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The member states of the European Union submit 
their medium-term fiscal plans to the European 
Commission and to the Economic and Financial 
Affairs Council (ECOFIN) 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 sub-
mit updated Convergence Programmes.

This update of the German Stability Programme 
was approved by the federal cabinet on 21 April 
2021. The programme follows the Guidelines on 
the format and content of Stability and Conver-
gence Programmes (Code of Conduct). The federal 
government submits each update of the German 
Stability Programme to the competent expert 
committees of the German Bundestag as well as to 
the Finance Minister Conference (Finanzminister-
konferenz) and the Stability Council (Stabilitätsrat). 
After review by the ECOFIN Council, the Council’s 
opinion on the Stability Programme is also for-
warded to these bodies.

By submitting this updated German Stability Pro-
gramme, which contains projections of budg-
etary trends at all government levels (Federa-
tion, Länder, local authorities and social security 
funds), the federal government is complying in 
full with its obligation for the year 2021 to submit 
national medium-term fiscal plans in accordance 
with Article 4 of Regulation (EU) No 473/2013 on 
the provisions for monitoring and assessing draft 
budgetary plans.

The projections of budgetary trends at all levels of 
government contained in the Stability Programme 
are based on all the information known up to the 
date of publication including, in particular, (a) the 
federal government’s annual projection on macro-
economic trends of 27 January 2021, (b) the results 
of the Working Party on Tax Revenue Estimates 
of 12 November 2020, as subsequently updated to 
take account of the federal government’s annual 
projection, (c) the draft supplementary budget for 
2021, which was prepared on the basis of the above 
annual projection and tax revenue estimates, and 
(d) the federal government’s benchmark figures 
decision of 24 March 2021 on the federal budget 
for 2022 and fiscal plan until 2025. 

The Federal Ministry of Finance publishes the 
updated Stability Programme along with the pro-
grammes for preceding years online at: 

https://www.bundesfinanzministerium.de 

The programmes of all EU member states as well 
as the corresponding European Commission anal-
yses and ECOFIN recommendations are published 
on the European Commission’s website at:

ht t ps://ec .europa .eu/in fo/ business-econo-
my-euro/economic-and-fiscal-policy-coordina-
tion/eu-economic-governance-monitoring-pre-
vention-correction/stability-and-growth-pact/
stability-and-convergence-programmes_en
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1.	Summary

The coronavirus pandemic is one of the greatest 
challenges in the history of the Federal Republic 
of Germany, the European Union and the interna-
tional community. It is therefore the federal gov-
ernment’s priority to counteract the health, social 
and economic impacts of the coronavirus pan-
demic in a quick, resolute and targeted manner and 
to minimise them as far as possible. The federal 
government is providing strong support for these 
efforts through its fiscal strategy. For example, it is 
combining short-term assistance programmes to 
stabilise the economy with targeted investments 
to help overcome the coronavirus crisis. During 
times of economic crisis in particular, investing 
in research and development is especially impor-
tant in order to stimulate more innovation and 
thus ensure a rapid return to growth. There is also 
a focus on promoting and actively shaping struc-
tural changes to help strengthen economic poten-
tial. All of these measures lay the foundation for 
strong and sustainable economic growth after the 
coronavirus crisis ends and will thus ensure the 
continuation of sound fiscal policy.

The coronavirus pandemic and the measures 
taken to contain it have led to a severe downturn 
in the German economy during the past year. 
According to the Federal Statistical Office, real 
gross domestic product (GDP) decreased by 4.9% in 
2020. However, the decrease in GDP was less severe 
than that anticipated by various institutions at the 
beginning of the crisis. The fiscal policy measures 
adopted by the federal government made a vital 
contribution to this stabilisation. 

For example, the federal government responded at 
a very early stage in the pandemic by setting up a 
safety net to protect Germany from the coronavi-
rus (Corona-Schutzschild). This established a com-
prehensive assistance programme to strengthen 
the healthcare system, support families, protect 

jobs and support businesses. Furthermore, dur-
ing the second coronavirus-induced lockdown in 
the autumn of 2020, the federal government also 
adopted additional comprehensive grant pro-
grammes to support companies and self-employed 
individuals. In addition, increases to the short-
time work benefit and measures to facilitate access 
to the scheme were introduced and then extended 
until the end of 2021. In addition to safeguarding 
jobs, these measures also provide companies and 
employees with the necessary degree of planning 
certainty to enable them to restart quickly once 
the pandemic has been overcome. 

With its unprecedented economic stimulus pack-
age, the federal government has furthermore pro-
vided a powerful boost to help surmount the coro-
navirus crisis quickly. Taking into account the 
United Nations Agenda 2030, the federal govern-
ment has included a future development pack-
age (Zukunftspaket) within its economic stimulus 
package in order to support the process of transi-
tioning the German economy towards greater use 
of innovative technologies and more sustainable 
growth. This will increase the growth and pro-
ductivity potential of the German economy and 
thus ensure that sound fiscal policy is maintained 
in the future. 

At the European level, the federal government 
also made early and determined efforts to cam-
paign for an EU-wide crisis response. With the 
resulting Next Generation EU package, a historic 
recovery package worth more than €750bn was 
agreed upon. The €672.5bn Recovery and Resil-
ience Facility (RRF) included within the package 
makes available extensive financial resources to 
help tackle the coronavirus crisis and modernise 
the economies of the individual member states. 
The German Recovery and Resilience Plan pro-
vides for additional measures to overcome the 

Summary
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coronavirus crisis in Germany, ensure a resilient 
health system and drive forward the green and 
technological modernisation of the German econ-
omy. By means of the measures set out in the Ger-
man Recovery and Resilience Plan, Germany will 
implement important country-specific recom-
mendations issued in the context of the European 
Semester.

Germany is also mindful of its international 
responsibilities during the COVID-19 crisis. For 
example, the federal government decided to ear-
mark a total of €10.9bn in funding for interna-
tional measures during the COVID-19 crisis in 
2020 and 2021. This funding is intended to bene-
fit the world’s poorest and least-developed coun-
tries in particular.

Irrespective of the need to combat the economic 
impacts of the coronavirus pandemic, targeted 
public investments are important factors for driv-
ing the growth of an economy. The federal gov-
ernment has therefore continued its investment 
campaign of recent years. This played a key role 
in ensuring that general government invest-
ment in 2020 was significantly higher than in 
previous years. By means of appropriate struc-
tural measures, such as the Investment Accelera-
tion Act (Investitionsbeschleunigungsgesetz), which 
entered into force in 2020, the federal government 
is simultaneously working to accelerate planning 
and approval procedures significantly, especially 
in the transport sector. The Federation will main-
tain high levels of investment in 2021 and thus 
help to shape the economic recovery and struc-
tural change. 

In adopting the Climate Action Plan 2050, Ger-
many has committed to achieving climate neu-
trality by the middle of the century. German 
fiscal policy supports this aim by means of exten-
sive measures contained in the Climate Action 
Programme 2030. As a key element of this pro-
gramme, Germany introduced a carbon pricing 
scheme at the start of 2021, based on a national 
emissions trading system in the heating and 

transport sectors. The objective of achieving both 
a green transformation and the decarbonisation 
of industry will be accompanied by funding pro-
grammes and incentive programmes to promote 
innovation in companies.

Strengthening social cohesion is another key 
element of the federal government’s fiscal pol-
icy. From 2021 onwards, there will be significant 
improvements to financial benefits such as the 
child benefit, the child supplement for low-in-
come families, and tax relief for single parents. 
To improve equal opportunities for children and 
make it easier for people to combine family life 
and work, the Federation is pressing forward with 
the expansion of child day-care. Furthermore, to 
help alleviate the burdens experienced by fam-
ilies during the pandemic and boost consumer 
demand, a €300 child bonus was paid out for the 
first time in 2020. In 2021, families will once again 
receive a child bonus of €150 for every child that is 
entitled to receive the child benefit.

Due to the scope of the measures required to sta-
bilise the economy during the coronavirus pan-
demic, the general government deficit for 2020 
amounted to 4.2% of GDP. The major portion of 
the general government deficit was accounted 
for by the Federation, which financed most of the 
measures aimed at combating the COVID-19 pan-
demic. In 2020, the general government debt-to-
GDP ratio increased to 69.8%. 

Given the ongoing need for measures to fight the 
coronavirus pandemic, the general government 
deficit is expected to increase to approximately 9% 
of GDP in 2021. If the pandemic-related expendi-
tures contained in the Federation’s draft budget-
ary plan for 2021 are not incurred in full, the pro-
jected government deficit in 2021 will be lower as 
a result. For this reason, the deficit projection has 
a high level of uncertainty. The general govern-
ment deficit is expected to decline significantly 
in 2022 and to fall continuously in the years after 
that. The medium-term budgetary objective of a 
general government structural deficit no higher 
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than 0.5% of GDP will be achieved again in 2024. 
Due to the measures to fight the pandemic, the 
debt-to-GDP ratio is projected to grow again in 
2021, to about 74½%. In the subsequent years up to 
the end of the projection period, the debt-to-GDP 
ratio is expected to decline on a continuous basis 
to roughly 69¼%.

Due to the unusually high level of uncertainty 
regarding the economic and fiscal effects of the 
pandemic, the European Commission refrained 
from initiating the excessive deficit procedure 
against member states in 2020, and will refrain 
again from doing so in 2021 in accordance with the 
country-specific recommendations.

With its future development package (Zukunfts-
paket), alongside other structural measures, the 
federal government is contributing towards 
improving the quality and sustainability of pub-
lic finances. This will safeguard Germany’s ability 
to act in the face of multiple challenges. Alongside 
demographic change, these also include the finan-
cial challenges involved in actively promoting the 
digital and green transformation. In view of the 
impending ageing of society, Germany faces the 
challenge of ensuring that social security systems 
continue to remain acceptable and reliable in the 
eyes of both benefit recipients and contribution 
payers. By incrementally increasing the standard 
retirement age to 67, Germany has improved the 
long-term financing of the public pension system. 
At the same time, the federal government intro-
duced the basic pension on 1 January 2021; this 
provides for the payment of supplementary ben-
efits to pensioners with medium and low incomes 
who have paid contributions for at least 33 years. 
The federal government is thus making a signifi-
cant contribution towards protecting against old-
age poverty. 

Alongside this continuous development of the 
social security system, it is particularly impor-
tant to harness the innovation potential offered 
by digital technology in order to drive increases 
in productivity. Furthermore, increasing labour 
force participation, actively supporting struc-
tural change and promoting the immigration of 
skilled workers are key components for ensuring 
long-term sustainability. To this end, the federal 
government’s future development package intro-
duces numerous measures to promote digital and 
climate-friendly innovations. In order to boost 
the performance potential of people in work, it is 
vital to provide opportunities for further train-
ing and qualifications and to facilitate a bal-
ance between work and family life. Among other 
things, this includes (a) further enhancing the 
Federal Employment Agency’s continuing educa-
tion assistance for employees, (b) giving employees 
without formal qualifications a basic legal right 
to receive support for further training that leads 
to a vocational qualification, (c) further expand-
ing child day-care, (d) allowing greater flexibil-
ity for part-time work and (e) establishing a legal 
right for primary school children to receive all-day 
care, which is expected to take effect from 2025. 
In order to further expand the available pool of 
skilled labour, the Skilled Labour Immigration Act 
(Fachkräfteeinwanderungsgesetz), which entered 
into force on 1 March 2020, was enacted to facili-
tate access to the labour market by skilled workers 
from non-EU countries.

The specific federal government measures aim-
ing, among other things, to create favourable con-
ditions for growth and to increase labour force 
participation are described in detail in Germany’s 
National Reform Programme (NRP), which was 
adopted by the federal government on 24 March 
2021 for submission to the European Commission 
by the end of April.
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2.	Aggregate economic conditions in Germany

2.1	 Aggregate economic conditions 
in Germany in 2020

As a consequence of the coronavirus pandemic, 
real GDP in Germany fell by 4.9% during 2020, as 
shown in Figure 1. A ten-year period of continu-
ous economic growth was thus brought to an end 
by a deep recession. During the spring of 2020, the 
measures that were necessary to contain the pan-
demic and the constraints on international supply 
chains resulted in a historic decline in economic 
output. From the summer onwards, following 
an improvement in the pandemic situation and 
the gradual relaxation of the containment meas-
ures, a noticeable economic recovery began to take 
place. This was primarily due to the extensive gov-
ernment support measures to preserve jobs and 
income as well as the federal government’s com-
prehensive economic stimulus package (see also 
section 3.3). At the end of the year, the economic 
recovery in Germany was brought to a virtual 
standstill by a further wave of infection and the 
associated measures that were taken to contain 
the pandemic.

While GDP in Germany fell significantly over-
all during 2020, different economic sectors were 
affected to varying degrees during the course 
of the year. In the manufacturing sector, aver-
age annual value added declined sharply over-
all (-10.5% in real terms) due to the huge down-
turn in the spring. However, as foreign demand 
increased, output began to grow again in May and 
this helped to shore up overall economic activity 
by year end. The service sector, including trade, 
recorded an overall decline of 4.3% in 2020. This 
included a significant drop of 11.4% among “other 
service providers” (which include the art, enter-
tainment and recreation sectors), an 8.1% contrac-
tion among business service providers, and a 6.1% 
decline in the trade, transport and hospitality sec-
tors. In this connection, the trade, transport and 

hospitality sectors experienced different trends: 
Whereas online trade grew significantly, both the 
hospitality sector and the retail sector recorded 
historic losses in some areas. The coronavirus pan-
demic had little impact on the construction indus-
try. In fact, value added within this sector actually 
rose slightly in 2020. 

The declines in value added in various economic 
sectors were reflected in the significant decreases 
recorded for 2020 in private consumption (-6.1%), 
gross fixed capital formation (-3.1%), exports 
(-9.4%) and imports (-8.5%). By contrast, there 
was a noticeable rise in government consump-
tion (+3.3%) and government investment (+4.2%), 
which boosted the economy. The assistance meas-
ures and the economic stimulus package intro-
duced by the federal government contributed sig-
nificantly to these increases. As a result of the 
government measures, the disposable incomes of 
private households were stabilised in particular. 
On an annual average, these rose by 0.8%, aided 
by a sharp increase in social benefits other than 
social transfers in kind (+8.7% in nominal terms). 
The effects of the automatic stabilisers are also 
reflected in this increase.

The pandemic also had an impact on the labour 
market, as shown in Figure 2. On average, approx-
imately 44.8 million persons were in employ-
ment in Germany during 2020. This meant that 
the number of employed persons was down by 
486,000 compared with 2019, a drop of 1.1%. Com-
pared with the previous year, the number of unem-
ployed persons rose by 435,000. A larger increase 
in unemployment was averted, mainly as a result 
of the short-time work scheme. In April 2020, the 
number of people in short-time work reached a 
historic high of 6 million (during the financial cri-
sis, this number peaked at 1.4 million), and an esti-
mated 2.4 million persons were in short-time work 
at year end.

Aggregate economic conditions in Germany
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Sources: 2000–2020: Federal Statistical Office, March 2021; 2021–2025: federal government, 2021 annual projection, January 2021

Aggregate economic conditions in Germany

On average, consumer prices rose by 0.5% year-on-
year in 2020. At the same time, the inflation rate 
during the second half of the year was mainly in 
the slightly negative range. The factors contribut-
ing to this included, among others, the temporary 
reduction in VAT rates and the energy price trend 
during the course of the year.

2.2	 Short- and medium-term 
outlook for the aggregate 
economy, 2021–2025

The coronavirus pandemic and the necessary con-
tainment measures likely continued to have a sig-
nificant adverse impact on the economy in early 
2021. In this respect, leading indicators suggest a 
two-part economic trend: on the one hand, the 
service sector is being hit harder by the pandemic 
and social distancing requirements while, on the 
other hand, the industrial sector remains robust 
overall. For example, the export expectations of 

companies operating in the manufacturing sector 
have grown significantly since the start of the year 
and are optimistic again on balance. By contrast, 
the consumer climate remains low.

In 2021, overall economic trends will continue 
to depend largely on the pandemic situation and 
the necessity for containment measures. In this 
respect, progress in vaccinating larger portions of 
the population will play an especially important 
role. In its annual projection, the federal govern-
ment expects a 3.0% increase in real GDP for 2021, 
based on the assumption that economic activ-
ity in the economic sectors affected by the pan-
demic and related containment measures will 
gradually recover from spring onwards. The over-
all expansion of the economy is likely to be driven 
primarily by domestic economic forces. Private 
consumption is expected to grow substantially 
by 3.6% this year. As a result of declining levels of 
uncertainty in particular, plant and equipment 
investment is also expected to experience strong 

80

85

90

95

100

105

110

115

120

-6.0

-5.0

-4.0

-3.0

-2.0

-1.0

0.0

1.0

2.0

3.0

4.0

5.0

6.0

2000 2002 2004 2006 2008 2010 2012 2014 2016 2018 2020 2022 2024

In
de

x 
20

15
=1

00

P
er

ce
nt

Year-on-year change in percent Gross domestic product, chain index

Forecast

Figure 1: Gross domestic product, in real terms 

10



German Stability Programme 2021Aggregate economic conditions in Germany

year-on-year growth of 6.5% while still remain-
ing well below pre-crisis levels, however. Foreign 
trade is also expected to see substantial growth. 
In this regard, projected import growth (+7.2%), 
which is expected to be spurred by the recovery 
of the domestic economy and a renewed increase 
in outbound tourism during the course of the 
year, is likely to outpace the projected growth in 
exports (+6.4%), which are expected to receive a 
boost from the upturn in global industrial activity 
and international trade. In the government sector, 
a renewed, if moderate, rise in government con-
sumption is expected (+1.1%), which will further 
support economic growth. 

With regard to the labour market, employment 
trends are expected to remain subdued at the 
beginning of 2021. A moderate recovery is then 
expected during the remainder of the year. Over-
all, it is expected that the number of people in 

employment will, on an annual average, remain 
unchanged at 44.8 million. The number of regis-
tered unemployed persons is expected to decline 
by approximately 76,000, which would thus result 
in a slight decrease in the unemployment rate 
from 5.9% to 5.8%.

The recovery of the overall economy is likely to 
be reflected in a higher rate of consumer price 
inflation in 2021. Factors contributing to this will 
include the end of the temporary reduction in VAT 
rates and the significant resurgence in the oil price 
following its collapse in the spring of 2020. Over-
all, consumer prices are expected to rise by 1.5% 
this year, which is roughly the same as the pre-cri-
sis year of 2019 (+1.4%).

Figure 2: Labour market trends in Germany
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The coronavirus-induced decline in economic 
output in 2020 led to a high level of underuti-
lised capacity and thus to a strongly negative out-
put gap. The German economy will continue to 
run at underutilised capacity this year. However, 
due to the expected economic growth, the nega-
tive output gap is expected to shrink noticeably 
by approximately two percentage points to –2.3% 
of potential output. In 2022, the federal govern-
ment expects real GDP to grow at a rate of 2.6%. 
The medium-term projection for the 2023–2025 
period assumes an average annual growth rate 
of 1.2%. Domestic demand is expected to remain 
an important growth driver, sustained in turn by 
generally robust labour market trends. The mod-
erate rate of GDP growth during the 2023–2025 
period will be based largely on trends in potential 

output (which is expected to increase by 0.9% per 
year on average). This trend will be significantly 
influenced by labour’s declining contribution to 
growth. In fact, this contribution is set to turn 
negative by the end of the medium-term period. 
This mainly reflects a decline in the working-age 
population due to demographic change. While 
slightly higher contributions of capital and pro-
ductivity to growth may be able to mitigate the 
impact of labour’s declining contribution, they 
cannot fully compensate for this decline. For this 
reason, increasing productivity  in particular is 
expected to play an increasingly important role 
in the future, alongside the immigration of skilled 
workers and increased labour force participation 
among women and older people. 

Aggregate economic conditions in Germany
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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) requires 
member states to bring their general government 
budgets close to balance over the medium term 
and to set their own binding targets to this end. 
The SGP also sets upper limits on budget deficits 
and debt ratios. Compliance with these targets and 
limits serves to safeguard each euro area member 
state’s fiscal capacity. In addition, the SGP contains 
rules that allow for investment as well as struc-
tural reforms which enhance growth potential 
and thus contribute to the sustainability of public 
finances. The SGP thus requires that all EU mem-
ber states pursue sound fiscal policies as a precon-
dition for ensuring strong, sustainable growth in 
Europe.

The COVID-19 pandemic and the need to deal with 
its economic consequences present a huge chal-
lenge to the member states in terms of their fis-
cal policies. They must protect the health of their 
populations, protect jobs, maintain the produc-
tive capacity and competitiveness of their econo-
mies and stimulate economic recovery. To provide 
the EU member states with the fiscal space needed 
to resolutely combat the pandemic, the European 
Commission stated on 20 March 2020 that, given 
the expected severe economic downturn, the con-
ditions for activating the general escape clause had 
been met. On 23 March 2020, the ECOFIN Coun-
cil determined that the conditions for applying 
the general escape clause of the EU fiscal frame-
work (i.e. a severe economic downturn in the euro 
area or the Union as a whole) had been met. Upon 
activation of the general escape clause for 2020 – 
and subsequently, based on the country-specific 

recommendations, also for 2021 – the member 
states were permitted, subject to ensuring medi-
um-term debt sustainability, to depart temporar-
ily from the budgetary requirements that would 
normally apply under the European fiscal pol-
icy framework, in order to enable them to take all 
measures necessary to cushion the effects of the 
coronavirus crisis. The procedures of the Stability 
and Growth Pact were not suspended by the gen-
eral escape clause.

In line with the European Commission’s recom-
mendation on activation of the SGP’s general 
escape clause, the coalition committee in Ger-
many agreed, on 23 March 2020, upon extensive 
measures to rapidly mitigate the effects of the 
COVID-19 pandemic. On 25 March 2020, the Ger-
man Bundestag determined that the precondi-
tions had been met for applying the “debt brake” 
exception in unusual emergency situations, in 
accordance with Art. 115 (2) sentence 6 of the Basic 
Law (Grundgesetz). Hence, the Bundestag approved 
the borrowing set out in the first supplementary 
budget for 2020, which exceeds the upper limit on 
new borrowing stipulated in Art. 115 (2) sentences 
2 and 3 of the Basic Law. The financial resources 
were used to implement “timely, targeted and 
temporary” assistance measures to support the 
German economy. On 3 June 2020, the coalition 
committee also agreed upon a comprehensive 
economic stimulus package in order to counter-
act the economic impacts of the coronavirus pan-
demic and strengthen Germany’s future viabil-
ity. In order to finance this package of measures, 
the German Bundestag approved a second sup-
plementary budget for 2020 on 2 July 2020. In its 
approval of the 2021 federal budget on 11 Decem-
ber 2020, the Bundestag extended the application 
of the exception for unusual emergency situations 
to include fiscal year 2021.

German fiscal policy in the European context
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In 2020, due to the extent of the measures neces-
sary to stabilise the economy during this historic 
and exceptional situation, Germany exceeded 
the upper limit for the Maastricht deficit for the 
first time since 2010. The general government fis-
cal balance (encompassing the Federation, Länder, 
local authorities and social security funds, includ-
ing their off-budget entities) stood at –4.2 % of GDP 
in 2020. As shown in Figure 3, the general govern-
ment also recorded a structural deficit of 2.0% of 
GDP in 2020. In view of the exceptional levels of 
uncertainty regarding the macroeconomic and 
fiscal impacts of the coronavirus pandemic, the 
European Commission took no decisions to initi-
ate excessive deficit procedures in 2020.

As a consequence of the severe economic down-
turn and the expansionary measures to stabi-
lise the German economy, the debt-to-GDP ratio 
increased to 69.8% and thus returned to a level 
above the 60% upper limit. In 2019, Germany’s 
debt-to-GDP ratio fell to 59.7%, its lowest level 
in many years. General government budget sur-
pluses and sustained economic growth during the 
preceding years had contributed significantly to 
achieving this low level. As a result of this develop-
ment, Germany had a large margin of fiscal space 
to fall back on during 2020, when quick and deci-
sive fiscal policy action was required to tackle the 
coronavirus crisis.

Figure 3: Comparison of structural and actual fiscal balance (in % of GDP)
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3.2	 Fiscal situation and strategic 
direction  

According to the conclusions of the ECOFIN Council deliberations of 6 November 2020 on the 2021 
annual strategy for sustainable growth, the member states agreed upon the following priorities and 
recommendations:

“[T]hat Member States should continue to provide targeted and temporary fiscal support in 2021, 
while safeguarding fiscal sustainability in the medium-term and enhancing investments; […] 
[Consider] it important to reflect on future fiscal policy orientations; [Underline] that the high 
uncertainty about the development of the COVID-19 pandemic and its economic and social impact 
needs to be taken into account in fiscal policy-making; […] [Call] for making the utmost use of the 
recovery and resilience facility and swiftly implementing productive investments and structural 
reforms, in line with the EU priorities, thereby strengthening the resilience of the EU economies and 
enhancing the growth potential.”

The federal government is taking these guide-
lines and the Communication of the European 
Commission to the Council of 3 March 2021 into 
account and is endeavouring, through its fis-
cal policy, to minimise the health and economic 
impacts of the coronavirus pandemic as far as 
possible. Measures to support the economy will 
be continuously adapted to the pandemic situa-
tion and will be continued for as long as necessary. 
By supporting the economic recovery, the fed-
eral government is helping to overcome the coro-
navirus crisis. At the same time, the federal gov-
ernment has stated clearly that it aims to use the 
future-oriented and sustainable measures con-
tained in the economic stimulus package for the 
purpose of boosting long-term growth poten-
tial and productivity potential and, in this way, to 
ensure the continuation of sound fiscal policy.

The coronavirus pandemic and the measures 
taken to contain it led to a severe downturn in the 
German economy during the past year. According 
to the preliminary estimates of the Federal Statis-
tical Office, real GDP decreased by 4.9% in 2020. 
The decline in GDP was, however, somewhat less 
severe than had been predicted by various insti-
tutions at the beginning of the crisis. The rapid 
and targeted support and stabilisation measures, 
together with the federal government’s economic 

stimulus package and future development pack-
age, made a vital contribution in this respect and, 
in particular, supported the significant rebound in 
economic activity during the summer and early 
autumn. 

In 2020, the federal government adopted two 
supplementary budgets to secure financing for 
the immediate crisis management measures 
(e.g. immediate assistance and short-term aid) 
as well as for the measures contained in the eco-
nomic stimulus package. According to prelimi-
nary macroeconomic data, the Federation’s struc-
tural net borrowing was approximately 1.54% of 
GDP in 2020 (see Figure 4). In total, the Federation 
recorded net borrowing in the amount of approxi-
mately €130bn in 2020. The level of net borrowing 
therefore remained significantly below the overall 
amount of approximately €218bn that was orig-
inally approved by the German Bundestag. The 
German Bundestag had determined that an excep-
tional situation existed in accordance with Arti-
cle 115 (2) sentence 6 of the Basic Law; this made 
it possible to invoke the clause that allows devi-
ations from the constitutional debt rule in unu-
sual emergency situations. This determination 
was necessary to enable borrowing in excess of the 
limits specified in Art. 115 (2) sentences 2 and 3 of 
the Basic Law. 
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Due to the continuation of the unusual emer-
gency situation, the 2021 federal budget, which 
provides for borrowing of approximately €180bn, 
will again exceed the permissible borrowing limit 
stipulated under the debt rule. Faced with the con-
tinuing pandemic situation, the federal govern-
ment has made additional funding available in a 
supplementary budget to the 2021 federal budget. 
The government draft of the 2021 supplementary 
budget increased the Federation’s net borrowing 
to approximately €240bn. This means that the net 
borrowing amount exceeding the debt brake limit 
will also increase, from roughly €164bn to roughly 
€213bn. Looking cumulatively at 2020 and 2021, 
borrowing nevertheless remains lower than orig-
inally planned. This is due to the fact that the 
amount of borrowing authorised in 2020 was not 
fully needed, in part because some expenditures 
were shifted to 2021. The cabinet decision on the 
benchmark figures for the 2022 federal budget and 
the fiscal plan to 2025 also provides for recourse 
to the exception for unusual emergency situations 
in 2022. 

Pursuant to Article 115 (2) sentence 7 of the Basic 
Law, the German Bundestag must adopt amorti-
sation plans for borrowing that exceeds the upper 
limit specified in the debt rule. The Bundestag has 
already done this for 2020 and 2021. Due to the 
supplementary budget, the amortisation plan for 
2021 will need to be adjusted. Similarly, an amorti-
sation plan will need to be adopted before the 2022 
federal budget takes effect.

With its economic stimulus and crisis manage-
ment package and the associated future develop-
ment package, the federal government is reaffirm-
ing its commitment to boosting the growth drivers 
and future viability of the German economy in 
order to emerge from the crisis in a stronger posi-
tion. By means of additional public investments 
in the areas of climate action, digital technology, 
infrastructure, education and research, the fed-
eral government is making a decisive contribu-
tion to help Germany meet the key challenges of 
the future. In this way, the government is actively 
guiding ongoing processes of economic and social 

transformation. During periods of crisis in par-
ticular, public investments can provide important 
momentum for long-term growth, because they 
also trigger increased private investment.

Due to their responsibilities within the federal 
system, the Länder and local authorities account 
for the bulk of public investment needs. To ensure 
that they too retain fiscal space, and are thus able 
make necessary investments both during and 
after the coronavirus crisis, the Federation is sup-
porting the Länder and local authorities by means 
of numerous measures contained in the economic 
stimulus package. This includes additional relief 
in the areas of social security, family and educa-
tion, transport and public investment.

Numerous measures adopted during the coronavi-
rus pandemic, such as the expansion of the short-
time work benefit and payment of the child bonus, 
have proven to be effective in terms of stabilis-
ing the labour market and supporting demand. In 
particular, they are helping to cushion the finan-
cial and social impacts experienced by the people 
and families who are worst affected by the pan-
demic. In implementing these measures, the fed-
eral government is protecting and strengthen-
ing social cohesion. Furthermore, the coronavirus 
crisis has accentuated and accelerated the struc-
tural changes that had already begun to take place 
within many economic sectors and regions across 
Germany even before the outbreak of the pan-
demic. The federal government is therefore boost-
ing its efforts to help affected people cope with 
these structural changes and to ensure this takes 
place in a socially equitable manner. 

At the European level, the federal government 
has also advocated strongly for a decisive cri-
sis response in the form of the Next Generation 
EU recovery package, with a capacity of €750bn. 
Within the framework of the €672.5bn Recovery 
and Resilience Facility (RRF) that forms part of 
the EU recovery package, the federal government 
is currently developing the German Recovery and 
Resilience Plan. This plan provides for measures 
worth approximately €23.6bn (at 2018 prices) to 
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overcome the coronavirus crisis and advance tech-
nological modernisation in Germany and Europe. 
In accordance with the European “Green Deal”, at 
least 37% of the funding provided by the German 
recovery plan is to be allocated to activities aimed 
at achieving EU climate targets. A further 20% is 
to be channelled into projects intended to advance 
the use of digital technologies in the economy and 
society.

The federal government’s decisive and swift action 
during the coronavirus crisis is a reflection of a 
responsible and sustainable fiscal policy. During 
the crisis, this supports and maintains the mac-
roeconomic base while also safeguarding social 
equity. At the same time, taking into account the 
United Nations Agenda 2030, the transformative 
measures contained in the future development 
package will serve as the foundation for foster-
ing sustainable growth during the post-pandemic 
period. In this way, the government’s financial 
capacity to act and the stability of public finances 
will also be secured over the long term.

Figure 4: The Federation’s structural net borrowing (in % of GDP)
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3.3	 Fiscal policy measures in terms 
of expenditure and revenue

Support and stabilisation measures

In a direct response to the crisis in the spring of 
2020, the federal government provided immedi-
ate assistance in the form of grants. The aim here 
was to ensure the economic survival of businesses 
and to bridge any liquidity shortages caused by the 
coronavirus pandemic. Companies and self-em-
ployed persons operating in all sectors of the econ-
omy were able to apply for a one-time grant of up to 
€15,000 for three months. In addition, the federal 
government created an Economic Stabilisation 
Fund for the purpose of stabilising larger compa-
nies that are particularly important for the Ger-
man labour market and for maintaining Germa-
ny’s position as a centre of business and industry. 
This fund provides assistance, by means of guaran-
tees and recapitalisation measures, to larger com-
panies operating in the real economy and to medi-
um-sized enterprises, in order to help strengthen 
their capital base and bridge liquidity shortages. 
The fund has a total capacity of up to €600bn. In 
addition, the large-scale KfW special programme 
was launched in March 2020 to ensure that com-
panies experiencing temporary, pandemic-related 
financing shortfalls have access to low-interest 
liquidity loans. This special programme is open to 
commercial companies of all sizes. 

Following up on the immediate assistance meas-
ures, the federal government then introduced an 
initial short-term aid programme (Überbrückungs-
hilfe I) for the period from June to August 2020. 
This specifically targeted companies which had, as 
a consequence of the lockdown in April and May 
2020, suffered revenue losses of at least 60% com-
pared with the same period in the previous year. 
Unchangeable fixed costs were temporarily sub-
sidised up to a maximum amount of €50,000 per 
month, for up to three months. Following on from 
this, a second short-term aid programme (Über-
brückungshilfe II) targeted companies in all sec-
tors which, due to the effects of the pandemic, 

required assistance to cover fixed costs accru-
ing during the months of September to Decem-
ber 2020. This assistance was aimed at small and 
medium-sized enterprises, self-employed individ-
uals and freelancers, and not-for-profit companies 
and organisations. 

In the autumn of 2020, the federal government 
and the Länder again adopted lockdown meas-
ures to contain the second wave of infections and 
to prevent the virus from spreading. Companies 
directly affected by the temporary closure orders 
could apply for assistance through the Extraor-
dinary Economic Assistance Programme (also 
referred to as the November and December Assis-
tance Programmes). Indirectly affected companies 
were also eligible to apply if, among other things, 
they regularly generated at least 80% of their reve-
nues from companies directly affected by the clo-
sure orders. The aid was paid in the form of grants 
of up to 75% of the respective comparative reve-
nues for the months of November and/or Decem-
ber 2019.

Since the new year, a third short-term aid pro-
gramme (Überbrückungshilfe III) has served as the 
main assistance measure for companies, self-em-
ployed individuals and freelancers. By means of 
this aid instrument, the federal government has 
made available a fixed-cost grant to cover pan-
demic-related revenue losses incurred during 
the period from November 2020 to June 2021. 
In compliance with state aid rules, companies, 
self-employed individuals and freelancers can 
claim grants of up to €1.5m per month (in the 
case of groups of related companies, up to €3m 
per month) for certain fixed operating expenses, 
up to an aggregate maximum of €12m. Self-em-
ployed individuals and single-person corporate 
entities not claiming any fixed costs under the 
third short-term aid programme are eligible to 
receive a one-time “fresh start assistance” (Neu-
starthilfe) payment of up to €7,500. Additional spe-
cific aid measures are planned for industry sectors 
that have been particularly hard hit, such as the 
retail trade, the events and cultural sectors and the 
travel industry. 
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In order to support companies and their employ-
ees, and prevent as many lay-offs as possible, the 
federal government has also introduced increases 
to the short-time work benefit, as well as meas-
ures to facilitate access to the scheme. The federal 
government has thus delivered a focused response 
to the labour market challenges triggered by the 
coronavirus pandemic. The pandemic-related spe-
cial rules governing the short-time work scheme 
have been extended until the end of 2021, and jobs 
remain secure as a result. This provides companies 
and employees with the necessary planning cer-
tainty that will enable them to get back to busi-
ness at full power after the pandemic has been 
overcome and thus contribute to a rapid economic 
recovery. The expansions to the short-time work 
benefit include, among other things, (a) incremen-
tal increases to benefit payments after the fourth 
and seventh months, (b) the extension of the short-
time work scheme to cover up to 24 months (but at 
the longest until 31 December 2021) and (c) options 
to reimburse employers for social security contri-
butions. The measures to facilitate access to the 
scheme include, among other things, a reduction 
to the threshold above which companies can apply 
for short-time work for sections of their workforce. 

In addition, the federal government has enhanced 
the incentives to use shortened working hours for 
the purpose of gaining additional vocational train-
ing. For example, for advanced training under-
taken after 1 July 2021, the 50% reimbursement of 
social security contributions will no longer be sub-
ject to the condition that the advanced training 
time amounts to at least 50% of the lost working 
time. Furthermore, the costs of training courses 
commenced during the period of short-time work 
will also be reimbursed.

Economic stimulus package

To support the economic recovery after the end of 
the coronavirus-induced lockdown in the spring 
of 2020, the federal government established a com-
prehensive economic stimulus package in June 
2020. A total of roughly €205bn1 was earmarked 
for the package in the 2020 and 2021 federal budg-
ets. The measures contained in the economic stim-
ulus package provide targeted assistance to help 
safeguard the structure of the economy so that –  
especially as the vaccine roll-out gathers pace – 
a long-term economic recovery can begin. The 
package also contains measures to boost invest-
ment as a means for decisively tackling impend-
ing structural challenges. In many cases, the fed-
eral government has built upon existing aid and 
support programmes to enable the crisis manage-
ment measures to work as quickly as possible. In 
addition to accelerating the implementation pro-
cess, this has also helped to achieve better target-
ing of the aid measures in many cases. Many of the 
measures are time-limited, which helps to ensure 
that they deliver a targeted stimulus. 

To stimulate consumer demand, the federal gov-
ernment has used a variety of instruments to boost 
the disposable incomes of private households. This 
has included, in particular, a general, temporary 
reduction in VAT rates until the end of 2020, as well 
as a sector-specific reduction in VAT rates, which is 
being continued until 30 June 2021. In addition, a 
one-time child bonus of €300 was paid out in 2020 
and the tax relief for single parents was increased. 
In 2021, families will again receive a child bonus 
of €150 for every child that is entitled to receive 
the child benefit. The Social Guarantee 2021 stabi-
lised social security contributions at a maximum 
of 40%. In addition, the surcharge that nearly all 
electricity consumers pay for the purpose of pro-
moting renewable energy sources (EEG surcharge) 
was capped by means of grants from the federal 
budget. To increase the incentives for companies 

1  Based on the total budget estimates for 2020 and 2021 (as 
specified in the government draft of the 2021 supplementary 
budget).
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to continue investing in spite of the crisis, the fed-
eral government has introduced an accelerated 
depreciation option. This applies to movable fixed 
assets acquired or produced in 2020 and 2021. The 
tax incentives for research were also expanded.

Furthermore, the economic stimulus pack-
age includes bonuses to reward small and medi-
um-sized enterprises that continue to offer 
apprenticeships during the crisis. On the one hand, 
this helps to provide young people with a seamless 
start in secure employment. On the other hand, 
this benefits companies that rely on well-trained 
skilled staff. 

The federal government is also using the eco-
nomic stimulus package to tackle the long-term 
challenges posed by climate change, digitalisation 
and demographic change, and to ensure that these 
challenges are addressed in a sustainable way. In 
spite of the current crisis, it is therefore maintain-
ing its efforts to actively guide and shape impend-
ing structural changes. For this reason, the future 
development package that forms part of the eco-
nomic stimulus package provides for transform-
ative public investments, especially in the areas 
of climate action, energy transition, mobility 
and digitalisation. The future development pack-
age provides for roughly €50bn in funding for 
this purpose. These investments will enhance the 
medium and long-term capacity for innovation 
and thus boost future growth potential. Overall, 
the future development package contains fund-
ing for climate action measures in the double-digit 
billions; this includes, among other things, €7bn 
for implementing the National Hydrogen Strat-
egy and, in total, approximately €2bn for ener-
gy-efficient building refurbishment, particularly 
for heat sourced from renewable energy. More-
over, to increase the level of uptake, the condi-
tions attached to the climate action funding pro-
grammes have been made more attractive for local 
authority applicants.

The Länder and local authorities are also expe-
riencing fiscal strain due to revenue shortfalls 
resulting from the coronavirus crisis. To ensure 
that they nevertheless remain capable of tak-
ing action and making investments in areas that 
are crucial for Germany’s future, the relief meas-
ures from previous years have been continued 
and expanded in a targeted manner. For example, 
the Federation and the Länder have jointly pro-
vided local authorities with lump sum compensa-
tion (each contributing 50%) for trade tax revenue 
shortfalls in 2020. In future, the Federation will 
also take on an additional 25 percentage points 
of the costs for housing and heating covered by 
basic income support for jobseekers. This will pro-
vide lasting relief for local authority budgets in the 
area of social expenditure, and especially for local 
authority budgets that contain high levels of social 
expenditure. The Federation covered the revenue 
losses incurred by the Länder and local authori-
ties due to child bonus payments (€2.5bn) and due 
to the reduction in VAT rates during the second 
half of 2020 (partial compensation of €6.1bn). As 
part of the future development package, the Fed-
eration is also providing local authorities with tar-
geted support for investments, e.g. for energy-effi-
cient building refurbishments and investments in 
sports facilities.

The German Recovery and 
Resilience Plan

At the European level, the federal government 
actively advocated for a decisive crisis response 
and worked to obtain an agreement among the EU 
member states, in July 2020, for the Next Genera-
tion EU recovery package. The recovery package’s 
central component is the newly created Recov-
ery and Resilience Facility (RRF) with a total vol-
ume of €672.5bn (€312.5bn for grants and €360bn 
for loans). The RRF aims to improve the resil-
ience of member state economies, mitigate the 
economic and social effects of the crisis and sup-
port economic recovery. As key quantitative spec-
ifications, the European Commission framework 
also provides for expenditure ratios of 37% in the 
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area of climate action and 20% in the area of digi-
tal technology, in order to drive further change in 
these areas. The individual measures contained in 
national recovery plans are to be assigned mile-
stones and targets and must, as a general rule, 
contribute towards the implementation of coun-
try-specific recommendations for 2019 and 2020.

In order to receive funds from the RRF, the mem-
ber states are required to submit national recovery 
and resilience plans. According to the European 
Commission’s 2020 autumn forecast, Germany 
is entitled to receive grants of approximately 
€23.6bn (at 2018 prices) by 2026. In Germany, the 
funds from the RRF will mainly be used to finance 
measures set out in the economic stimulus pack-
age. Germany is not taking out any loans through 
the RRF. After acceptance of the plan by the Euro-
pean Commission and the Council, an advance 
payment, amounting to 13% of the total volume, is 
possible for 2021. The additional payments of EU 
funding will be disbursed in tranches. 

The measures provided for in the German Recov-
ery and Resilience Plan are directed at six priority 
areas with a clear focus on forward-looking pro-
jects to foster green modernisation and digital-
isation in the economy and in the public sector. 
For example, plans are in place to drive forward 
climate action by means of short- and long-term 
decarbonisation measures in a variety of sec-
tors, such as electric mobility, building refurbish-
ment and hydrogen technology. A further prior-
ity of the German Recovery and Resilience Plan is 
to intensively expand digital infrastructure; this 
will be complemented with a digital education 
initiative and measures to advance digitalisation 
in public administration. Measures to strengthen 
the health system and make it more resilient are 
also included. To give effect to the transnational 
dimension of the German Recovery and Resilience 
Plan and generate European added value, plans 
are in place to implement, among other examples, 
Franco-German high-technology projects.

Health

The coronavirus pandemic has demonstrated just 
how important the public health service is in terms 
of being able to effectively manage and control a 
dangerous and harmful situation of this magni-
tude as well as its impacts on all areas of daily life. 
In order to take account of the experience gained 
during the pandemic and organise health protec-
tion and prevention measures in an even more 
effective and future-oriented manner, the federal 
government and the Länder have agreed upon a 
Public Health Services Pact. The Federation will be 
supporting implementation of the Pact with fund-
ing of €4bn up until 2026.

The Future-proof Hospitals Act (Krankenhauszu-
kunftsgesetz) has been enacted to implement the 
“programme to future-proof hospitals”, which was 
adopted by the coalition on 3 June 2020. As of 1 Jan-
uary 2021, the Federation is using this programme 
to provide hospitals with €3bn in funding to help 
them invest in modern emergency capacities, dig-
ital technology and IT security. In addition, the 
Länder and/or the hospital operators are expected 
to contribute €1.3bn in investment funding.

To ensure that hospitals and nursing homes can 
be assisted in emergency situations with rapid and 
secure equipment supplies, larger volumes of pro-
tective equipment and other crisis-relevant con-
sumer goods will, in future, be stocked in Ger-
many. Hence, at the beginning of June 2020, the 
federal government established the National 
Health Protection Reserve, earmarking a total of 
€1bn to be used for building up this health reserve. 

The federal government is furthermore provid-
ing financial grants to support urgent measures 
aimed at controlling the outbreak of the corona-
virus. Approximately €4bn have been allocated in 
the 2021 federal budget for this purpose. 

To ensure that sufficient intensive care capaci-
ties are available during the COVID-19 pandemic, 
hospitals that are specified by the Länder and that 
are particularly well-suited to treating COVID-19 
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patients will receive compensation payments for 
freeing up bed capacity. These will be paid out of 
the health fund’s liquidity reserve to the Länder, 
which will pass the payments on to the hospitals, 
and the amounts will be reimbursed by the Fed-
eration. €4.5bn have already been allocated in the 
2021 federal budget for this purpose.

The Federation will also reimburse the national 
health fund’s liquidity reserves for expenses 
incurred in providing protective masks to vul-
nerable patient groups. Among other things, it is 
also assuming the costs for testing members of 
the public for SARS CoV-2 as well as for the med-
ical fees associated with nation-wide SARS CoV-2 
vaccinations conducted by doctor’s surgeries. The 
Federation is in charge of a centralised vaccine 
procurement process.

Acceleration of public investment

Targeted public investments are important fac-
tors for driving the growth of an economy. They 
directly increase the performance capacity of 
public infrastructure and, in doing so, they also 
have the indirect effect of increasing productiv-
ity. Moreover, they stimulate private sector invest-
ment and thus make a significant contribution 
to economic recovery. Last but not least, public 
investments foster further innovation and help to 
improve the economy’s long-term prospects. 

Hence, public investments are one of the fed-
eral budget’s key priorities. In 2020, the federal 
budget’s investment expenditure reached a his-
toric high of €50.3bn. In addition, the Federation 
continued to provide the Länder and local author-
ities with comprehensive support during 2020 and 
thereby improved the scope for local investment. 
For example, the Federation continued and in 
some cases expanded measures targeting the areas 
of social security, family and education, invest-
ment and transport. The Federation is also contin-
uing to assume a share of the refugee-related costs 
incurred by the Länder and local authorities. The 

additional relief provided to local authorities by 
means of the increase in the Federation’s contribu-
tion to housing costs from 2020 onwards amounts 
to approximately €3.4bn per year. To provide a fur-
ther boost to investment, the federal government 
has also introduced a range of measures to acceler-
ate planning and approval procedures, especially 
in the areas of transport and digital infrastruc-
ture (e.g. the Investment Acceleration Act and leg-
islation to accelerate the implementation of green 
transport (Maßnahmengesetzvorbereitungsgesetz)).

By means of these measures, the federal govern-
ment has played a key role in driving general gov-
ernment investment to above-average levels, 
including in 2020. In 2020, government gross fixed 
capital formation, based on the definition used in 
the national accounts, rose by 5.6% year-on-year 
(2019: +7.2%). The Federation is continuing with its 
investment campaign in 2021. The federal budget 
has earmarked approximately €61.9bn for invest-
ments. In addition, in 2021 the Federation is con-
tinuing to provide the Länder and local author-
ities with comprehensive assistance to cushion 
the effects of the COVID-19 pandemic and is thus 
opening up further scope for local investment. To 
this end, many of the measures introduced in 2020 
are being continued. 

Labour market

The Act on the Promotion of Continuing Voca-
tional Training in Structural Change and on the 
Further Development of Training Assistance 
(Gesetz zur Förderung der beruflichen Weiterbil-
dung im Strukturwandel und zur Weiterentwick-
lung der Ausbildungsförderung – “Work of Tomor-
row Act”), which entered into force in May 2020, 
assists employees and companies in addressing 
the challenges posed by digitalisation and struc-
tural change; it also further improves measures 
to promote advanced training for employees. For 
example, the new legislation further expands 
the support measures that were introduced 
under the Skills Development Opportunities 
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Act (Qualifizierungschancengesetz) for employ-
ees and companies particularly affected by struc-
tural change. Among other things, this includes 
an increase in the grants provided by the Fed-
eral Employment Agency to help employees and 
employers cover the costs of training courses and 
wages. In addition, the application procedures for 
employers have been simplified through the intro-
duction of an option to submit a single collective 
application form. Furthermore, new legislation to 
assist persons without professional qualifications 
has introduced a basic legal right to support for 
further training leading to a vocational qualifica-
tion. The legislation also further enhances oppor-
tunities for receiving training assistance. For 
example, the assisted vocational training scheme 
(Assistierte Ausbildung) has been further devel-
oped and enshrined in law as a permanent support 
mechanism. 

Climate action

Curbing global climate change is one of the great-
est challenges of our time. The federal government 
is therefore pursuing the long-term objective of 
making Germany climate neutral by the middle 
of the century. In enacting the Climate Action Act 
(Bundes-Klimaschutzgesetz), the federal govern-
ment has created a legally binding framework for 
achieving Germany’s climate targets. Specifically, 
it stipulates annual emission reduction targets for 
the years up to 2030 for specific sectors and intro-
duces a mechanism to monitor and adjust targets 
if a target is missed. To meet Germany’s climate 
targets for 2030, the federal government adopted 
comprehensive measures as early as 2019 when 
it launched the Climate Action Programme 2030. 
The total funding capacity earmarked for these 
measures up until 2023 amounts to more than 
€54bn. This includes a carbon pricing scheme, 
introduced in 2021, based on a national emis-
sions trading system in the heating and trans-
port sectors. The federal government will use all 
of the proceeds from the carbon pricing scheme to 
reduce costs for private individuals and businesses 
and to invest in climate action measures. 

Additional funding programmes and incen-
tive programmes to promote innovation in com-
panies will complement the decarbonisation of 
industry and enhance Germany’s competitive-
ness as a leading hub for business and industry. 
This includes the national decarbonisation pro-
gramme, which is equipped with funding of over 
€1.5bn up to 2023. In addition, the Federation has 
provided for, or already implemented, tax incen-
tives (totalling €2.9bn) lasting until 2023 that are 
targeted towards building refurbishment, elec-
tric mobility, reducing railway ticket prices, and 
increasing federal subsidies for public transport. 
To promote the use of renewable electricity in con-
sumption sectors and to facilitate the redistribu-
tion of proceeds from the national emissions trad-
ing system to private individuals and companies, 
the EEG surcharge has been lowered. At the same 
time, the housing benefit and the commuter tax 
allowance have been increased in order to ease 
social hardships.

To complement the measures contained in the Cli-
mate Action Programme 2030 that are designed 
to reduce the emissions generated by the burn-
ing of fossil fuels in the transport sector, the fed-
eral government is expanding and modernising 
public transport infrastructure and offering for-
ward-looking support programmes in the avi-
ation and shipping sectors. To encourage cli-
mate-friendly mobility in the public rail and local 
transport sectors, the federal government plans to 
spend €62bn by 2030 on maintaining and mod-
ernising the railway network. To achieve fur-
ther emissions reductions within the rail trans-
port sector, additional routes will be electrified. 
On non-electrified routes, the use of innovative, 
low-carbon drive systems will be increased.  

Germany plans to significantly increase the num-
ber of electric vehicles to approximately 10 million 
by 2030. The federal government is making avail-
able approximately €5bn to enable Germany to 
develop into a leading market for electric mobility. 
In addition, the €50m in funding that was origi-
nally planned for private and commercial charg-
ing infrastructure has been increased to €500m 
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for the period up to 2023. To further support the 
sustainable, rapid and technology-neutral trans-
formation of the automotive sector, the federal 
government has, as part of the economic stimulus 
package, made available an additional €2bn for the 
years 2020 to 2024 to help fund forward-looking 
investments in the automotive industry. 

Implementing national and international climate 
action targets will accelerate structural change 
in some regions and industry sectors within Ger-
many. The phasing out of coal-fired power gener-
ation by no later than 2038 is another key project 
that the federal government is pursuing to ensure 
that Germany achieves greenhouse gas neutral-
ity. The Structural Reinforcement Act for Mining 
Regions (Strukturstärkungsgesetz Kohleregionen) 
provides for the Federation to spend, during this 
period, approximately €41bn on investments and 
other measures to tackle the structural changes in 
the affected regions. To ensure the coal phase-out 
is managed in a socially responsible manner, the 
Federation will be providing up to €5bn until 2048.

Education and research

The federal government has set itself the goal of 
enhancing the education system in Germany 
and advancing the use of digital technology in 
this area. In addition to supporting young skilled 
workers and universities, it is also taking various 
measures to enhance the education of children 
and adolescents and to promote digitalisation. For 
example, through the Digital Pact for Schools, the 
Federation is investing €6.5bn in comprehensive 
infrastructure to facilitate digital learning. This 
includes €1.5bn in funding that the federal gov-
ernment allocated in response to the coronavirus 
pandemic for purposes such as procuring mobile 
devices for teachers and for pupils in need.

In addition, the provision of financial support to 
universities also has an important role to play. On 
the basis of an agreement to strengthen teaching 
and learning in higher education (Zukunftsver-
trag Studium und Lehre stärken), the Federation 

and the Länder will take joint measures from 2021 
onwards to achieve durable improvements in the 
quality of teaching and learning at higher educa-
tion institutions nationwide. To this end, the Fed-
eration and the Länder will be providing a total of 
approximately €3.8bn each year until 2023, and 
then a total of €4.1bn annually from 2024 onwards. 
Furthermore, the Federation and the Länder will, 
from 2021 onwards, be continuing their efforts to 
promote quality and innovation in higher educa-
tion teaching via the Foundation for Innovation in 
Higher Education Teaching (Stiftung Innovation 
in der Hochschullehre), which was established in 
late 2020. Initially, from 2021 to 2023, the founda-
tion will be funded institutionally by the Federa-
tion alone and then, from 2024 onwards, jointly by 
the Federation and the Länder, whereby the Fed-
eration will contribute €110m and the Länder will 
contribute €40m annually. 

To boost research and development (R&D) in Ger-
many, the Federation is also providing funding for 
measures to promote innovation and growth. This 
will provide incentives for more job creation in 
Germany and, at the same time, encourage indus-
try and the Länder to increase their R&D invest-
ment. In this regard, the High-Tech Strategy 2025 
serves as a strategic umbrella for the federal gov-
ernment’s research and innovation policies. With 
the fields of action “Societal Challenges”, “Germa-
ny’s Future Competencies” and “Open Innovation 
and Venture Culture”, the strategy covers a broad 
range of priorities intended to drive innovation 
and growth and thus ensure that Germany is fit 
for the future.

Families and social affairs

The federal government is strengthening social 
cohesion with the aid of targeted measures in the 
areas of family policy, education, and social secu-
rity. For example, from 2021 onwards, there will 
be significant improvements to financial benefits 
such as the child benefit, the child supplement for 
low-income families, and the tax relief for single 
parents. High-quality child day-care services play 
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an important role in children’s early educational 
advancement, and in ensuring equal opportunity. 
They also help parents to balance family and work 
life. For this reason, the Federation has pressed 
forward with the expansion of child day-care ser-
vices up to 2021 by means of five investment pro-
grammes worth a total volume of approximately 
€5.4bn. In connection with a planned legal right 
for primary school children to receive all-day care 
from 2025 onwards, the Federation will also pro-
vide the Länder with financial assistance of up to 
€3.5bn to help them expand all-day education and 
care services for children of primary school age. 
Out of this financial assistance, the Federation 
will grant an advance of €750m in 2021 to expe-
dite infrastructure upgrades. To promote early 
childhood education and care and to facilitate a 
balance between work and family life, the Feder-
ation is providing the Länder with funding until 
2022 to improve the quality of child day-care. This 
is being done on the basis of the Good Day-care 
Facilities Act (Gute-KiTa-Gesetz). In this context, 
approximately €5.5bn is being made available to 
help further enhance the quality of child day-care 
and make it more affordable for parents.

The Inclusion Act (Teilhabechancengesetz) has 
introduced two new instruments to facilitate the 
integration of long-term unemployed persons into 
the labour market. To combat long-term unem-
ployment, a total of €4bn in additional federal 
budget funds has been earmarked for this pur-
pose over the 2018–2022 period. On 1 January 
2021, the federal cabinet decided to introduce a 
basic pension into the pension insurance system. 
This means that pensioners will be able to receive 
a pension supplement in certain circumstances. 
Accordingly, the federal grant to the statutory 
pension system will be increased by €1.4bn in 2021 
and will then be adjusted in accordance with the 
statutory provisions. 

International responsibility

The Federal Republic of Germany is mindful of its 
international responsibilities. In its foreign policy, 
Germany is committed to a sovereign Europe, the 
transatlantic partnership, work to support peace 
and security, the promotion of democracy and 
human rights, and multilateralism. These guid-
ing principles are also reflected in German fiscal 
policy.

During the course of the COVID-19 crisis, Ger-
many has dramatically increased its international 
aid efforts, especially for the world’s poorest and 
least-developed countries. For example, the federal 
government decided to earmark a total of €10.9bn 
in funding for international aid measures dur-
ing the COVID-19 crisis in 2020 and 2021. These 
funds will be used not only to fight the pandemic 
but also to expand humanitarian aid and preven-
tive healthcare. One key priority here is to pro-
mote the international development of vaccines, 
tests and pharmaceutical products and to ensure 
that these also reach people in less-developed 
countries. With a total contribution of €2.2bn, 
Germany is one of the top donors to the Access to 
COVID-19 Tools Accelerator (ACT-A), which aims 
to achieve these objectives. As part of the “Team 
Europe” approach, Germany is also participating 
the EU’s joint efforts.

In the area of international development coopera-
tion, the federal government has made a commit-
ment to increase funding for humanitarian aid, 
crisis prevention and development cooperation 
and thus at least maintain the current ODA ratio 
(Official Development Assistance ratio, which 
measures spending in relation to gross national 
income), excluding in-donor refugee costs that 
qualify as ODA. The budget of the Federal Min-
istry for Economic Cooperation and Develop-
ment remains on target for both 2020 and 2021 
at approximately €12.43bn. The Federal Foreign 
Office’s expenditure on humanitarian aid and cri-
sis prevention measures has risen from €2.52bn in 
2020 to €2.58bn in 2021. These amounts include 
additional funds for tackling the coronavirus 
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pandemic. Germany is expected to remain the 
world’s second-biggest donor of ODA funds in 2021, 
and the Federation’s actions contribute to this out-
come. According to the OECD’s calculations, Ger-
many’s ODA spending totalled US$24.2bn in 2019. 
Based on the calculation methods that took effect 
from 2018, Germany’s ODA ratio (including eligi-
ble in-donor refugee costs) was thus 0.61% of gross 
national income (GNI).

Defence expenditure, according to NATO’s defi-
nition, increased to a total of €51.4bn in 2020. 
This actual value means that spending has now 
reached its highest level in 20 years. In this respect, 
net actual defence-budget spending alone (depart-
mental budget 14) increased by almost €3.5bn 
year-on-year in 2020. The increased funding has 
enabled the Federal Armed Forces to continue the 
process, which commenced during the past few 
years, of improving staffing levels and upgrading 
equipment. In this way, Germany is also meeting 
its mutual defence obligations towards its NATO 
allies and supporting the EU’s common foreign 
and security policy.

Taxes and social security 
contributions

On the revenue side, the federal government is 
placing equally great emphasis on a forward-look-
ing, growth-friendly and socially equitable tax pol-
icy. Lower taxes and social security contributions, 
especially for families and low and middle-in-
come earners, serve to boost disposable incomes 
and help to overcome the challenges of the coro-
navirus crisis. The tax system is also a key instru-
ment in terms of overcoming the major challenges 
posed by climate change and digitalisation. 

The measures set out in the Second Family Tax 
Burden Reduction Act (Zweites Familienentlas-
tungsgesetz), along with the abolition of the soli-
darity surcharge for approximately 90% of wages 
tax payers and income tax payers who were pre-
viously subject to it, will relieve the tax burden 
on low and middle-income groups in particular 

by just over €17bn in 2021, and just over €22bn in 
2022. These are the largest permanent tax cuts in 
recent years. This sends out an important signal to 
low- and middle-income families and individu-
als and makes our tax system fairer. The measures 
from 2019, provided for under the first Family Tax 
Burden Reduction Act (Familienentlastungsgesetz), 
had already provided relief totalling approxi-
mately €9.8bn each year. In addition, domes-
tic demand was stabilised during the second half 
of 2020 by means of the temporary reduction in 
VAT rates. As one of the measures to address the 
impact of the coronavirus, the tax relief for single 
parents was more than doubled to €4,008 per year. 
In addition, the income tax rate has been adjusted 
from 2021 onwards through an increase in the 
basic personal allowance and modifications to tax 
bracket thresholds. This ensures the tax-exemp-
tion of subsistence income and offsets the effects 
of bracket creep.

The temporary and limited increase to the upper 
limit for loss carrybacks will temporarily improve 
the liquidity of companies to assist them during 
the crisis situation. The upper limits for loss car-
rybacks were increased for 2020 and 2021 and a 
mechanism was introduced that allowed loss car-
rybacks for 2020 to be utilised immediately in 
2019 tax returns and thus to generate an imme-
diate financial benefit. Furthermore, social secu-
rity contributions were stabilised at a maximum 
of 40% by means of the Social Guarantee 2021, 
and the EEG surcharge was capped by means of 
grants from the federal budget. To reinforce incen-
tives for business investment despite the crisis sit-
uation, the federal government has temporar-
ily increased the tax incentives for research and 
introduced temporary accelerated depreciation 
options for movable assets.

Tax policy priorities continue to include, among 
other things, ongoing work to simplify tax pro-
cedures, modernise the tax enforcement system, 
and increase tax fairness both nationally and 
internationally. 

26



German Stability Programme 2021German fiscal policy in the European context

The federal government sees huge advantages in 
coordinating tax policy with European and inter-
national partners. Coordinated standards devel-
oped by multiple states serve to increase not only 
acceptance but also transparency. They also help 
to avoid double taxation. The recommendations 
agreed in 2015 as part of the OECD and G20 ini-
tiative to combat base erosion and profit shifting 
(BEPS) have been implemented to a large extent. 
A current work priority at the international level 
is to develop a strategy for taxing the digital econ-
omy. The federal government’s aim is to develop 
a long-term, global solution. At the OECD level, 
a two-pillar concept has been developed. Pillar 1 
aims to realign the global distribution of rights 
to tax company profits in a manner that takes 
account of digital business models. Based on a pro-
posal submitted by Germany and France, Pillar 2 
aims to introduce a global minimum effective tax. 
The scope of Pillar 2 is not limited to taxation of 
the digital economy alone but will instead encom-
pass all areas of the economy. 

In 2018, to enable cross-border tax avoidance prac-
tices and profit shifting activities to be identified 
and curtailed promptly, the EU member states 
agreed the Directive on the automatic exchange 
of information in relation to reportable cross-bor-
der arrangements. This Directive provides that the 
member states must, by 31 December 2019, estab-
lish the statutory bases for an obligation to report 
cross-border tax arrangements and an associ-
ated automatic exchange of information. In Octo-
ber 2020, the first European exchange of informa-
tion on cross-border tax arrangements took place. 
On 1 July 2020, participating EU member states 
automatically exchanged information on specific 
cross-border tax arrangements for the first time. 
These measures have further increased transpar-
ency in the field of taxation. 

Furthermore, the federal government is support-
ing negotiations to introduce a financial trans-
action tax within the framework of enhanced 
cooperation at the European level. On 1 Decem-
ber 2020, the ECOFIN Council also confirmed an 
amendment to the Council Directive on admin-
istrative cooperation in the field of taxation (DAC 
7). As of 22 March 2021, this Council Directive has 
now been officially adopted. The agreement was 
preceded by negotiations conducted during Ger-
many’s Presidency of the Council of the EU. DAC 7 
contains provisions for the introduction of a stand-
ardised reporting obligation alongside an interna-
tional exchange of information regarding sellers 
operating on digital platforms. It will also improve 
the legal framework for conducting joint company 
audits as well as the existing rules to increase the 
efficiency of administrative cooperation.
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3.4	 Implementation of country-
specific fiscal policy 
recommendations  

The fiscal strategy outlined above also addresses 
the country-specific fiscal policy recommenda-
tions issued by the Council on 20 July 2020. 

The Council recommends that Germany should 
combat the COVID-19 pandemic and support the 
economy in line with the general escape clause. 
Germany should furthermore, as soon as eco-
nomic conditions permit, ensure debt sustaina-
bility and increase investment. In addition, the 
health system should be strengthened.

As in previous years, the Council recommends 
that investment activity should be boosted by 
prioritising public investment projects and sup-
porting private investment. In doing so, the focus 
should be placed on green and digital transforma-
tion. In addition to the areas of education, research 
and development, digitalisation and broadband 
expansion, the investment recommendation also 
encompasses transport and energy infrastructure 

and affordable housing. In addition, digital admin-
istration services should also be provided, and reg-
ulatory and administrative burdens for businesses 
should be reduced.

In 2021, the European Semester has been tempo-
rarily adapted to allow for coordination with the 
Recovery and Resilience Facility. The member 
states will be submitting their National Reform 
Programmes and their Recovery and Resil-
ience Plans. In these documents, they will pro-
vide descriptions of the reforms and investments 
which they will be making, in line with the objec-
tives of the Facility. The Commission will then 
assess the content of the Recovery and Resilience 
Plans, which replace the country reports for the 
European Semester 2021. The federal government 
measures for implementing the country-specific 
recommendations of the Council of the European 
Union are described in detail in Germany’s 2020 
National Reform Programme, which was adopted 
by the federal cabinet on 24 March 2021, as well as 
in sections of the German Recovery and Resilience 
Plan, which is scheduled for adoption by the fed-
eral cabinet on 27 April 2021.

Figure 5: General government revenue and expenditure structure 2020
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4.	General government budget balance and 
debt level projection

Medium-term objective

Germany’s medium-term objective (MTO) is to 
ensure that its general government structural 
deficit does not exceed 0.5% of GDP.

4.1	 Trends in general government 
revenue and expenditure

The projections of budgetary trends at all levels 
of government presented here are based on (a) the 
federal government’s annual projection on macro-
economic trends of 27 January 2021, (b) the results 
of the Working Party on Tax Revenue Estimates 
of 12 November 2020, as subsequently updated to 
take account of the federal government’s annual 
projection, (c) the draft supplementary budget for 
2021 and (d) the federal government’s benchmark 
figures decision of 24 March 2021 on the federal 
budget for 2022 and fiscal plan to 2025, which was 
prepared on the basis of, among other things, the 
above documents and results. The reference date 
for the projection is 30 March 2021.

The 2021 federal budget makes provision for addi-
tional expenditures on measures to fight the 
COVID-19 pandemic. The projection assumes that 
this provision will be spent in full. If the expendi-
tures (especially the provision for pandemic-re-
lated measures) included in the Federation’s draft 
budgetary plan for 2021 should turn out not to be 
required in full, the projected government deficit 
presented here for 2021 would be correspondingly 
lower. The projection therefore remains highly 
uncertain.

Decline in revenues as a result of 
the coronavirus pandemic 

In 2020, government revenue declined by 3.0% 
year-on-year.2 In particular, tax revenue declined 
by 6.5% and thus remained well below the level 
of the previous year. On the other hand, a slight 
increase was recorded in revenues from social 
security contributions; however, with a growth 
rate of 1.7%, this was significantly below the lev-
els of previous years. As overall revenue did not 
decline as steeply as nominal GDP, the revenue 
ratio grew from 46.7% of GDP in 2019 to 46.9% of 
GDP in 2020 (see Table 1). By contrast, the tax-to-
GDP ratio fell significantly from 24.0% in 2019 to 
23.2% in 2020.

The revenue ratio is projected to fall to 45¾% of 
GDP during the current year and then rise stead-
ily to reach 47¾% of GDP by the end of the pro-
jection period. At the same time, it is projected, 
based on the underlying estimates, that the tax-
to-GDP ratio will initially fall to 22½% in 2021 
but then rise again during the subsequent years 
to reach 23¾% in 2025. The social security contri-
bution ratio is also projected to be slightly lower 
this year (approximately 18%) than in the previous 
year; however, it is then projected to rise again to 
around 19% by the end of the projection period. 

1  Unless otherwise specified, all data contained in this 
projection are based on the definitions laid down in the 
2010 European system of national and regional accounts (in 
accordance with Regulation (EU) No 549/2013).
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Table 1: Trends in the government revenue ratio

 2020 2021 2022 2023 2024 2025

 in % of GDP 

Taxes 23.2 22½ 23 23¼ 23¾ 23¾

Social security contributions 18.2 18 18¼ 18½ 19 19

Taxes and social security contributions 41.5 40½ 41¼ 42 42½ 42¾

Total revenue

April 2021 update 46.9 45¾ 46¼ 47 47½ 47¾

April 2020 Update 47¼ - - - - -

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 years are rounded to a quarter percentage point of GDP.

Government expenditure ratio only 
temporarily above 50% 

Due to the measures that were necessary to com-
bat the coronavirus pandemic, government 
expenditure rose significantly in 2020. At 9.3%, 
the increase was three times as high as the annual 
average increase in expenditure (3.1%) during the 
eight preceding years. For example, social bene-
fits other than social transfers in kind increased 
sharply (by 8.7%). A substantial increase in sub-
sidies (126.6%) was recorded as a result of the 
expenditure on government immediate assistance 
and short-term aid measures, among other things. 
Intermediate consumption also increased signifi-
cantly, by 11.4% year-on-year; this rise reflects the 
expenditure for protective equipment, testing cen-
tres and vaccination centres, among other things. 
As a result of the increase in expenditure and the 
decline in nominal GDP, the government expend-
iture ratio (government expenditure as a percent-
age of GDP) increased to 51.1% in 2020 (see Table 
2). This means that the government expenditure 
ratio exceeded 50% for the first time since 1995 
(when it was 55.1%). 

As a consequence of the measures that remain nec-
essary in order to fight the coronavirus pandemic, 
expenditure is expected to increase significantly 
again in 2021, by around 11¾% compared with the 
previous year. This is mainly attributable to two 
items that have been included in the 2021 federal 

budget: first, the pandemic-related assistance for 
businesses, which amounts to around 2% of GDP 
and, second, budget-wide additional expenditures 
(globale Mehrausgaben) for potential further meas-
ures that may be required to fight the COVID-19 
pandemic, which amount to approximately 1¼% 
of GDP. This projection assumes that the budget-
wide additional expenditures will be disbursed 
and, furthermore, that all of the budgeted assis-
tance for businesses will be needed. Without these 
two items, the increase in expenditures would cor-
respond to approximately 5¼% compared with 
2020. When the measures required to tackle the 
coronavirus are discontinued, it is expected, based 
on the projection presented here, that government 
expenditure will decline by approximately 5¾% 
in 2022 and then, from 2023, increase at a slower 
rate than nominal GDP. The government expend-
iture ratio will therefore decline to approximately 
47¾% of GDP in 2025.

Government gross fixed capital formation con-
tinued to rise sharply in 2020. At 5.6%, the rate of 
growth was once again well above the long term 
average (+2.1%). A further significant rise in gov-
ernment gross fixed capital formation is expected 
in 2021; at the end of the projection period, the 
investment ratio is forecast to be approximately 
2¾% of GDP and thus above the pre-pandemic 
level (2019: 2.5%).
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Table 2: Trends in the government expenditure ratio

2020 2021 2022 2023 2024 2025

 in % of GDP

April 2021 update 51.1 54¾ 49½ 48½ 48¼ 47¾

April 2020 Update 54½ - - - - -

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

4.2	 Trends in the government 
budget balance

In 2020, as a consequence of the coronavirus pan-
demic, Germany recorded a budget deficit for 
the first time since 2011 (see Table 3). At 4.2% of 
GDP, this was, in percentage terms, the third-larg-
est deficit since reunification. Deficit levels were 
higher than this only in 1995 (when the German 
government assumed the debts owed by the Treu-
hand privatisation agency) and 2010 (as a result of 
the economic and financial crisis), when budget 
deficits stood at 9.4% of GDP and 4.4% of GDP, 
respectively.

In 2020, the Federation accounted for the largest 
share of the general government deficit (see Table 
4). Including its off-budget entities, the Federation 
recorded a deficit of 2.6% of GDP. The Länder and 
the local authorities recorded a cumulative deficit 
amounting to 0.6% of GDP. The deficit for social 
security funds was 1.0% of GDP.

Table 3: Trends in the general government balance

2020 2021 2022 2023 2024 2025

 in % of GDP 

April 2021 update -4.2 -9 -3 -1½ -½ 0

April 2020 update -7¼ - - - - -

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

Table 4: Budget balances according to government level

 2020 2021 2022 2023 2024 2025

 in % of GDP

Central government -2.6 -6¾ -2¼ -1 -½ 0

State government -0.5 -¾ -¼ -¼ 0 0

Local government 0.0 -½ -½ -½ -¼ -¼

Social security funds -1.0 -1 -¼ 0 ¼ ¼

General government -4.2 -9 -3 -1½ -½ 0

Figures for the projection period are rounded to a quarter of a percentage point of GDP. Any discrepancies are due to rounding.. 
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A general government deficit of approximately 
9% of GDP is expected this year. This year-on-
year increase in the deficit is due, in particular, 
to an increase in the federal government deficit; 
this is projected to rise significantly once again 
to approximately 6¾% of GDP. In this respect it is 
assumed that the €240.2bn (6.9% of GDP2) in net 
borrowing included in the 2021 federal budget 
(including the draft supplementary budget of  
24 March 2021) will be tapped in full. It is assumed, 
in particular, that the full amount of the budget-
wide additional expenditure on measures to fight 
the COVID-19 pandemic, as provided for in the 
2021 federal budget (including the draft supple-
mentary budget), will be needed. Without this 
budget provision, the projected general govern-
ment deficit for 2021 would be 7¾% of GDP. 

2  The difference between the net borrowing planned in the 
federal budget for 2021 (6.9% of GDP) and the expected 
federal government deficit (approximately 6¾% of GDP, see 
Table 4) stems from the fact that the federal government 
deficit is (a) calculated on the basis of the definition used 
in the national accounts and (b) also includes the budget 
balances for the Federation’s off-budget entities.

The impact on the general government budget 
balance of all of the measures included in the pro-
jection is set out in Table 5. This is projected to 
be –6¼% of GDP in 2021 and hence significantly 
greater than in the previous year (see Table 5).

It is expected that the general government defi-
cit will shrink significantly to approximately 3% 
of GDP in 2022. The projected decrease in the defi-
cit in comparison to 2021 is mainly based on the 
fact that the pandemic-related assistance for busi-
nesses and other temporary additional expendi-
tures on measures to fight the pandemic are set 
to be discontinued. The deficit is also projected 
to show a continuous decline in the subsequent 
years; it is expected that the general government 
budget will be back in balance by the end of the 
projection period.

Table 5:	General government budget balance: impact of measures to fight the coronavirus pandemic 
and of other measures contained in the projection 

ESA code
2020 2021 2022 2023 2024 2025

in % of GDP

Employee compensation D.1 0.1 0.0 0.0 0.0 0.0 0.0

Intermediate consumption P.2 0.6 1.0 0.3 0.1 0.1 0.0

Social payments D.62, D.63 0.9 0.5 0.2 0.2 0.2 0.0

Subsidies D.3 0.6 2.9 0.2 0.0 0.0 0.0

Other current transfers D.7 0.1 0.3 0.0 0.0 0.0 0.0

Gross fixed capital formation P.51g 0.1 0.2 0.1 0.0 0.0 0.0

Capital transfers D.9 0.1 0.4 0.2 0.1 0.1 0.0

Total expenditure  2.6 5.4 1.0 0.5 0.4 0.0

Taxes on production and imports D.2 -0.4 -0.4 -0.1 0.0 0.1 0.1

Current taxes on income, wealth, etc. D.5 -0.2 -0.3 -0.5 -0.5 -0.4 -0.1

Net social contributions D.61 -0.2 -0.2 0.0 0.0 0.0 0.0

Total revenue  -0.8 -0.9 -0.6 -0.5 -0.3 0.0

Impact on balance  -3½ -6¼ -1½ -1 -¾ -0

The projected impact for 2021 includes the federal budget provision for costs in connection with measures to fight the COVID-19 
pandemic (roughly 1¼% of GDP). Figures for the projection period are rounded to a quarter of a percentage point of GDP. Any 
discrepancies are due to rounding.
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4.3	 Trends in the general 
government structural balance

Fiscal policy influences the general government 
budget balance mainly through the channel of 
budget policy, i.e. the management of revenue and 
expenditure. At the same time, the general gov-
ernment budget balance is affected by a number 
of cyclical, structural and exceptional factors that 
lie largely outside the control of governments. For 
this reason, EU budgetary surveillance looks at 
structural indicators in order to assess the impact 
and stance of fiscal policy. To do this, the struc-
tural balance and primary expenditure trends are 
compared with GDP trends at normal capacity uti-
lisation levels.

Structural balance: The medium-
term objective will be achieved 
once again from 2024

The structural balance is determined by adjust-
ing the nominal balance for cyclical effects and, in 
general, for one-off effects, in accordance with the 
EU’s standardised method. However, the measures 
adopted in order to tackle the COVID-19 pandemic 
are not treated as one-off effects. This approach is 
based on the European Commission’s recommen-
dation that all of these measures should be dealt 
with in accordance with the terms of the general 
escape clause.3 

3  European Commission (6 April 2020), “Guidelines for a 
streamlined format of the 2020 Stability and Convergence 
Programmes in light of the Covid-19 outbreak”.

On this basis, the general government structural 
balance in 2020 amounted to -2.0% of GDP (see 
Table 6). In 2021, the structural deficit is expected 
to increase to approximately 7¾% of GDP. The 
increase (5¾% of GDP) is therefore expected to 
be larger than the increase in the nominal defi-
cit (4¾%), because the cyclical deficit is expected 
to decline. 

The structural deficit is also expected to decline 
noticeably in the subsequent years. The medi-
um-term objective – i.e. a structural deficit no 
higher than 0.5% of GDP – is expected to be met 
once again in 2024. It is also projected that the gen-
eral government budget will be structurally bal-
anced in 2025. This is based on the federal govern-
ment’s benchmark figures decision on the fiscal 

plan, including the assumption that the necessary 
adjustments to ensure compliance with the federal 
debt brake in 2024 and 2025 (amounting to €4.9bn 
and €15.2bn, respectively), which are included in 
the benchmark figures decision, will in fact be 
implemented. If the necessary adjustments are 
not implemented, the structural budget balance 
for 2024 would also be approximately -½% of GDP 
and then approximately -¼% of GDP in 2025 (see 
Table 7). 

Table 6: Structural balance compared with actual balance and GDP trend

 2020 2021 2022 2023 2024 2025

in % of GDP

Structural balance                        -2.0 -7¾ -2¾ -1¼ - ½ 0

Actual balance                      -4.2 -9 -3 -1½ - ½ 0

(% change yoy)

Real GDP                                               -4.9 3.0 2.6 1.2 1.2 1.2

Budget balance figures for the projection period are rounded to a quarter of a percentage point of GDP.
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Table 7:	General government structural balance, including and excluding implementation of  
necessary adjustments to comply with the federal debt brake 

2020 2021 2022 2023 2024 2025

in % of GDP

... including implementation of necessary 
adjustments

-2.0 -7¾ -2¾ -1¼ -½ 0

... excluding implementation of necessary 
adjustments

-2.0 -7¾ -2¾ -1¼ -½ -¼

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

Based on the expected reduction of the general 
government structural deficit by more than ½% of 
GDP per year, the usual structural balance require-
ments under the Stability and Growth Pact’s pre-
ventive arm (which are currently suspended) will 
be fulfilled, irrespective of whether or not the debt 
brake compliance actions are implemented.

Trends in general government 
expenditure (using the expenditure 
benchmark definition)

In addition to the medium-term objective, the 
Stability and Growth Pact’s preventive arm also 
includes an expenditure benchmark. Under this 
rule 4, member states that meet their MTOs with-
out a safety margin must make sure their adjusted 
expenditure does not increase at a faster pace 
than their average nominal potential output (i.e. 
GDP trends under normal capacity utilisation). 
For the purposes of the expenditure benchmark, 

4  As stipulated by the European Commission.

expenditure is adjusted for various items includ-
ing interest expenditure, cyclical labour market 
effects, fluctuations in investment spending from 
the average investment level, and co-financed 
EU programmes; it is also adjusted to take into 
account the effects of discretionary measures on 
revenue and expenditure. However, the expendi-
ture benchmark is also suspended due to the cur-
rent suspension of the Stability and Growth Pact’s 
preventive arm.

Using the expenditure benchmark definition, 
Germany’s expenditure is projected to increase 
by 11¾% on the year in 2021 and thus at a signifi-
cantly faster pace than average nominal potential 
output (see Table 8). In 2022, expenditure (using 
the expenditure benchmark definition) is pro-
jected to decline by 5¼%. In the subsequent years, 
expenditure (using the expenditure benchmark 
definition) is projected to rise again, although the 
growth rates are expected to be lower than the rate 
of increase in potential output.

Table 8: Expenditure benchmark: projected expenditure and potential output

 2020 2021 2022 2023 2024 2025

 in relation to GDP (%)

Expenditure (yoy increase; according to the 
expenditure benchmark definition)

10.9 11¾ -5¼ ¾ 1½ 1¾

Nominal potential GDP growth (moving 
10-year annual average)

3.2 2.6 2.6 2.6 2.5 2.5

   Figures for the projection period are rounded to a quarter of a percentage point of GDP. 
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The rates of change in 2021 and 2022 are expected 
to be driven, in particular, by additional expend-
iture on measures to fight the coronavirus pan-
demic in 2021, which, according to the projection, 
will be discontinued in 2022. As the expenditure 
on business assistance measures and pandemic-re-
lated precautionary measures is only of a tempo-
rary nature, the decline in expenditure in 2022 is 
overstated. Adjusting for the effect of (a) expendi-
ture on pandemic-related assistance for businesses 
and (b) budget-wide additional expenditures 
on measures to fight the COVID-19 pandemic, 
expenditure (using the expenditure benchmark 
definition) would actually increase by approxi-
mately ¾% in 2022 instead of declining. 

4.4	 Sensitivity of the budget balance 
projection

Sensitivity analyses can provide indicators of how 
a projected trend is affected under altered condi-
tions. The model used to analyse the budget bal-
ance’s sensitivity to changes in GDP thus takes 
into account the possibility that the underlying 
macroeconomic assumptions may change. Two 
alternative scenarios are analysed to show what 

would occur in the event of a one-half percentage 
point annual decrease or increase in the real GDP 
growth rate in the years from 2021 to 2025. All 
other assumptions – including interest expendi-
ture, the projected GDP deflator and the composi-
tion of GDP – are held constant. In addition, gov-
ernment revenue and expenditure are assumed to 
respond to the GDP scenarios in a manner con-
sistent with their long-term elasticity. The budget 
semi-elasticity used in the European budgetary 
surveillance process is applied for this purpose.

Under the positive alternative scenario – that is, 
if actual GDP growth were to exceed the federal 
government’s annual projection (the baseline sce-
nario) by one-half a percentage point per year – 
the general government budget balance would 
turn positive again as early as 2024 (see Table 9). 
Under the negative alternative scenario – that is, 
if actual GDP growth were one-half a percentage 
point lower than the baseline scenario – the gen-
eral government budget balance would still be in 
the negative range even at the end of the projec-
tion period.

Table 9: GDP-sensitivity of the general government budget balance projection

GDP trends according to
2020 2021 2022 2023 2024 2025

General government budget balance in % of GDP

  - Baseline scenario -4.2 -9 -3 -1½ -½ 0

  - Alternative scenarios

real GDP growth ½ pp p.a. below baseline -9¼ -3¾ -2¼ -1½ -1¼

real GDP growth ½ pp p.a. above baseline -8½ -2½ -¾ ½ 1¼

Figures for the projection period are rounded to a quarter of a percentage point of GDP. 
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4.5	 Trends in debt levels

From 2012 to 2019 there was a continuous decline 
in Germany’s debt-to-GDP ratio. By the end of 
2019, the debt ratio had shrunk to 59.7% of GDP. 
This means that it was below the Maastricht ref-
erence value of 60% for the first time since 2002. 
The decline in the debt-to-GDP ratio during the 
years prior to the outbreak of the coronavirus pan-
demic helped put Germany in a position to deliver 
a strong and decisive response to the challenges 
presented by the pandemic, without compromis-
ing the stability of the general government budget.

As a consequence of the measures that were neces-
sary to fight the pandemic, the debt-to-GDP ratio 
increased to 69.8% in 2020 (see Table 10). Due to 
the increase in the general government deficit, the 
debt-to-GDP ratio is projected to rise to 74½% in 
2021. The debt-to-GDP ratio is expected to decline 
continuously in the subsequent years, falling to 
69¼% in 2025.

Table 10: Trends in the debt-to-GDP ratio

 2020 2021 2022 2023 2024 2025

 Debt ratio in % of GDP

April 2021 update 69.8 74½ 74 73¼ 72 69¼

April 2020 update 75¼ - - - - -

Figures for the projection period are rounded to a quarter of a percentage point of GDP. 
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5.	Long-term sustainability and quality of 
public finances 

5.1	 Challenges to the sustainability 
of public finances  

Demographic change is a major challenge to the 
sustainability of public finances. Even today, one 
of every two persons in Germany is aged over 
45 and one of every five persons is aged over 66. 
Assuming no change in the relevant parameters, 
the ageing of society will lead to a significant rise 
in age-related government spending as a propor-
tion of GDP.  

The ongoing ageing of society will be reflected, 
among other things, in the old-age dependency 
ratio, i.e. the ratio of the number of persons of 
retirement age (aged 67+) to the number of persons 
of working age (aged 20–66). In 2000, this ratio was 
just 22.2%. By 2019, it had risen to 31.1%. The old-
age dependency ratio is set to rise to 46.7% by 2040 
as the baby boomer generation enters into retire-
ment. It is then expected to rise more gradually to 
reach 50.2% by 2060. At the same time, the work-
ing-age population (aged 20–66), which stood at 
just under 52 million people in 2018, is expected to 
decline by approximately 6 million by 2040 and by 
approximately 9 million by 2060.

As a consequence of demographic change, age-re-
lated government spending is set to rise dispropor-
tionately in relation to GDP. At the same time, this 
will dampen the growth of overall potential out-
put. According to federal government estimates, 
potential output growth is expected to decline to 
0.8% over the medium-term to 2025. This forecast 
is primarily based the decreasing contribution of 
labour to growth, which is set to turn negative by 
the end of the medium-term period (see Figure 6).

This expected decline in the volume of labour, 
and hence the potential output growth rate, 
can be counteracted by means of forward-look-
ing fiscal and economic policies. Policies that are 
geared towards fiscal sustainability aim to boost 
the labour supply (especially the level of female 
employment), improve the performance poten-
tial of the working population and increase the 
productivity of the economy through improved 
policy conditions and targeted investment meas-
ures, particularly in terms of green and digital 
investments.
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5.2	 Government revenue and 
expenditure from a long-term 
perspective

To provide a comprehensive overview and fiscal 
assessment of the long-term sustainability of Ger-
many’s public finances, the Federal Ministry of 
Finance has, as in previous legislative terms, pub-
lished a Sustainability Report. 

The projections forming the basis of the Sustain-
ability Report are based on assumptions regard-
ing long-term trends in relation to demograph-
ics, labour force participation, employment and 
economic growth. Taking into account the addi-
tional assumptions that the revenue-to-GDP ratio 
will remain constant and that there will be no pol-
icy change, the projections provide extrapolations 
of government expenditure. In this respect, the 
focus will be on pensions, health and long-term 
care insurance.

The last report was drafted shortly before the out-
break of the coronavirus pandemic and published 
in March 2020. Hence, the effects of the pandem-
ic-induced coronavirus crisis are not reflected in 
the report’s findings. The projections demonstrate 
that public finances will generally remain sound 
over the long term while, in the medium and long 
term, expenditure on health, long-term care and 
old-age will grow disproportionately, although the 
rise in health expenditure will be significantly less 
steep.

Since the outbreak of the coronavirus pandemic, 
the debt-to-GDP ratio increased to 69.8% in 2020, 
whereas, at the end of 2019, it had fallen below the 
60% upper limit set out in the Maastricht Treaty. 
Although this is a substantial increase, it is never-
theless limited in comparison to the financial cri-
sis, when the ratio rose to over 80%. 

Figure 6: Trend in German potential output, 2014–2025
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The coronavirus pandemic is not expected to have 
a significant impact on the basic dynamics of the 
demography-related spending increases described 
in the Sustainability Report. The Sustainability 
Report also shows that employment trends will 
have a major impact on public spending and hence 
on the sustainability of public finances. 

High employment and productivity increase gov-
ernment revenue and thus make an active contri-
bution to long-term sustainability. In view of the 
above, fiscal and economic policies that (a) protect 
economic growth drivers by means of targeted 
investment measures, (b) increase productive 
potential and thus (c) create employment oppor-
tunities are of paramount importance for long-
term sustainability. 

5.3	 Measures to ensure long-term 
fiscal sustainability

The central policy approaches for ensuring the sus-
tainability of public finances comprise strength-
ening the labour market, boosting labour sup-
ply, improving the performance potential of the 
working population and increasing productivity, 
i.e. the performance and investment capacity of 
the economy. Possible areas for specific measures 
include, in particular, (a) enhancing and increas-
ing the labour potential of women, older people 
and immigrants, (b) further training programmes, 
and (c) an improved policy framework coupled 
with targeted, lasting measures for promoting a 
green and digital transformation.

Through its comprehensive fiscal assistance pro-
grammes and the economic stimulus package, the 
federal government is also preserving the produc-
tive capacity of the economy during the pandemic. 
This will serve as the basis for a rapid economic 
recovery after the end of the crisis. The assistance 
programmes limit the financial constraints that 
companies are experiencing as a consequence of 
the coronavirus pandemic and thereby indirectly 
support the revenue base of public budgets. This 

ultimately serves to guarantee the long-term sus-
tainability of public finances. With its economic 
stimulus package, the federal government is con-
tinuing the public investment campaign it has 
been pursuing during recent years. This plays a 
vital role both in terms of economic stabilisation 
as well as in terms of ensuring that Germany is 
ready for the future.

The federal government considers the productiv-
ity-enhancing potential of digitalisation to be a 
key foundation for future growth and hence for 
the long-term sustainability of public finances. 
This applies especially to digitalisation in the pub-
lic administration, health system and education 
system and to the expansion of digital business 
models. The federal government is therefore sup-
porting the transformation process by means of 
appropriate policy frameworks and market-based 
incentives, with a particular focus on innovation. 

The aim is also to create further incentives for 
investing in climate-friendly products and inno-
vations. In 2019, the federal government made 
approximately €54bn available through the Cli-
mate Action Programme 2030, in order to fund 
climate action measures during the period from 
2020 to 2023. The future development package 
included in the economic stimulus package con-
tains approximately €15bn of additional funding 
for these measures. These measures will also con-
tribute towards ensuring the long-term sustaina-
bility of public finances.

Alongside digitalisation and the green transfor-
mation, the public sector also plays a key role as a 
driver of innovation. As part of the future devel-
opment package included within the economic 
stimulus package, numerous additional meas-
ures have been introduced to promote innova-
tion and thus increase long-term potential out-
put and growth. These measures include boosting 
public investment in cutting-edge technology 
such as artificial intelligence and quantum com-
puters; expanding digital infrastructure such as 
5G and 6G technologies and networks; promoting 
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research and development through tax incentives; 
and supporting small and medium-sized busi-
nesses, with a focus on putting innovations into 
practice. To ensure the effective implementation 
of these measures, it is also necessary to focus on 
reducing barriers to investment and modernising 
public administration.

As a comprehensive strategy for innovation, 
the High-Tech Strategy 2025 bundles together 
the federal government’s research and innova-
tion activities across all policy areas, industries 
and disciplines. In addition, the strategy specifies 
cross-departmental targets, priorities and mile-
stones for research and innovation policies. It is 
closely interlinked with other federal govern-
ment strategies such as the Skilled Labour Strat-
egy, the Demographic Strategy, the Digital Agenda 
and the National Sustainable Development Strat-
egy. Hence, in addition to bringing together key 
processes and stakeholders within the innovation 
system, the High-Tech Strategy 2025 also serves as 
the central instrument for determining the stra-
tegic direction of Germany’s innovation policies.

The federal government has set itself the goal of 
removing the remaining obstacles that impede 
higher employment rates among women and an 
increase in their working hours. In the opinion 
of the federal government, the priority approach, 
which is also the most effective, is to improve 
basic conditions in a way that would allow for a 
fair balance between family and work life. This 
also includes, in particular, further expansion of 
child day-care services. The federal government 
also plans to establish a legal right for primary 
school children to receive all-day care from 2025 
onwards. Pending the introduction of this legal 
right, the Federation will help the Länder expand 
child care infrastructure with funding of up to 
€3.5bn, which will be provided via the new spe-
cial fund created in 2020 for the expansion of all-
day education and childcare for primary school-
aged children. In 2021, the Federation will provide 
the Länder with an advance of €750m out of the 
above amount to help expedite the infrastruc-
ture upgrades needed to provide all-day care to 

primary school children. In addition, the Act on 
Further Development of Part-Time Employment 
Law – Introduction of Bridging Part-Time Work 
(Gesetz zur Weiterentwicklung des Teilzeitrechts – 
Einführung einer Brückenteilzeit), which entered 
into force in 2019, ensures that employees who 
have decided to make a temporary switch to part-
time work are subsequently able to return to their 
former working-time arrangement. 

In view of technological developments, it is becom-
ing increasingly important to enable employ-
ees who are already in work to acquire further 
training and qualifications. The federal govern-
ment’s objective is to establish a new continuing 
and advanced training culture in Germany. To this 
end, the Skills Development Opportunities Act 
was brought into force on 1 January 2019. Employ-
ees whose vocational activity is under threat of 
replacement by technology, or who are otherwise 
affected by structural change, will be able to ben-
efit from this legislation. Increased funding is also 
aimed at those who are interested in pursuing fur-
ther training for occupations in which there is a 
shortage of skilled workers. Furthermore, repre-
sentatives of the Federal Ministry of Labour and 
Social Affairs, the Federal Ministry for Economic 
Affairs and Energy, the Federal Ministry of Edu-
cation and Research, the Länder, and the Federal 
Employment Agency, as well as representatives 
of trade associations and trade unions, adopted 
the National Skills Strategy on 12 June 2019. This 
strategy focuses on promoting continuing voca-
tional training, particularly among groups of per-
sons with below-average levels of participation in 
continuing vocational training courses, as well as 
among small and medium-sized enterprises. The 
main objective is to increase the opportunities and 
support options for further training, as well as to 
make these more transparent and easier to access. 
On 1 October 2020, the Work of Tomorrow Act 
introduced further improvements to the support 
measures available to employees and companies 
particularly affected by structural change. There 
are explicit rules allowing employees in short-time 
work to engage in further training, and the fed-
eral government has adopted additional support 
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measures to facilitate this. Moreover, a basic legal 
right to receive support for further training lead-
ing to a vocational qualification has been intro-
duced for low-skilled workers.

In addition, the federal government has adopted 
measures to facilitate the integration of long-term 
unemployed persons into the labour market by 
means of a holistic approach. “MitArbeit” is a gen-
eral strategy aimed at improving the employa-
bility of long-term unemployed persons by pro-
viding them with intensive guidance, individual 
advice and effective financial support while at 
the same time offering them concrete employ-
ment opportunities. To this end, the Inclusion Act 
has introduced two new instruments into Book II  
of the Social Code (Sozialgesetzbuch) that provide 
for labour-cost subsidies for a period of up to five 
years. In order to combat long-term unemploy-
ment, €4bn in additional federal budget funds 
have been earmarked for this purpose over the 
2018–2022 period under the integration budget 
heading for Book II of the Social Code. 

People from third countries offer significant 
potential for increasing the labour supply and 
labour productivity. In addition to the priority task 
of strengthening the domestic and European skills 
base, it is the federal government’s declared aim 
to make Germany even more attractive for skilled 
workers from third countries. To make it easier for 
skilled workers from non-EU countries to access 
the labour market, the Skilled Labour Immigra-
tion Act was brought into force on 1 March 2020. 
As a general rule from now on, applicants for a 
work visa need only have an employment contract 
for a skilled employment position and a recog-
nised qualification. In cooperation with German 
industry associations, the federal government has 
also agreed upon a joint strategy for recruiting 
skilled labour from third countries which, along-
side measures for accelerating the procedures for 
obtaining visas and the recognition of foreign 
qualifications, also includes improved marketing 
and intensification of language learning in Ger-
many and abroad. The information and advisory 
service on the federal government’s “Make it in 

Germany” website will be maintained. Further-
more, following the entry into force of the For-
eign Nationals Employment Support Act (Auslän-
derbeschäftigungsförderungsgesetz) on 1 August 
2019, access to support for vocational training 
and pre-vocational training is now largely free 
from requirements relating to residence status 
for foreign nationals who are eligible to access the 
vocational training market. In addition, access 
to language courses has been improved for peo-
ple granted temporary suspension of deportation 
(Duldung) and permission to remain pending an 
asylum decision (Aufenthaltsgestattung).

Demographic trends pose a major challenge, par-
ticularly in the area of pensions. The 2020 pension 
insurance report shows that, despite the impacts 
of the COVID-19 pandemic, the finances of the 
statutory pension insurance scheme are cur-
rently in good shape. For example, the total rev-
enue from contributions collected by the general 
pension insurance scheme from January to Sep-
tember 2020 increased by 1.9% compared with the 
same period in 2019. This rise was also made pos-
sible as a result of the short-time work scheme and 
the associated contribution payments. The 2020 
pension insurance report estimated that sustain-
ability reserves at year end amounted to €36.3bn, 
or 1.5 months’ expenditure. According to prelimi-
nary accounting results, the sustainability reserve 
fund held €37.1bn at the end of 2020. The replace-
ment rate before tax was 48.2%. By incrementally 
increasing the standard retirement age to 67, Ger-
many has improved the long-term financing of 
the public pension system.

A well-functioning pay-as-you-go pension scheme 
depends on private individuals having confidence 
in their entitlement to an adequate pension. The 
introduction of a basic pension into the pension 
insurance system as of 1 January 2021 shows rec-
ognition of people’s lifetime work effort. Moreover, 
the basic pension helps to prevent old-age poverty 
and thus raises confidence in the safety net pro-
vided by the statutory pension insurance system. 
Pensioners who have paid in contributions for at 
least 33 years, and whose contribution payments 
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correspond to between 30% and 80% of average 
income, will be eligible for a means-tested pen-
sion supplement. Accordingly, the federal grant to 
the statutory pension system will be increased by 
€1.4bn in 2021 and will then be adjusted in accord-
ance with the statutory provisions. 

To maintain people’s confidence the pension 
insurance system, it is important for them to be 
able to receive information about the size of any 
entitlements they may have under its various pil-
lars. This enables people to make informed deci-
sions that are appropriate for their life circum-
stances. The introduction of the digital pensions 
overview, adopted by the German Bundestag in 
November 2020, advances this objective and will 
thus contribute indirectly towards the build-up 
and expansion of supplementary private and 
occupational pensions.

The Act Introducing a Statutory Health Insur-
ance Allowance to Promote Occupational Pen-
sion Schemes (Gesetzliche Krankenversiche-
rung – Betriebsrentenfreibetragsgesetz), which 
entered into force on 1 January 2020, has further 
enhanced the attractiveness of occupational pen-
sion schemes. Occupational pension recipients 
subject to mandatory statutory health insurance 
receive allowances, which are adjusted annually 
in line with average wage growth, to reduce the 
amount of their statutory health insurance con-
tributions; in aggregate these allowances amount 
to approximately €1.2bn annually. Under the 
Basic Pension Act (Grundrentengesetz), tax relief 
for low-income employees has, as of mid-2020, 
been broadened and doubled in amount (amend-
ment of section 100 of the Income Tax Act (Ein-
kommensteuergesetz) pursuant to the Basic Pen-
sion Act of 12 August 2020). Moreover, given the 
sustained low-interest rate environment, the fed-
eral government has implemented measures to 
further ensure the security and attractiveness of 
occupational pension schemes. For example, from 
next year onwards, occupational pension schemes 
managed by pension funds will benefit from the 
full protection of the Occupational Pension Guar-
antee Association (Pensions-Sicherungs-Verein) 
(amendment of the Occupational Pension Act 

(Betriebsrentengesetz) pursuant to the 7th Act 
Amending Book IV of the Social Code (7. SGB IV 
Änderungsgesetz) of 12 June 2020). In addition, the 
generally mandatory requirement for payment of 
an employer contribution corresponding to 15% of 
deferred salary, as provided for in the legislation 
to strengthen occupational pensions (Betriebsren-
tenstärkungsgesetz), will enter into force in 2022, 
including for any existing pension plans financed 
through deferred compensation. 

In the area of private pensions, the federal gov-
ernment has taken measures to support the inter-
ests of life insurance policy holders. This includes 
ensuring interest rate guarantees in an even more 
efficient and reliable way. In addition, supervision 
will be improved in the areas of life insurance and 
consumer protection. 

To promote innovative forms of care and research 
projects in the healthcare sector, an innovation 
fund was established as early as 2015. Its objective 
is to achieve further improvements in the qual-
ity of healthcare provided through the statutory 
health insurance system in Germany. Under the 
Digital Healthcare Act (Digitale-Versorgung-Ge-
setz) adopted by the German Bundestag on  
7 November 2019, the innovation fund has been 
extended beyond 2020 to 2024; the annual fund-
ing capacity is currently €200m.

The effects of increasing life expectancy and 
lower birth rates are also presenting challenges 
to long-term care insurance. Germany has estab-
lished a long-term care reserve fund that helps to 
ensure intergenerational fairness with respect to 
the future financing of long-term care insurance. 
Since 2015, an annual amount equalling 0.1 con-
tribution rate point of the revenues from insur-
ance contributions is being invested in the long-
term care reserve fund for a period of just under 20 
years. This will safeguard financing for the long-
term care system while also helping to reduce 
increases in contribution rates in subsequent 
years, when the baby boomer generation starts to 
move into age brackets associated with a higher 
probability of needing long-term care. 
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5.4	 Measures to increase the 
effectiveness and efficiency of 
public revenues and spending 

In order to ensure the long-term sustainability of 
public finances, it is vital to review government 
revenue and spending regularly to assess their 
effectiveness and efficiency. The aim is to make 
public budgets more results-driven and create 
additional fiscal space.

The Stability Council (Stabilitätsrat) is a joint body 
run by the Federation and the Länder. It is respon-
sible for identifying impending budgetary emer-
gencies at an early stage and initiating targeted 
counter-measures promptly in order to counteract 
them. For example, the Stability Council regularly 
monitors the budgets of the Federation and the 
Länder, recommends appropriate consolidation 
measures and, where necessary, agrees an adjust-
ment programme with the government of the rel-
evant entity. In doing so, it is assisted by an inde-
pendent advisory board.

The federal government has conducted spending 
reviews since 2015. These issue-specific budget 
analyses examine selected policy areas or cross-de-
partmental tasks to determine whether the rel-
evant federal government goals still have prior-
ity, whether they are being attained and whether 
the relevant tasks are being performed economi-
cally. During the five completed cycles since 2015, 
the respective spending reviews have addressed 
issues relating to effectiveness and efficiency in 
individual or cross-departmental areas on the rev-
enue and expenditure sides of the federal budget. 
For the sixth cycle, covering 2020/2021, the fed-
eral cabinet has assigned the Federal Ministry of 
Finance the task of conducting a spending review 
on the internal administrative issue of “personnel 
budgets” in cooperation with selected ministries. 
It is expected that this will be completed in June 
2021.

The federal government also regularly reviews 
the target attainment, efficiency, transparency 
and necessity of subsidies. The results of these 
reviews are published every two years in its Sub-
sidy Report. Under the subsidy policy guidelines 
adopted by the federal cabinet in 2015, all min-
istries are subject to a general requirement to 
carry out regular performance monitoring with 
respect to all financial assistance measures and 
tax expenditures. This plays an important role in 
ensuring evidence-based fiscal and tax policies. 
For example, the current Subsidy Report incor-
porates a systematic evaluation of 33 tax expendi-
tures that was commissioned by the Federal Min-
istry of Finance. Furthermore, all subsidies are 
subject to a sustainability impact assessment. 
These impact assessments evaluate each individ-
ual subsidy in terms of its economic, environmen-
tal and social impact and, in particular, any con-
flicts between objectives. 

The federal government has implemented a 
series of reforms in recent years to improve qual-
ity and cost-efficiency in statutory health insur-
ance. Under the Care Staff Support Act (Pflegeper-
sonal-Stärkungsgesetz) adopted on 11 December 
2018, funding from the hospital structure fund, 
which was established in early 2016, will be 
extended to cover the years from 2019 to 2024, 
with total financing of €4bn. As previously, 50% 
of the financing will come from the health fund’s 
liquidity reserve, and the remaining 50% will be 
covered through funds provided by the Länder. 
The current funding categories consisting of “clo-
sure”, “consolidation” and “conversion” will be 
given a tighter focus and, in some areas, will be 
redefined. In addition, funding will also be tar-
geted towards IT security, networking, the estab-
lishment of medical centres, (integrated) emer-
gency care and nursing care training.

Digital technologies offer great potential for 
improving procedures and increasing efficiency 
in the delivery of healthcare services. Electronic 
patient records which, among other features, ena-
ble doctors to store patients’ medical data (subject 
to their consent) are a key element in this respect. 
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The Appointment Service and Care Act (Termin-
service- und Versorgungsgesetz), which entered 
into force on 11 May 2019, will expedite the intro-
duction of such records. Under this legislation, 
health insurance funds must provide insured per-
sons with electronic patient records by the begin-
ning of 2021 at the latest. In addition, the federal 
government is pressing forward with the intro-
duction of a nationwide telematics infrastruc-
ture. This means that all stakeholders in the health 
system will be gradually integrated into the net-
work, thus ensuring that information can be 
exchanged securely across sectors and systems. 
Under the Patient Data Protection Act (Patien-
tendaten-Schutz-Gesetz), which entered into force 
on 20 October 2020, the electronic patient record 
will be further developed, in a series of stages, as 
a core component of digital medical applications. 
Furthermore, as of 1 January 2022, it will become 
mandatory to issue electronic prescriptions for 
prescription drugs (e-prescription). Electronic 
referral forms are also to be introduced in the near 
future. Other service providers such as care and 
rehabilitation institutions will also be integrated 
into the telematics infrastructure. 

The new legislation to advance the use of digi-
tal technology in health care and long-term care 
(Gesetz zur digitalen Modernisierung von Versor-
gung und Pflege), which is due to enter into force in 
mid-June 2021, builds on the objectives of the Dig-
ital Healthcare Act and the Patient Data Protec-
tion Act. Furthermore, additional forward-looking 
measures will be taken, such as financing for dig-
ital long-term care applications, the expansion of 
telehealth, the further integration of digital health 
applications into the healthcare system, and the 
further development of the telematics infrastruc-
ture and its associated applications (particularly 
electronic patient records and e-prescriptions).
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Table 11: Forecast of macroeconomic trends1

ESA code

2020 2020 2021 2022 2023 2024 2025
2023 to 
20254

Index 
2015=100 % change p.a.

1. Real GDP chain index B1g 101.58 -4.9 3.0 2.6 1.2 1.2 1.2 1¼

2. GDP in respective market prices (€bn) B1g 3,332.2 -3.4 4.3 4.2 2.8 2.8 2.8 2¾

Real utilisation of GDP chain index

3. Private consumption expenditure2 P.3 100.73 -6.1 3.6 2.9 1.2 1.2 1.2 1¼

4. Government consumption expenditure P.3 113.52 3.3 1.1 0.5 1.0 1.0 1.0 1

5. Gross fixed capital formation P.51 109.38 -3.1 3.6 3.5 1.7 1.7 1.7 1¾

6 Changes in inventories  
(GDP growth contribution)3

P.52 + 
P.53

 - -0.7 0.0 0.0 0.0 0.0 0.0 -0

7. Exports P.6 100.45 -9.4 6.4 5.7 3.1 3.1 3.1 3¼

8. Imports P.7 107.08 -8.5 7.2 6.0 3.6 3.6 3.6 3½

Contributions to real GDP growth3

9. Final domestic demand   - -3.2 2.9 2.4 1.2 1.2 1.2 1¼

10. Changes in inventories and net acquisition 
of valuables

P.52 + 
P.53

 - -0.7 0.0 0.0 0.0 0.0 0.0 0

11. External balance of goods and services B.11  - -1.1 0.1 0.2 0.0 0.0 0.0 0

1	 2020: Federal Statistical Office: as of February 2021 
        2021 and 2022: results of the short-term forecast for the 2021 Annual Projection, January 2021 
        2023 to 2025: results of the medium-term forecast for the 2021 Annual Projection, January 2021
2	 Including private non-profit organisations serving households
3	 Contribution to GDP growth rate
4	 Values rounded to ¼

Annex
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Table 12: Price trends – deflators¹

Annex

ESA 
code

2020 2020 2021 2022
2023 to 
20253

Index 
(2015=100) % change p.a.

1. GDP  108.40 1.6 1.3 1.6 1½

2. Private consumption expenditure2  105.86 0.7 1.6 1.6 1½

3. Public consumption  110.99 3.2 2.9 1.7 1½

4. Gross fixed capital formation  107.87 -1.3 1.5 1.6 1½

5. Exports  102.37 -0.4 0.7 0.7 1½

6. Imports  99.36 -2.4 1.9 0.7 1½

1   2020: Federal Statistical Office: as of February 2021
     2021 and 2022: results of the short-term forecast for the 2021 Annual Projection, January 2021 
     2023 to 2025: results of the medium-term forecast for the 2021 Annual Projection, January 2021
2   Including private non-profit organisations serving households
3   Values rounded to ¼

Table 13: Labour market trends1

ESA 
code

2020 2020 2021 2022
2023 to 
20257

Level % change p.a.

1. Employment, persons (domestic)2 (m)  44.8 -1.1 0.0 0.6 -¼

2. Employment, hours worked3 (bn hours)  59.6 -4.7 2.6 1.0 -¼

3. Unemployment rate4 (%)  - 4.0 3.9 3.5 3¾

4. Labour productivity5 (2015=100)  97.8 -3.9 3.0 2.0 1¼

5. Labour productivity6 (2015=100)  102.9 -0.2 0.3 1.6 1½

6. Compensation of employees (€bn) D.1 1,839.4 -0.3 3.3 3.0 2¾

7. Compensation per employee (thousand €)  45.1 0.5 3.2 2.6 3

1   2020: Federal Statistical Office: as of February 2021
     2021 and 2022: results of the short-term forecast for the 2021 Annual Projection, January 2021 
     2023 to 2025: results of the medium-term forecast for the 2021 Annual Projection, January 2021
2   Employed persons, domestic concept
3   National accounts definition
4   Unemployed (ILO) / labour force
5   Real GDP per person employed (domestic)
6   Real GDP per hour worked
7   Values rounded to ¼; unemployment rate: value displayed is value for last year of forecast (2025)
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Table 14: Sectoral balances1

ESA  
code

2020 2021 2022 2023 2024 2025
2023 to 
20252

% of GDP

1. Net lending/borrowing vis-à-vis the rest  
    of the world B.9 6.9 6.2 6.4 6.3 6.3 6.2 6¼

of which:  

Balance on goods and services  5.8 5.0 5.0 5.0 4.9 4.8 4¾

2. Net lending/borrowing of households B.9 9.3 7.9 6.4 5.8 5.6 5.4 5½

3. Net lending/borrowing of general  
    government EDP B.9 -4.2 -9 -3 -1½ -½ 0 -

4. Statistical discrepancy  - - - - - - -

1   2020: Federal Statistical Office: as of February 2021
     2021 and 2022: results of the short-term forecast for the 2021 Annual Projection, January 2021 
     2023 to 2025: results of the medium-term forecast for the 2021 Annual Projection, January 2021
2   Values rounded to ¼; value for last year of forecast (2025)
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Table 15: General government budgetary prospects

ESA 
code

2020 2020 2021 2022 2023 2024 2025

€bn % of GDP

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

1. General government S. 13 -139.6 -4.2 -9 -3 -1½ -½ 0

2. Central government S. 1311 -86.6 -2.6 -6¾ -2¼ -1 -½ 0

3. State government S. 1312 -18.0 -0.5 -¾ -¼ -¼ 0 0

4. Local government S. 1313 -1.3 0.0 -½ -½ -½ -¼ -¼

5. Social security funds S. 1314 -33.7 -1.0 -1 -¼ 0 ¼ ¼

General government (S.13)

6. Total revenue TR 1,563.0 46.9 45¾ 46¼ 47 47½ 47¾

7. Total expenditure TE1 1,702.6 51.1 54¾ 49½ 48½ 48¼ 47¾

8. Net lending/borrowing B.9 -139.6 -4.2 -9 -3 -1½ -½ 0

9. Interest expenditure D. 41 21.8 0.7 ½ ½ ½ ½ ½

10. Primary balance2 -117.8 -3.5 -8¼ -2½ -1 0 ½

11. One-off and other temporary measures3 0.0 0.0 0 0 0 0 0

Selected components of revenue

12. Total taxes (12=12a+12b+12c) 782.0 23.5 22¾ 23¼ 23½ 24 24

12a. Taxes on production and imports D.2 346.5 10.4 10½ 11 11 11 11

12b. Current taxes on income, wealth, etc. D.5 426.9 12.8 12 12 12½ 12¾ 13

12c. Capital taxes D.91 8.7 0.3 ¼ ¼ ¼ ¼ ¼

13. Social security contributions D.61 607.9 18.2 18 18¼ 18½ 19 19

14. Property income D.4 19.1 0.6 ½ ½ ½ ½ ½

15. Other4 154.0 4.6 4½ 4¼ 4¼ 4¼ 4¼

16. = 6. Total revenue TR 1,563.0 46.9 45¾ 46¼ 47 47½ 47¾

p.m.: Tax burden 
(D.2+D.5+D.61+D.91-D.995)5 1,389.9 41.5 40½ 41¼ 42 42½ 42¾
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Table 15: General government budgetary prospects (continued)

ESA 
code

2020 2020 2021 2022 2023 2024 2025

€bn % of GDP

Selected components of expenditure

17. Compensation of employees + intermediate 
consumption

D.1+P.2 486.0 14.6 15¼ 14½ 14¼ 14 13¾

17a. Compensation of employees D.1 283.4 8.5 8¼ 8¼ 8¼ 8¼ 8¼

17b. Intermediate consumption P.2 202.6 6.1 6¾ 6¼ 6 5¾ 5½

18. Social payments (18=18a+18b) 904.9 27.2 27 26¼ 26½ 26½ 26½

of which: unemployment benefits6 64.8 1.9 1¾ 1½ 1½ 1½ 1½

18a. Social transfers in kind supplied via market 
        producers

D.6311,
D.63121,
D.63131

311.8 9.4 9½ 9½ 9½ 9½ 9¾

18b. Social transfers other than in kind D.62 593.1 17.8 17½ 16¾ 17 16¾ 16¾

19. = 9. Interest expenditure D.41 21.8 0.7 ½ ½ ½ ½ ½

20. Subsidies D.3 69.8 2.1 3¾ 1¼ ¾ ¾ ¾

21. Gross fixed capital formation P.51 90.4 2.7 2¾ 2¾ 2¾ 2¾ 2¾

22. Capital transfers D. 9 45.4 1.4 2 1¾ 1¾ 1½ 1½

23. Other7 84.3 2.5 3¼ 2½ 2¼ 2 2

24. = 7. Total expenditure TE1 1,702.6 51.1 54¾ 49½ 48½ 48¼ 47¾

p.m.: Government consumption (nominal) P.3 750.8 22.5 23½ 23 22¾ 22½ 22½

1	 Adjusted by the net amount of payments in connection with swaps, so that TR - TE = B.9.
2	 The primary balance corresponds to (B.9. line 8) plus (D.41. line 9).
3	 A plus sign means deficit-reducing one-off measures. 
4	 P.11+P.12+P.131+D.39+D.7+D.9 (except D.91)
5	 Including those collected by the EU and including an adjustment for uncollected taxes and social contributions (D.995), if appropriate.
6	 Includes cash benefits (D.621 and D.624) and in-kind benefits (D.631) related to unemployment benefits. 
7	  D.29+D.4 (except D.41) + D.5+D.7+P.52+P.53+K.2+D.8

Figures for the projection period are rounded to ¼.
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Table 16: No-policy change projections

 2020 2020 2021 2022 2023 2024 2025

 €bn % of GDP

1. Total revenue at unchanged policies 1,563.0 46.9 45¾ 46¼ 47 47½ 47½

2. Total expenditure at unchanged 
policies

1,702.6 51.1 53½ 49½ 48½ 48¼ 47¾

 Figures for the projection period are rounded to ¼.

Table 17: Amounts to be excluded from the expenditure benchmark

2020 2020 2021 2022 2023 2024 2025

 €bn % of GDP

1. Expenditure on EU programmes fully 
matched by EU funds revenue

4.9 0.1 ½ ¼ ¼ ¼ ¼

2. Cyclical unemployment benefit 
expenditure

11.7 0.4 ¼ ¼ ¼ ¼ 0

3. Effect of discretionary revenue 
measures

-33.8 -1.0 0 0 ¼ ¼ ¼

4. Revenue increases mandated by law 0.0 0.0 0 0 0 0 0

Figures for the projection period are rounded to ¼.

Table 18: General government debt developments (Maastricht debt ratio)

ESA code
2020 2021 2022 2023 2024 2025

% of GDP

1. Gross debt  69.8 74½ 74 73¼ 72 69¼

2. Change in gross debt ratio  10.1 4¾ -½ -¾ -1¼ -2¾

Contribution to changes in the Maastricht debt ratio

3. Primary balance -3.5 -8¼ -2½ -1 0 ½

4. Interest expenditure D.41 -0.7 -½ -½ -½ -½ -½

5. Stock-flow adjustment -5.9 4¼ 3¾ 2¼ 1¾ 2½

p.m.: Implicit interest rate on debt1 1.1 1 ¾ ¾ ¾ ¾

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

Figures for the projection period are rounded to ¼.
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Table 19: Cyclical developments 

ESA 
code

2020 2021 2022 2023 2024 2025 2023 to 
2025

% of GDP

1. Real GDP growth (%)  -4.9 3.0 2.6 1.2 1.2 1.2 1¼

2. Net lending of general government B.9 -4.2 -9 -3 -1½ -½ 0 -

3. Interest expenditure D.41 0.7 ½ ½ ½ ½ ½ -

4. One-off and other temporary measures1  0.0 0 0 0 0 0 -

5. Potential GDP growth (%)  0.9 1.0 1.0 1.0 0.9 0.8 1

    contributions:  

    - labour  0.1 0.2 0.1 0.0 -0.1 -0.2 -¼

    - capital  0.4 0.4 0.5 0.5 0.5 0.5 ½

    - total factor productivity  0.4 0.4 0.5 0.5 0.6 0.6 ½

6. Output gap  -4.2 -2.3 -0.8 -0.6 -0.3 0.0 -

7. Cyclical budgetary component  -2.2 -1¼ -½ -¼ -¼ 0 -

8. Cyclically-adjusted balance (2 - 7)  -2.0 -7¾ -2¾ -1¼ -½ 0 -

9. Cyclically-adjusted primary balance (8 + 3)  -1.3 -7 -2¼ -¾ 0 ½ -

10. Structural balance (8 - 4)  -2.0 -7¾ -2¾ -1¼ -½ 0 -

1   A plus sign means deficit-reducing one-off measures.

Figures for the projection period are rounded to ¼.

Table 20: Divergence from previous update

ESA 
code

2020 2021 2022 2023 2024 2025

Real GDP growth (yoy in %)  

April 2020 projection  -6.0 - - - - -

April 2021 projection  -4.9 3.0 2.6 1.2 1.2 1.2

Difference  1.1 - - - - -

General government net lending (% of GDP) B.9

April 2020 projection  -7¼ - - - - -

April 2021 projection  -4.2 -9 -3 -1½ -½ 0

Difference  3 - - - - -

General government gross debt (% of GDP)  

April 2020 projection  75¼ - - - - -

April 2021 projection  69.8 74½ 74 73¼ 72 69¼

Difference  -5½ - - - - -

Figures for the projection period are rounded to ¼.
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Table 21: Long-term trends in age-related general government expenditure
2019 

(target)
2030 2040 2050 2060

Expenditure in % of GDP1

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

Pension expenditure2 9.7 10.9 / 10.3 11.9 / 10.9 12.5 / 11.2 13.4 / 11.5

Health care expenditure3 7.7 8.1 / 8.0 8.4 / 8.0 8.5 / 8.0 8.5 / 7.8

Long-term care expenditure4 1.3 1.5 / 1.4 1.8 / 1.6 2.3 / 1.9 2.6 / 1.9

Unemployment benefits5 2.2 2.6 / 2.1 3.3 / 2.3 3.3 / 2.3 3.3 / 2.4

Spending on education and childcare6 4.0 4.2 / 4.2 4.2 / 4.4 4.0 / 4.4 4.2 / 4.6

Expenditure on the family benefits system7 1.5 1.5 / 1.5 1.5 / 1.5 1.4 / 1.5 1.5 / 1.6

Total age-related expenditure 26.3 28.5 / 27.4 30.8 / 28.7 31.8 / 29.2 33.2 / 29.6

Assumptions

Productivity growth (%)8,9 0.9 1.3 / 1.3 1.2 / 1.2 1.1 / 1.2 1.2 / 1.2

GDP growth (%)9 1.9 0.6 / 1.0 0.4 / 1.0 0.6 / 1.1 0.4 / 1.1

Labour force participation (%)

- Men (15 to 64) 86.4 86.8 / 87.6 86.4 / 87.6 86.3 / 87.6

- Women (15 to 64) 81.0 83.2 / 83.5 83.1 / 84.1 83.3 / 84.4

Unemployment rate (%) 3.0 4.3 / 3.5 5.6 / 3.7 5.6 / 3.8 5.7 / 4.0

Old-age dependency ratio10 33.6 44.0 / 42.7 50.4 / 46.4 54.1 / 46.4 59.9 / 47.8

Total population (m) 83.2 83.1 / 84.7 80.7 / 85.3 77.5 / 85.6 74.0 / 86.0

Population aged 65+ (m) 18.1 21.8 / 21.6 23.7 / 23.1 24.0 / 23.2 24.3 / 23.6

Sources: Actual values 2019: Federal Statistical Office, German Pension Insurance, Federal Ministry of Health, Federal Employment 
Agency, Federal Ministry of Labour and Social Affairs, Federal Ministry of Finance, Federal Ministry for Family Affairs, Senior Citizens, 
Women and Youth; projections (2020–2060) M. Werding et al., projections for the Finance Ministry’s Fifth Sustainability Report, Munich 
2020.

Updated for 2019 base year. Table reflects prevailing law and available data as of 31 December 2020.

1   Cross-payments between sub-budgets have been consolidated.
2   Statutory pension insurance and civil servants’ pensions
3   Statutory health insurance and medical assistance payments for civil servants and eligible relatives
4   Long-term care insurance (using the dynamic index in the EU’s 2018 Ageing Report)
5   Unemployment insurance, other Federal Employment Agency expenses, and basic income support for jobseekers (including housing costs)
6   Public education spending (including childcare facilities) according to the definition used in the Education Finance Report
7   Child benefit, tax allowances for children under the Income Tax Act, parental benefit
8   Measured by labour productivity
9   Inflation-adjusted figures on productivity growth and GDP growth refer to changes compared with the previous ten-year period.
10 The old-age dependency ratio is based on the definition of a working-age population aged 15-64.
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Table 22: Technical assumptions 

 2020 2021 2022 2023 2024 2025
2023 to 

2025

Short-term interest rate  
(annual average)

0.00 0.00 0.00 0.00 0.00 0.00 0.00

Long-term interest rate 
(annual average)

-0.5 -0.5 -0.1 -0.2 -0.3 -0.3 -0.2

USD/€ exchange rate 
(annual average)

1.14 1.22 1.16 1.16 1.16 1.18 1.17

Nominal effective exchange rate 106.94 104.03 104.6 105.1 105.0 105.1 105.1

World GDP growth rate 
(excluding EU)

-2.9 5.5 2.7 2½ 2¼ 2 2¼

EU GDP growth rate -6.7 4.1 4.0 2¼ 1½ 1¼ 1¾

Growth of German sales markets 
(in %)1

-9.2 6.3 5.4 3½ 3 2¾ 3¼

World imports growth rate 
(excluding EU)

8.5 3.2 3.2 3¼ 3¼ 3¼ 3¼

Oil price 
(Brent, USD/barrel)

43 51 50 56 53 50 53

1    Values rounded to ¼.

Table 23: Contingent liabilities

% of GDP 2020

Public guarantees 13.2*

Of which: linked to the financial sector 0.1

* Year 2019
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