of: February 2017
2017 and 2018: results of the short-term forecast for the 2017 Annual Projection, January 2017
2019 to 2021: results of the medium-term forecast for the 2017 Annual Projection, January 2017
2 Including private non-profit organisations without a commercial purpose
3 Values rounded to ¥
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Table 11: Labour market trends?

2019 to
2016 2016 2017 2018
ESA Code 20217

Level % change p.a.
1. Employment, persons q
(domestic)? (m) 43.5 1.0 0.7 0.7 /i

3

2. Employment, hours worked 59.3 0.7 0.6 0.6 Y,
(bn hours)
3. Unemployment rate* (%) - 3.9 3.8 3.8 3Y,
4. Labour productivity® L
(2010=100) 104.0 0.9 0.6 0.9 1Y%
5. Labour productivity® L
(2010=100) 106.0 1.2 0.8 1.0 1Y4
D TR O e I Py 28 D.1 1.590.1 35 3.2 3.3 3y,
(€bn)
7. Compensation per employee 40.6 23 24 25 3

(thousand €)

1 2016: Federal Statistical Office: as of: February 2017

2017 and 2018: results of the short-term forecast for the 2017 Annual Projection, January 2017
2019 to 2021: results of the medium-term forecast for the 2017 Annual Projection, January 2017
Employed persons, domestic concept

National accounts definition

Unemployed ILO / labour force

Real GDP per person employed domestic

Real GDP per hour worked

Values rounded to Y4; unemployment rate: value displayed is value for last year of forecast (2021)

N wN
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2019 to
2016 2017 2018
ESA Code 2021°
% of GDP

1. Net lending/borrowing vis-a-vis the B.9 8.5 8.1 79 71,
rest of the world

of which:

- Balance on goods and services 7.6 7.2 7.0 6v
2. Net lending/borrowing of households B.9 49 4.8 4.5 4Y,
3. Net lending/borrowing of general EDPB.9

government

4. Statistical discrepancy

1 2016: Federal Statistical Office: as of: February 2017
2017 and 2018: results of the short-term forecast for the 2017 Annual Projection, January 2017
2019 to 2021: results of the medium-term forecast for the 2017 Annual Projection, January 2017

2 Values rounded to ¥4; value for last year of forecast (2021)
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Table 13: General government budgetary prospects

ESA 2016 2016 2017 2018 2019 2020 2021
Code  ¢pp % of GDP

Net lending (EDP B.9) by sub-sector

1. General government S.13 237 0.8 %) Ya Ya %) %)
2. Central government S.1311 7.7 0.2 0 0 0 Y4 Ya
3. State government S.1312 4.7 0.2 Ya 0 0 Ya Ya
4. Local government S. 1313 3.1 0.1 Ya 0 0 0 0

5. Social security funds S.1314 8.2 0.3 0 0 0 0 0

General government (S.13)

6. Total revenue TR 14114 45.1 45Y, 45Y, 45Y, 45Y, 45Y,
7. Total expenditure TE! 1387.7 44.3 443/, 45 45 443/, 443/,
8. Net lending/borrowing B9 237 0.8 s Ya Ys s Ys
9. Interest expenditure D.41 434 1.4 1Y 14 1Y 1Y 1Y
10. Primary balance? 67.1 2.1 1%/ 1Y, 1Y, 1Y, 1%,

11. One-off and oth-

er temporary measures® -11 0.0 0 0 0 0 0

Selected components of revenue

12. Total taxes

1 1 1 1 1

oeimiabeing 731.2 23.3 23v5 3%, 231 23V, 23V,

12a. Taxes on production D.2 3344 10.7 10%4 10%  10% 10, 10,

and imports

12b. Current taxes on D5 3968 127 12%  12%  12% 13 13

income, wealth, etc

12c. Capital taxes D.91 0.0 0.0 0 0 0 0 0
13. Social contributions D.61 523.1 16.7 17 17 17 17 17%
14. Property income D4 18.0 0.6 Y Y Y Y Y
15. Other* 139.1 4.4 4, 4 4 4 4
16. = 6. Total revenue TR 14114 451 45Y, 45Y,  45Y, 45Y, 45Y,
p.m.: Tax burden 12543  40.0 40%, 40 40%  40%  40%

(D.2+D.5+D.61+D.91-D.995)°




PAGE 43

Table 13: Continuation

ESA 2016 2016 2017 2018 2019 2020 2021
Code €bn % of GDP

Selected components of expenditure

17. Compensation of
employees + intermediate D.1+P.2  387.5 12.4 12v, 12v, 12Y4 12Y4 12
consumption

17a. Compensation of

D.1 235.8 7.5 7Y5 7Y% 7Y 7Y 7Y
employees
e nieee s P2 1517 4.8 5 5 44 4%/s 4%/s
consumption
18. Social payments ) ) 3 3
(18=18a+18b) 755.8 24.1 24 24 243/4 243/4 25
f which: l t
or Whieh: fnempioymen 526 17 1 1% 1% 1% 1%
benefits
18a. Social transfers in D.6311.
kind supplied via market D.63121. 268.1 8.6 8% 8% 8%4 9 9
producers D.63131
15l Sl e D62 4877 156 15%  15%  15%  15% 16
other than in kind
19. = 9. Interest expenditure D.41 43.4 1.4 1Y 1Y 1Y 1Y, 1Y
20. Subsidies D.3 27.6 0.9 4 7 1 1 1
el (Cimee i P51 668 2.1 W 2 e 2 2
pital formation
22. Capital transfers D.9 335 1.1 1 1 1 1 1
23. Other’ 106.7 34 3% 3% 3% 3% 3%
24. = 7. Total expenditure TE(1) 1387.7 443 443/, 45 45 443/, 443/,
p.m.: Government consump-
tion P.3 616.1 19.7 20 20Y 20 20 20Y,
(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 Aplus 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 projection period are rounded to %.
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Table 14: No-policy change projections*

2016 2016 2017 2018 2019 2020 2021
€bn % of GDP
1. Total revenue at unchanged 14114 451 45V, 45Ys  45Y, 45V, 451,
policies
2. Total expenditureatunchanged 5077 443 gy 45 45 w44
policies
Table 15: Amounts to be excluded from the expenditure benchmark*
2016 2016 2017 2018 2019 2020 2021
€bn % of GDP
1. Expenditure on EU programmes
fully matched by EU funds revenue 23 0.1 0 0 0 0 0
2. Cycll$al unemployment benefit 12 0.0 0 0 0 0 0
expenditure
3. Effect of discretionary revenue 19 0.0 0 0 0 0 0
measures
4. Revenue increases mandated by 02 0.0 0 0 0 0 0
law
Table 16: General government debt developments (Maastricht debt ratio)*
2016 2017 2018 2019 2020 2021
ESA Code
% of GDP
1. Gross debt 68.3 66Y4 64 6134 59%4 57
2. Change in gross debt ratio -2.9 =2 -2Y4 -2Y4 =2 =2%
Contribution to changes in the Maastricht debt ratio
3. Primary balance 2.1 13/, 1Y 1% 1Y, 1Y,
4. Interest expenditure D.41 1.4 1Y 1Y 1Y 7 7
5. Stock-flow adjustment 0.2 Ya -0 -0 Y4 -1
p.m.: Implicit interest rate on debt? 2.0 13/ 13/ 2 2 2

1 Proxied by interest expenditure divided by the debt level of the previous year.

*Figures for the projection period are rounded to Y.



Table 17: Cyclical developments
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2016 2017 2018 2019 2020 2021
ESA Code
% of GDP

1. Real GDP growth (%) 1.9 14 1.6 15 1.5 1.5
2. Net lending of general government B9 0.8 % Ya Ya ) )
3. Interest expenditure D41 14 1Y 1Y 1V 1Ys 1Ys
4. One-off and other temporary 0.0 0 0 0 0 0
measures
5. Potential GDP growth (%) 1.3 1.6 1.5 1.4 1.4 1.5

contributions:

- labour 0.3 0.5 0.3 0.2 0.2 0.2

- capital 0.4 0.4 0.4 0.4 0.4 0.5

- total factor productivity 0.7 0.7 0.8 0.8 0.8 0.8
6. Output gap 0.0 -0.2 -0.1 0.0 0.0 0.0
7. Cyclical budgetary component 0.0 0 0 0 0 0
8. Cyclically-adjusted balance (2 - 7) 0.7 Y Vs Ys L% L7
9. Cyclically-adjusted primary balance 21 1, 11, 11, 11, 1,
(8+3)
10. Structural balance (8 - 4) 0.8 1 Y4 Vs L7 7

1 Aplus sign means deficit-reducing one-off measures.

Government account figures for the projection period are rounded to Ya.
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Table 18: Divergence from previous update

ESACode 2016 2017 2018 2019 2020 2021
Real GDP growth (%)
Previous update 1.7 1.5 1.6 1.6 1.6 =
Current update 1.9 1.4 1.6 1.5 1.5 1.5
Difference 0.1 -0.2 0.0 -0.2 -0.2 =
General government net lending B.9
(% of GDP)
Previous update 0 0 0 0 0 =
Current update 0,8 %) a 4 %) %)
Difference Y4 ) Ya Ya 7 =
General government gross debt
(% of GDP)
Previous update 68V 6534 63> 614 59%, =
Current update 68,3 66V 64 6134 59%, 57
Difference Ya Vi Vi %) %) =

Government account figures for the projection period are rounded to Ya.



Table 19: Long-term trends in age-related general government expenditure
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2010

2020

2030

2040

Expenditure in % of GDP

2050

2060

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

Pension expenditure? 9.9 9.7/9.5 10.7/10.0 11.7/109 12.4/113 13.3/118
Healthcare expenditure?
on statutory health insurance
and medical assistance 7.1 78/7.8 8.2/8.0 8.5/ 8.2 8.6/8.1 8.7/8.0
payments for civil servants
Long-term care expenditure? 0.8 1.0/1.0 13/1.2 1.7/15 22/1.8 25/1.8
Unemployment benefits* 3.7 24/2.2 30/16 29/15 29/15 29/15
Spending on education and
childcares 4.1 40/4.0 42 /4.2 42/ 43 41/4.2 42/44
Expenditure on the family
benefits system® 1.8 16/16 1.6/17 16/ 1.7 16/17 16/17
Total age-related expenditure 27.1 263/26.0 28.6/26.6 303/280 314/285 32.7/29.1
Assumptions
Productivity growth (%)’ 0.6 1.0/0.9 1.9/19 1.8/2.0 1.6/18 1.6/19
GDP growth (%) 0.9 14/1.4 11/18 09/15 09/16 0.7/15
Labour force participation rates
(%)
- Men (15 to 64) 84.5 85.4/850 86.0/86.5 859/86.4 859/864 86.1/86.7
- Women (15 to 64) 74.6 79.6/785 822/826 825/828 83.0/833 83.5/84.0
Unemployment rate (%) 6.4 3.8/3.6 5.5/3.0 55/3.0 5.5/3.0 55/3.0
Old-age dependency ratio 31.1 35.1/34.7 469/450 54.7/502 586/51.2 64.1/53.7
Total population (m) 81.7 81.5/822 796/819 768/806 73.2/788 69.2/76.9
Population aged 65+ (m) 16.8 18.4/184 222/21.8 239/23.4 24.0/232 239/232
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Table 19: Continuation

The values shown have been consolidated to take into account cross-payments between individual sub-budgets. Last update of
the projections (2020-2060): 2010 base year, data and legal situation as of 30 June 2015.

Sources: actual values for 2010: Federal Statistical Office, German Pension Insurance, Federal Ministry of Health, Federal Em-
ployment 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 (Ruhr-Universitdt Bochum), projections
for the fourth Sustainability Report by the Federal Ministry of Finance, Cologne 2016.

A wN =

[e) O, ]

7

Statutory pension insurance and civil servants’ pension.

Statutory health insurance and medical assistance payments for civil servants and eligible relatives.

Long-term care insurance.

Unemployment insurance, other expenses of the Federal Employment Agency and basic provision for job seekers (including
accommodation costs).

Public education spending (including child-care facilities) according to the definition used in the Education Finance Report.
Child benefit, tax-free allowances for children under the Income Tax Act, parental benefit.

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 20: Technical assumptions

2019 to
2016 2017 2018 2021
Short-term interest rate (annual average in %) 0.01 0.00 0.00 0.00
USD/€ exchange rate (annual average) 1.11 1.05 1.05 1.05
Growth of German sales markets (in %)* 2.9 3 35/9 4
Oil price (Brent, USD/barrel) 44 56 57 57
1 Values rounded to Y.
Table 21: Contingent liabilities
% of GDP 2016
Public guarantees 15.4*
Of which: linked to the financial sector 0.6

*Year 2015
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