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Preface to the German

Medium-Term Fiscal-Structural

Plan (MTFSP)

The regulations enacting the reformed Sta-
bility and Growth Pact (SGP) entered into force
on 30 April 2024. Regulation (EU) 2024/1263 re-
quires Member States to present their fiscal and
economic policy in medium-term fiscal-struc-
tural plans (MTFSPs) and annual progress reports.
With this report, the federal government is meet-
ing its obligation under Article 11 in conjunction
with Article 36 of Regulation (EU) 2024/1263 on
the effective coordination of economic policies
and on multilateral budgetary surveillance. In
view of the German Bundestag elections called
early on 23 February 2025, the federal govern-
ment and the European Commission, on the ba-
sis of Article 36 of Regulation (EU) 2024/1263 and
in line with the approach taken in other mem-
ber states of the European Union (EU), agreed
an extension to the submission deadline for the
MTESP. The MTFSP follows the European Com-
mission’s Guidance to Member States on the In-
formation Requirements for the MTFSP and for
the Annual Progress Reports.!

1 New measures and programmes are financed within the
existing budget appropriations or, as the case may be, staffing
plans in the relevant sections. Any reference to measures in
this report is without prejudice to current or future budget
negotiations.

In accordance with Article 12 of Regulation
(EU) 2024/1263, the federal government held
technical exchanges with the European Commis-
sion on 5 June, 12 June, 19 June, 27 June, 4 July
and 11 July 2025 prior to submitting the MTFSP.
As part of the consultation with relevant stake-
holders in line with the national legal frame-
work to meet the requirements of Article 11 in
conjunction with Article 36 of Regulation (EU)
2024/1263, the federal government discussed
the main contents of this MTFSP with the social
partners in the national-level macroeconom-
ic dialogue on 10 July 2025. Likewise, in light of
the consultation with relevant stakeholders and
of Germany’s constitutional fiscal framework,
the Stability Council (Stabilitdtsrat) has issued a
statement on the fiscal commitment for the years
2025 to 2029 set out in this MTFSP. The state-
ment is attached as an annex. This MTFSP was
approved by the federal cabinet on 16 July 2025.
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It will be submitted by the federal govern-
ment to the responsible expert committees of the
German Bundestag, the Finance Minister Con-
ference (Finanzministerkonferenz) and the Stabil-
ity Council. Following the review by the ECOFIN
Council, the federal government will also for-
ward the Council’s opinion on the MTFSP to the
same bodies. In accordance with Article 36(1)(a)
of Regulation (EU) 2024/1263, in agreement with
the European Commission, the Plan was submit-
ted to the European Commission and the ECOF-
IN Council on 18 July 2025.
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The federal government has published the
MTFSP on the following websites:

www.bundesfinanzministerium.de and
www.bundeswirtschaftsministerium.de

The MTFSPs of all EU member states are pub-
lished together with the corresponding European
Commission’s assessment and the ECOFIN’s rec-
ommendations on the European Commission’s
website:

https://economy-finance.ec.europa.eu/
economic-and-fiscal-governance/stabili-
ty-and-growth-pact/preventive-arm/nation-
al-medium-term-fiscal-structural-plans_en


https://www.bundesfinanzministerium.de/Web/DE/Home/home.html
https://www.bundeswirtschaftsministerium.de/Navigation/DE/Home/home.html
https://economy-finance.ec.europa.eu/economic-and-fiscal-governance/stability-and-growth-pact/preventive-arm/national-medium-term-fiscal-structural-plans_en
https://economy-finance.ec.europa.eu/economic-and-fiscal-governance/stability-and-growth-pact/preventive-arm/national-medium-term-fiscal-structural-plans_en
https://economy-finance.ec.europa.eu/economic-and-fiscal-governance/stability-and-growth-pact/preventive-arm/national-medium-term-fiscal-structural-plans_en
https://economy-finance.ec.europa.eu/economic-and-fiscal-governance/stability-and-growth-pact/preventive-arm/national-medium-term-fiscal-structural-plans_en

1. Summary

In the MTESP, the federal government, for
the first time under the 2024 reform of the SGP,
defines a multiannual path for the maximal per-
missible growth of general government net pri-
mary expenditure over the years 2025 to 2029
(referred to in the following as the “net expend-
iture path”). In this connection, the federal gov-
ernment takes into account both the expected
macroeconomic trends in this and the coming
years and the current state of public finances in
Germany (Chapter 2).

In view of the short- and medium-term
challenges, the federal government is pursuing
a growth-oriented strategy based on a three-
pronged approach (Chapter 3) comprising an
investment drive, structural reforms and com-
prehensive, gradual consolidation. The aim is to
strengthen growth potential, mobilise private-
sector investment and ensure the long-term sus-
tainability of public finances. This will require
priority-setting in expenditure and further con-
solidation measures.

Following a period of economic stagnation
and in view of an ongoing negative output gap,
a gradual economic recovery is expected to set
in from 2026 onwards on the back of increased
private consumption and investment, stabilising
foreign demand and higher public investment.
The net expenditure path allows for the need to

support the economic recovery while ensuring
sustainable public finances, in line with the Euro-
pean fiscal framework (Chapter 4).

The fiscal commitment designated by the net
expenditure path (Chapter 4) reflects the strate-
gic orientation of fiscal and economic policy in
the form of the three-pronged approach, taking
into account the federal cabinet’s resolutions
of 24 June 2025 on the 2025 federal budget and
benchmark figures for 2026 and 2029. The SGP
rules are applied consistently. In the short-term,
there is an urgent need for additional invest-
ment in infrastructure, security and defence. To
this end, the German general government budget
provides for significantly higher growth rates in
net expenditure, at 4.4% and 4.5% for this year
and next respectively. The growth rates then
gradually decline in the ensuing years to 2.3% in
2027,1.7% in 2028 and 1.6% in 2029. The fiscal
commitment under this MTFSP provides for fis-
cal consolidation in the form of an improvement
in the structural primary balance by the end of
the planning horizon, underpinned by decisive
consolidation measures and accompanied by
measures to boost growth potential and thus re-
sult in structurally higher government revenue.
In this way, the federal government is sending
out a powerful signal for economic growth and
sustainable public finances in Germany.
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The net expenditure path specifically takes
into account the flexibility for defence spending
provided under the SGP by the national escape
clause (NEC), which the federal government re-
quested to be activated on 24 April 2025 in ac-
cordance with the Commission Communication
of 19 March 2025. Under the NEC for Germany’s
public finances, which the Council is to consult
upon together with the MTFSP, defence expend-
iture up to the amount of 1.5% of GDP in excess
of the 2021 defence expenditure level may be de-
ducted from general government net expendi-
ture. For as long as the NEC is activated, the net
expenditure path can also be set independently
of the regular minimum requirements for reduc-
ing the debt-to-GDP ratio and the deficit.

The federal government has agreed with the
European Commission to extend the adjustment
period under the MTFSP from four to seven
years. In return for the resulting extra fiscal pol-
icy leeway, the federal government has present-
ed a substantial reform and investment package
that serves to lastingly improve the potential for
growth and resilience, enhance the sustainability
of public finances and address the country-spe-
cific recommendations issued by the EU. Taken
together, the measures associated with the ex-
tension of the adjustment period aim to increase
private investment activity, prioritise and facili-
tate public investment, boost the labour supply,
reduce bureaucracy and improve efficiency in
public administration (Section 5.1).

Chapter 5 also outlines measures taken by
the federal government to address key econom-
ic challenges and consistently implement EU
recommendations (Section 5.2). The key coun-
try-specific recommendations for Germany in
2025 include ensuring fiscal sustainability, speci-
fying a net expenditure path and higher defence
spending, efficient implementation of EU financ-
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ing programs, fostering innovation and invest-
ment, further advancing the energy transition,
increasing the labour supply and strengthening
education and care.

Chapter 6 presents the development of the
debt-to-GDP ratio through to 2041 and relat-
ed sensitivity analyses based on the common-
ly agreed European methodology. The debt and
deficit requirements under Regulation (EU)
2024/1263 (Articles 8,9 and 16(2)) are met. Final-
ly, the chapter sets out the measures to strength-
en the sustainability of public finances..



2. Aggregate economic
conditions in Germany

2.1.  Aggregate economic conditions in
Germany in 2025 and outlook for 2026

Following a series of shocks and structur-
al challenges, the German economy has gone
through a period of stagnation over the past four
years. Unpredictable protectionist US trade poli-
cies have recently clouded prospects for a short-
term economic recovery. The first quarter of 2025
saw the economy gain pace slightly compared to
the preceding quarter, with 0.4% growth in the
gross domestic product (GDP) adjusted for in-
flation and for seasonal and calendar effects. A
continued recovery in private consumption, an
upturn in investment activity and also expedit-
ed export growth in the face of the US tariff an-
nouncements also played a part here. Current
leading indicators give mixed signals and point
to muted economic growth in the short-term.
Given the ongoing uncertain geopolitical en-
vironment and trade conditions, the economic
outlook could yet deteriorate again. In its spring
projection, the federal government consequent-
ly expects real GDP to stay flat this year (0.0%
growth).

A moderate rise in private consumption and
stimulus from higher government spending are
expected to deliver an economic recovery around
the turn of 2025/2026. Further assumptions are

that export demand will keep on growing and
impetus will be forthcoming for private invest-
ment activity and labour demand. The planned
increase in defence and infrastructure spending,
together with tax measures to promote private
investment, should also help add to growth mo-
mentum in the year ahead, with real GDP growth
averaging 1.0% over the year as a whole.

Consumer price inflation, as measured by the
harmonised index of consumer prices (HICP), is
expected to slow further from 2.5% in the previ-
ous year to 2.2% in the current year. For 2026, the
inflation rate is expected to be below the Europe-
an Central Bank (ECB) target. Given the period of
stagnation, the cooling of the labour market is set
to continue this year for the time being. As the
economy recovers, unemployment is expected to
fall and employment to pick up again in 2026.

2.2. Medium-term development of the German
economy

In the years ahead, the long-term growth
trend in potential output will be negatively im-
pacted by demographic change. This will be
countered by the positive effects of the fiscal
package and other measures under the coalition
agreement.
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The European Commission’s spring forecast
does not yet include the effects of the fiscal pack-
age and the other measures under the coalition
agreement. Current estimates (among others
from the European Commission, economic re-
search institutes and the German Council of Eco-
nomic Experts (SVR)) show that including these
effects is likely to produce significantly high-
er GDP growth rates, which will ultimately also
be reflected in potential output. In line with the
“preventive arm” regulation, and on the basis of
the above economic reasoning, this report ap-
plies a technical assumption for average potential
GDP growth of around 0.9% through to 2041 (see
Section 4.2 for further information).

The economy has a large negative output gap
in 2025 amounting to some 1%2% of potential
output. This shows that the economy is currently
running well below capacity.

German Medium-Term Fiscal-Structural Plan 2025-2029

Box 1: Assumptions for the short- and medi-
um-term outlook for the aggregate economy,
2025-2029

Concerning US trade policy, the federal
government’s Medium-Term Plan is based
on the state of play as of 11 April, mean-
ing that it assumes a 10% baseline tariff on
US imports (with exceptions), with the an-
nounced “reciprocal” US tariffs suspended
for 90 days (until the beginning of August).
Sectoral tariffs on US imports of steel, alu-
minium, cars and car parts are set at 25%.
The assumptions do not include any poten-
tial EU countermeasures.

The projection assumes that use will be
made in fiscal planning of the fiscal latitude
resulting from the adjustments to the Ger-
man constitutional fiscal framework made
in the fiscal package. As the final shape of
the measures to be adopted and the new
government’s budget were not yet availa-
ble when preparing the forecast, the mac-
roeconomic impacts were estimated using
evidence-based assumptions and model
simulations. The MTFSP does not include
specific plans from the coalition agreement.

In view of the dynamic trade policy con-
ditions, the forecasts given out by interna-
tional organisations at the time of the pro-
jection were marked down with regard to
the external economic environment, and
real global economic growth was assumed
to be 2.9% this year and 2.8% next. World
trade was assumed to grow by 2.8% this
year and next.



As usual, a technical assumption was adopt-
ed for the development of energy prices on
the basis of futures prices at the end of the
projection. An average price of USD 73 per
barrel of Brent Crude was thus assumed for
2025. A price of USD 70 is expected for 2026.
The ECB policy rate stood at 2.00% at the
time of preparing the projection. On the ba-
sis of consensus expectations, average an-
nual policy rates of 2.3% and 2.1% respec-
tively were assumed for the next two years.
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3. Fiscal and economic
policy strategy

The German economy faces various structur-
al challenges. In particular, the demographically
induced labour and skills shortage, a significant
increase in bureaucratic burdens over time and a
substantial investment backlog throughout the
economy are constricting potential GDP growth
and have contributed to the recent weak overall
growth momentum. Huge investment is needed
in the maintenance and modernisation of public
infrastructure and in relation to education, de-
carbonisation, economic security and security of
supply. On top of the low productivity and po-
tential GDP growth, export-oriented German in-
dustry continues to grapple with comparatively
high energy prices and protectionism.

Against this initial backdrop, German fiscal
and economic policy focuses on two cross-cut-
ting and complementary strategic priorities that
directly address the challenges at hand:

+ An investment drive for the modernisation
and targeted expansion of the public capital
stock in Germany in particular, in conjunction
with growth-friendly consolidation of public
finances

German Medium-Term Fiscal-Structural Plan 2025-2029

+ An allround improvement in locational factors
and innovating capacity to enhance Germa-
ny’s competitiveness as a business location.

With this strategic orientation, the federal
government aims to return the potential of the
German economy to a sustainably higher growth
trajectory after a phase of economic stagnation.
This requires, firstly, investment-oriented fiscal
policy geared to the long term. Secondly, comple-
mentary reforms are needed in order to increase
growth potential, enable efficient allocation of
public resources, and above all stimulate private
investment activity. This will contribute signif-
icantly to lending new, sustained momentum
to the economy in Germany and in Europe as a
whole. Structurally higher economic growth not
only contributes to future prosperity, but also
serves as a basis for societal resilience. In concert
with growth-friendly budgetary consolidation,
this fiscal and economic policy stance will not
least enhance the sustainability of public financ-
es. With measures to achieve the national EU
2030 targets in the areas of employment, skills
and poverty reduction, the federal government is
also contributing to inclusive economic growth
and enhanced competitiveness.



Increasing public investment to modernise
Germany

The multiple challenges combined with the
risks to the German and European security ar-
chitecture prompted a fiscal policy reorientation
with the formation of the new government. In
March 2025, the German Bundestag and Bundes-
rat adopted constitutional amendments relating
to the fiscal package, systematically aligning Ger-
many’s fiscal policy framework with the chal-
lenges at hand. In this regard, three key elements
should be noted:

Firstly, spending on defence, civil protec-
tion and disaster management, intelligence ser-
vices, protection of IT systems and assistance to
countries attacked in violation of international
law can be excluded from the statutory limit on
government debt (the “debt rule”) to the extent
that, in total, such spending exceeds 1% of GDP.
This notably strengthens the European pillar of
NATO.

Secondly, a Special Fund for Infrastructure
and Climate Neutrality (Sondervermégen Infra-
struktur und Klimaneutralitdt - SVIK) has been
established, enabling up to €500bn in federal
and Liander investment in key areas such as en-
ergy infrastructure, transport infrastructure, cli-
mate change mitigation and education. The SVIK
is not subject to the debt rule requirements. In
the case of federal investment, SVIK funding can
only be drawn on if it is additional to investment
under the federal budget. The additionality cri-
terion is deemed to be met if the portion of in-
vestment under the federal budget does not fall
below a level considered appropriate. From the
fund, €100bn is to be allocated to the Climate
and Transformation Fund (Klima- und Trans-
formationsfonds - KTF), and another €100bn
is made available to the Lander. The coalition

agreement also provides that measures totalling
around €150bn will be funded from the federal
share of the SVIK between 2025 and 2029. Bring-
ing forward this expenditure makes it possible
to catch up on urgently needed investment, par-
ticularly in public infrastructure.

Thirdly, given the high level of investment
needed and tight financial constraints, the
Lander have been given limited additional lee-
way for structural new borrowing of up to 0.35%
of GDP collectively for all states.

Furthermore, a commission of experts is
to be tasked with developing a proposal for the
modernisation of the debt rule to enable sus-
tained high levels of investment in Germany
while ensuring that public finances stay on a sus-
tainable trajectory.

Starting from a debt-to-GDP ratio of 62.5% of
GDP in 2024 - moderate by international stand-
ards and only slightly over the upper limit un-
der the SGP - and based on the adjustments to
the national framework, the federal government
is systematically aligning its fiscal plan for the
federal budget through to 2029 around a three-
pronged approach comprising investment, re-
form and consolidation. For a significant boost
to overall economic growth, the federal govern-
ment will address the urgent need to catch up
and to modernise Germany’s private and pub-
lic capital stock over the years ahead. On top of
this comes the SVIK-funded investment by the
Liander and local authorities in key areas of pub-
lic infrastructure that fall within their remit un-
der Germany’s federal structure.

This goal is reflected in an interim fiscal ex-
pansion through the strong surge in public in-
vestment. As the German economy is currently
running below capacity by around 1¥2% of po-
tential output, and given the heightened export

German Medium-Term Fiscal-Structural Plan 2025-2029



risks and the high levels of uncertainty, the in-
vestment drive is also warranted in macroeco-
nomic terms. It is likely to have significant pos-
itive second-round effects on overall economic
growth. Complementary reforms to acceler-

ate investment projects, alongside (selective)
strengthening of macroeconomic production
factors, will counteract the expected short-term
price effects in individual sectors with higher ca-
pacity utilisation due to the added demand stim-
ulus.

The improved general economic conditions
for all economic operators and greater planning
certainty resulting from the modernisation of
the public capital stock will stimulate private
investment and innovation while raising pro-
ductivity. Initially, over the first two years of the
MTFSP’s planning horizon, the associated addi-
tional spending will temporarily raise general
government net expenditure growth to a level
commensurate with a process of catch-up invest-
ment that is credible as a means of stimulating
overall economic growth.

Improving locational conditions to strengthen
growth for the long term

The fiscal commitment under this MTFSP
provides for fiscal consolidation in the form of
an improvement in the structural primary bal-
ance by the end of the planning horizon, under-
pinned by decisive consolidation measures and
accompanied by initiatives to boost growth po-
tential and thus result in structurally higher gov-
ernment revenue. Factors contributing to higher
growth potential in Germany include private and
public investment, an expanded and better qual-
ified labour and skills pool, an ample and relia-
ble supply of energy, and technological progress
through innovation.

German Medium-Term Fiscal-Structural Plan 2025-2029

Measures to mobilise more venture capi-
tal and private research and development (R&D)
spending will also unlock new opportunities
for enhanced growth potential. Open and stable
capital markets are crucial in order to increase
the number of startups, and in successful cases
scale-ups, that help improve general econom-
ic productivity and real wages in Germany. The
federal government is also taking steps to rein
in excessive bureaucracy, speed up planning and
approval procedures and digitalise public admin-
istration in order to release further potential for
growth. All of this will make for a more dynamic
and efficient economy.

For a noticeable surge in private investment
activity over the coming years, it is necessary to
improve the country’s locational attractiveness
and provide greater dependability in terms of
economic and fiscal policy. The federal govern-
ment is sending out a clear signal here by imple-
menting key measures straight away in an im-
mediate action programme. Among other things,
this includes highly attractive conditions for in-
vestment with 30% declining balance deprecia-
tion on plant and equipment investment until
2027. A gradual reduction in corporation tax by a
total of five percentage points beginning in 2028
will increase earnings potential for the long term
(see also Section 4.3) and sends out an important
signal to national and international investors.

To meet the demand for labour despite soci-
etal ageing, the federal government is strength-
ening the labour supply. The federal government
will therefore continue to develop its skilled
labour strategy with the involvement of the
Lander. Key areas here, as before, are initial and
continuing vocational education and training,
leveraging the existing potential labour force to
improve work quality and productivity, and tar-
geted skilled immigration. Measures to this end



in the coalition agreement include improved
incentives under the basic income support sys-
tem for job seekers, tax breaks for overtime pay,
improved scope for people on a surviving de-
pendant’s pension to earn additional income,
and making it easier for people to return to their
previous employer after reaching retirement age.
In order to increase the labour force participa-
tion of people beyond retirement age, an “active
pension” (Aktivrente) arrangement provides from
that age onwards for salaries to remain tax free
in the amount of up to €2,000 a month. A digital
work-and-stay agency is to be established in or-
der to facilitate skilled immigration (see also Sec-
tions 4.3 and 5.1).

Energy remains a key production factor. Due
to the increase in energy prices following the
Russian war of aggression against Ukraine, Ger-
many has lost some of its competitive advantage
in terms of price. For an industrial economy to be
successful and achieve climate neutrality, com-
petitive electricity prices are essential. Besides
reducing taxes and duties, it is also necessary to
create the conditions to reduce the cost of elec-
tricity at the source and across the entire system.
To increase overall efficiency, the federal gov-
ernment is removing obstacles to improving the
flexibility of the electricity system and is push-
ing ahead with the expansion of system energy
storage capacity. It is also essential to unlock effi-
ciency gains in grid expansion and operation, for
example by grid digitalisation. Other key factors
include dependable enabling conditions for sys-
tem-optimising investment in renewable ener-
gy and in firm capacity by way of calls for tender,
plus a capacity mechanism to ensure security of

supply.

In order to increase overall economic pro-
ductivity, the federal government will im-
prove the financial conditions for innovation
by strengthening Germany as a financial hub.

To close the financing gap for growth and inno-
vation with the aid of private capital - especial-
ly for SMEs and scale-ups — a Deutschlandsfonds
(Germany Fund) is to be established with entre-
preneurial governance for specific investment
decisions. The federal government is provid-

ing €10bn in equity funding for this purpose in
the form of guarantees or financial transactions.
Moreover, the federal government will contin-
ue the established Zukunftsfonds venture capital
fund beyond 2030 and aims to more than double
investor contributions to the WIN initiative to
over €25bn.

The institutional drag on business compet-
itiveness is to be reduced by harmonising pro-
cedural law for infrastructure projects using the
“one for many” approach. Approval procedures
are to be accelerated, among other things by im-
plementing the Deutschlandpakt (Germany Pact)
and by digitalisation. A significant 25% reduction
in the cost of bureaucracy to the economy is tar-
geted in a national immediate action programme
to reduce bureaucracy and with the aid of annual
bureaucracy reduction legislation. This will not
involve any reduction in key standards, particu-
larly in the areas of human rights, civil rights,
consumer rights or labour rights. In the health-
care sector, the law is to be revised to reduce doc-
umentation and control requirements. Parallel
stipulations at national and European level are
to be avoided; there will be no “goldplating” in
the transposition of EU legislation into national
law. A digital citizens’ portal will make it easier to
bring attention to bureaucratic obstacles.

The measures to speed up planning and ap-
proval processes are complementary to the SVIK
and significantly improve efficiency in pub-
lic expenditure. The planned reduction in costs
of bureaucracy will allow the private sector to
put its resources to more productive use. The
above measures will stimulate private invest-
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ment, which will strengthen production poten-
tial through increased capital formation and thus
improve the sustainability of public finances. In
tandem with the improved incentives for labour
market participation, the investment also helps
increase the capacity of private enterprise to take
up the fiscal stimuli.

Review of government functions and efficiency
improvements for budgetary consolidation

At the same time, the federal government
will launch a systematic review of government
functions to increasingly rein in expenditure
growth beyond the planning horizon of the
MTESP. To this end, all subsidies must undergo a
thorough review, all funding programs must be
checked for target alignment and effectiveness
and the overall funding landscape must be made
more effective.

The public sector is to be rendered more ef-
ficient with the aid of numerous legislative sim-
plifications and process improvement reviews.
Sectoral exemptions are to be provided in public
procurement law. The revenue administration is
also to be made more efficient with a 20% reduc-
tion in administrative regulations and by using
artificial intelligence and digitalisation.

Within the federal administration, personnel
services are to be pooled and procurement plat-
forms standardised in the federal procurement
platform. To further reduce costs, the number of
staff in ministries and the Bundestag administra-
tion is to be reduced by at least 8% by 2029.

Social benefits are to be combined and bet-
ter coordinated. A commission on reform of the
welfare state is to present recommendations on
modernising and reducing bureaucracy in the
welfare state and its administration by as early as
the fourth quarter of 2025.
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In this way, the federal government is help-
ing to ensure that the additional fiscal policy lat-
itude is put to efficient use. Overall, the MTFSP
thus provides for increasing consolidation over
the second half of the planning horizon in the
form of a sharp decline in spending growth, such
that general government expenditure growth in
2029 will be compatible with a medium-term re-
duction in the debt-to-GDP ratio to 60% of GDP.



4. Medium-term fiscal
policy and determination
of the net expenditure path

4.1.  Fiscal situation and assumptions about
the short- and medium-term development of
public finances

4.1.1. General government budget

The short-term fiscal policy situation is
dominated by the ongoing macroeconomic im-
pacts of global conflicts and the medium- to
long-term structural challenges facing the Ger-
man economy. To meet those challenges, the
federal government is tackling the major need
for investment throughout the economy and
implementing comprehensive structural re-
forms.

After years of large general government
deficits due to overlapping crises, the budget
balance in 2024 was virtually unchanged from
the previous year, at -2.7% of GDP. Half of the
deficit is attributable to the federal level, where
the contribution to the general government
deficit has decreased compared to 2023, while
the deficit at other levels has increased (see Ta-
ble 2).

The overall trend also tends to be reflected
in the Maastricht debt-to-GDP ratio. After ris-
ing to approximately 68% of GDP in 2020 and
2021, the debt-to-GDP ratio fell again to around
62.5% in 2024.

Table 1: General government budget balance and debt level

1 Net lending/borrowing

2 Structural balance

3 Structural primary balance

4 Maastricht debt-to-GDP ratio

5 Change in gross debt ratio

2023 2024

% of GDP
-2.5 -2.7
-2.1 -2.0
-1.3 -0.9
62.9 62.5
-2.1 -0.4

German Medium-Term Fiscal-Structural Plan 2025-2029



Table 2: Budget balances by government level

1 Central government
2 Lander

3 Local government

4 Social security funds

5 General government

% of GDP

-2.2 -1.4
-0.2 -0.6
-0.3 -0.5

0.2 -0.3
-2.5 -2.7

Differences between the general government budget balance and the budget balances of the various levels of government are due to rounding.

The general government budget balance is
mainly influenced by budgetary policy, i.e. the
management of revenue and expenditure. At
the same time, however, the general govern-
ment budget balance is affected by a number of
cyclical and exceptional factors that lie large-
ly outside the direct control of governments.

It therefore makes sense in economic terms to
look at the structural indicators. The structur-
al balance is the balance adjusted for one-off
effects and the cyclical component. Next, the
structural primary balance - the structural bal-
ance adjusted for interest expenditure - can be
used as a means of assessing fiscal policy. This is
because interest expenditure is largely outside
governmental control in the short-term and
does not induce any direct demand-side stim-
ulus for the economy. A look at the structural
primary balance shows a gradual consolidation
of the German general government budget. The
general government structural primary deficit
rose significantly to over 2% of GDP in 2020 and
2021 as a result of the Covid-19 pandemic and
then declined in the ensuing years, partly due to
the end of the crisis measures. In 2022 and 2023,
the structural primary deficit fell to just over 1%
of GDP. 2024 saw it drop below 1% of GDP. This
corresponds to a moderately restrictive position
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with regard to public finances in Germany at the
inception of this MTFSP.

4.1.2. Federal budget

In 2024, federal expenditure amounted to
€474.2bn. This puts it €2.6bn or 0.5% below tar-
get. Compared to 2023, expenditure last year was
3.7% or €17.1bn higher. The second government
draft federal budget for 2025 provides for ex-
penditure of €503.0bn (see Table 3). Federal rev-
enue (excluding coin revenue) came to €440.6bn
in 2024. This means the federal government took
in €13.2bn or 3.1% more than targeted. Com-
pared to the previous year, revenue increased by
12.3% (€48.4bn).

Investment spending accounted for around
12% of total expenditure in 2024. Net new bor-
rowing amounted to €33.3bn in the federal
budget in 2024. Based on that €33.3bn in net new
borrowing plus the —€1.4bn balance of financial
transactions and the -20.6bn cyclical compo-
nent adjusted for actual economic trends, federal
structural net borrowing totalled approximately
€11.4bn, or 0.28% of GDP. This was €3.1bn below
the structural limit (0.35% of GDP, or €14.4bn).



After several years during which the German
Bundestag declared an unusual emergency situ-
ation (2020 to 2023), the federal budget for 2024
is once again within the regular borrowing limit
under the debt rule. The first government draft of
the 2025 Budget Act (Haushaltsgesetz 2025) and
the federal budget did not reach the final debate
stage in the German Bundestag’s lead Budget
Committee in 2024. On 24 June 2025, the federal
cabinet therefore adopted a second government
draft federal budget for 2025, a draft Budget Sup-
port Act (Haushaltsbegleitgesetz), benchmark fig-
ures for 2026 to 2029 and a draft act concerning
the establishment of the Special Fund for Infra-
structure and Climate Neutrality (SVIK).

Table 3: Federal budget key figures

Fortynine days after taking office, the federal
government has thus set the course of public fi-
nances for the years ahead. In total - core budget,
SVIK and Climate and Transformation Fund (KTF)
- record investment of almost €116bn is planned
for 2025. This breaks down into around €62.7bn
for the core budget, around €25.7bn for the KTF
and around €27.2bn for the SVIK. It marks a 55%
increase on actual investment in 2024. The ad-
justed investment ratio of over 10% in the core
budget is maintained throughout the budget-
ing period. The second government draft federal
budget for 2025 thus underpins the fundamental
realignment of German fiscal and economic poli-
cy embodied in this MTFSP.

2025 (government draft
2023 (actual)* | 2024 (actual)* (gov
as of June 2025)

Federal expenditure (€bn) 457.1 474.2 503.0
2 Year-on-year change (%) -4.9 +3.7 +6.1
3 Investment expenditure (€bn) 55.0 56.7 62.7
4 Federal revenue (€bn) 457.1 474.2 503.0
5  Taxrevenue (€bn) 356.1 375.0 386.8
6 Net new borrowing (€bn) 27.2 33.3 81.8

*) Excluding intrabudgetary transfers
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Net new borrowing of €81.8bn is planned.
This new borrowing is necessary in order to in-
vest in the country’s economic base, as new
growth will result in rising government revenue.
The net new borrowing planned for 2025 corre-
sponds to the regular borrowing limit under Arti-
cle 115 of the German Basic Law plus the amount
by which expenditure under the newly estab-
lished sectoral exemption exceeds 1% of GDP.
This does not include borrowing for the SVIK and
the Bundeswehr Special Fund. The balance of fi-
nancial transactions stands at €16.4bn in 2025.
This financial transaction balance increases net
new borrowing and simultaneously the borrow-
ing limit. Its impact is therefore neutral in rela-
tion to the federal debt rule.

The newly elected parliament, which has au-
thority in budgetary matters, will now decide on
the second government draft federal budget for
2025 and the benchmark figures for 2026 to 2029.
Until the 2025 federal budget adopted by the Ger-
man Bundestag is promulgated in the Federal
Law Gazette, the federal government essentially
proceeds on the basis of Article 111 of the Ger-
man Basic Law. The provision there governing in-
terim budget management ensures that the fed-
eral government can meet existing obligations
and thus fulfil its responsibilities. The basis of cal-
culation and for interim budget management for
2025 initially comprised the figures and budget-
ary structure from the summer 2024 government
draft federal budget for 2025, updated with the
proposals for parliamentary motions adopted by
the German Bundestag Budget Committee in the
course of parliamentary consultations in autumn
2024. The basis for interim budget management
for 2025 then switched to the second federal gov-
ernment draft budget for 2025 when this was
adopted by cabinet resolution on 24 June 2025.
From the inception of interim budget manage-
ment, 45% of the budgeted funding for most gen-
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eral administrative and programme expenditures
was available within the bounds of the require-
ments laid down in Article 111 (1) of the German
Basic Law. This figure increased to 70% when the
basis of interim budget management switched to
the second government draft for 2025. It does not
include personnel expenditure and investment.
The abovementioned restrictions under Article
111 of the German Basic Law may initially result
in a slightly reduced intra-year expenditure flow
compared to the flow of funds in a year when a
budget passed by law has applied from day one.
However, experience shows that any pause in the
flow of funds will be quickly made up for when
interim budget management comes to an end.

4.2. Fiscal commitment: Net expenditure
growth path

Box 2: Fiscal requirements of the reformed
Stability and Growth Pact and the national es-
cape clause (NEC) for defence

The main fiscal indicator under the re-
formed regulatory framework is a binding
multi-year growth path for net primary ex-
penditure that is consistent with specific fis-
cal requirements.

Net primary expenditure (“net expendi-
ture” in the following) means government
expenditure net of interest expenditure, ex-
penditure on programmes of the EU fully
matched by revenue from EU funds, national
expenditure on cofinancing of programmes
funded by the Union, cyclical elements of
unemployment benefit expenditure, one-
offs and other temporary measures and dis-
cretionary revenue measures.

Fiscal policy requirements for member states
with a debt level of more than 60% of GDP



and/or a deficit of more than 3% of GDP are
derived on the basis of three elements in par-
ticular, all of which must be satisfied and from
which the European Commission determines
reference trajectories for net expenditure:

(1) By way of a sustainability analysis, it must
be established that the expenditure trajectory
ensures that, by the end of the adjustment pe-
riod, the projected general government debt
ratio is put or remains on a plausibly down-
ward path or stays below 60% of GDP over the
medium-term, and that the projected gener-
al government deficit is brought below 3% of
GDP and is maintained below that reference
value over the medium-term (Article 6 of
Regulation (EU) 2024/1263).

(2) A “debt sustainability safeguard” is also
provided for, with specific quantitative tar-
gets for reduction of the debt ratio. The re-
quirement is that the projected general gov-
ernment debt-to-GDP ratio decreases by a
minimum annual average amount of a) 1
percentage point of GDP as long as the gen-
eral government debt-to-GDP ratio exceeds
90%; b) 0.5 percentage points of GDP as long
as the general government debt-to-GDP ratio
remains between 60% and 90% (Article 7 of
Regulation (EU) 2024/1263).

(3) Finally, the rules enshrine a “deficit resil-
ience safeguard” that provides for the deficit
to maintain an appropriate safety margin in
structural terms of 1.5% of GDP relative to the
deficit reference value of 3% of GDP. The an-
nual improvement in the structural primary
balance to achieve the required margin is 0.4
percentage points of GDP, or 0.25 percentage
points of GDP in the case of an extension of
the adjustment period (Article 8 of Regulation
(EU) 2024/1263).

National escape clause (NEC) for defence

In response to the Russian war of aggres-
sion against Ukraine and the threat to Eu-
ropean security, the EU has presented an
ambitious defence package in a white paper,
“White Paper for European Defence — Read-
iness 2030”, with the aim of substantially
boosting spending for European defence
readiness. One element of this package is
coordinated activation of the NEC under
the Stability and Growth Pact (SGP). Mem-
ber states that activate the NEC may tem-
porarily diverge from the fiscal require-
ments to the extent that they increase their
defence spending compared to 2021, the
reference year. To ensure the medium-term
sustainability of public finances, the diver-
gence from the endorsed net expenditure
path for each year of activation until 2028 is
limited to an additional 1.5% of GDP in de-
fence spending.

The NEC makes use of the flexibility pro-
vided for in the regulatory framework in
the event of exceptional circumstances out-
side of the control of a member state that
have a major impact on its public finances.
Russia’s war of aggression against Ukraine
and its repercussions constitute such an
event.

In view of the considerable risks to the Eu-
ropean security order, the federal govern-
ment, by way of a letter dated 24 April 2025
from the then Federal Minister Dr. Jorg
Kukies, requested the activation of the NEC
under Article 26 of Regulation 2024/1263
and proposed coordinated activation in
accordance with the European Commis-
sion communication of 19 March 2025
(C(2025)2000 final). This is intended to en-
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able the rapid and substantial expansion
of defence spending for which the basis
has been laid at the national level with the
sectoral exemption for defence-related ex-
penditure (see also Chapter 3).

On 17 June 2025, the European Commis-
sion presented an updated reference trajectory
for the maximum permissible growth in net ex-
penditure in the German national budget over
the next four years. The reference trajectory
provides for maximum permissible annual aver-
age growth in net expenditure, as defined in Ar-
ticle 2 (2) of Regulation (EU) 2024/1263, of 0.7%
(with a four-year adjustment period) or 1.7%
(with a seven-year adjustment period) for the
period 2025 to 2028.

The reference trajectory presented by the
European Commission provides quantitative
guidance for setting the net expenditure path
for the German general government budget. It
meets the quantitative requirements for debt
sustainability and deficit resilience and is de-
rived from a debt sustainability analysis based
on the macroeconomic assumptions used in the
European Commission’s spring forecast of 19
May 2025. The reference trajectory assumes a
four-year planning horizon.

However, the updated reference trajectory
does not take into account the activation of the
NEC requested by the federal government (see
also Box 2). In line with the NATO target, the
federal government has already significantly in-
creased defence spending in recent years, from
1.4% of GDP in 2021 to 2.1% in 2024. The bench-
mark figures for the federal budget for the years
2026 to 2029 adopted by the federal cabinet on
24 June 2025 make allowance for a further sig-
nificant increase in the NATO target to 3.5% of
GDP in 2029. The necessity for this increase is
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outside the control of the federal government
and it significantly impacts public finances.

In light of these considerations and the re-
lated assumptions underlying the reference tra-
jectory, it is necessary to apply certain adjust-
ments to the reference trajectory in order to
derive the net expenditure path. These adjust-
ments are explained in the following.

Extension of the planning horizon to five years

The planning horizon of an MTFSP is nor-
mally four years. However, Article 2 (6) of Regu-
lation (EU) 2024/1263, in conjunction with the
related clarifications in the European Commis-
sion’s guidance (Commission Communication
C/2024/3975), provides that the planning ho-
rizon of an MTFSP may vary from this and ex-
tend to five years if that is more consistent with
the legislative term. As the next regular German
Bundestag elections are not expected to be held
until spring 2029, it can be assumed that the
current federal government will have to present
a total of five draft federal budgets, even though
the Bundestag’s regular electoral term is four
years. Since the federal government will also
present a draft budget for 2029, the planning
horizon for this MTFSP is set at five years. This
maintains credibility in the fiscal commitments
in this MTFSP being implemented over the en-
tire duration of the electoral term. It will ensure
that a future federal government expected to
take office in summer 2029 will have adequate
time to present a new plan.



Revision of the macroeconomic and fiscal
assumptions for the debt sustainability
analysis

As the detailed implementation of the fiscal
package (see Chapters 3 and 4.3) was not suffi-
ciently clear by the cut-off date for the European
Commission’s spring forecast, that fore-cast was
unable to take into account the macroeconom-
ic implications of this fundamental adjustment
to the constitutional fiscal framework. At the
time of preparing and transmitting this MTFSP,
a sufficient basis was available in terms of infor-
mation and decisions made by the federal gov-
ernment, in particular as regards the macroeco-

nomically relevant elements of the fiscal package.

This relates to the envisaged apportionment of
SVIK funding to the various expenditure catego-
ries over the years ahead and to the rapid surge
in German defence spending planned on the ba-
sis of the sectoral exemption.

In contrast to the European Commission’s
forecast, the forecasts now published by leading
German economic research institutes take the
measures concerned into account and expect
significant positive effects both on economic
growth and on the rate of change of the GDP de-
flator. That makes it necessary to revise the mac-
roeconomic assumptions underlying the Europe-
an Commission’s reference trajectory.

At issue is the expected change in prices of
domestic output as measured by the GDP defla-
tor. Based on the information currently available,
a temporarily higher GDP deflator would appear
to be economically plausible, especially consider-
ing that inflation across the economy as a whole
has been underestimated as a rule in the recent
past. In the first quarter of 2025, for example, the
GDP deflator of 2.6% (over the same quarter of
the previous year) was significantly higher than

expected in the spring forecast, making it like-

ly that the full-year rates will also have to be ad-
justed. Most recently, forecasts of the expected
rate of change in the GDP deflator for the two
years 2025 and 2026 have tended to be revised
upwards. The latest survey-based data at least
does not point to a trend reversal in the expected
change in prices of domestic output.

However, there is currently considerable un-
certainty regarding the magnitude and persis-
tence of the effects of underlying factors on the
GDP deflator. Current forecasts from economic
research institutes, for example, range from 2.1%
to 2.9% for 2025. The range of forecasts for 2026
is not sufficiently indicative of the latest infor-
mation, such as the impact of the fiscal package,
which some of the forecasts do not yet fully ac-
count for. Even disregarding this latest infor-
mation on the fiscal package, however, there is
variance between the forecasts due to differ-
ing assessments of other relevant areas. A role is
played, for example, by assumptions about US
tariff policy and potential retaliation by other
countries, partly because such assumptions also
affect expected price trends in EU member states.

Aside from differing assumptions, the fore-
casts are also likely to be more widely spread be-
cause of recent information that some of them
have not yet factored in. For example, the federal
government’s plans to increase public infrastruc-
ture and defence investment are likely to stimu-
late demand throughout the German economy.
In particular, specific key sectors of the economy
would be expected to experience a surge in ca-
pacity utilisation and price effects that only taper
off again over the medium- and long-term. Spe-
cifically, price increases can be expected for cap-
ital goods, and for public expenditure on a num-
ber of other goods, which will be reflected in the
GDP deflator but not necessarily in the consumer
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price index, which measures price changes in a
basket of goods based on household consump-
tion. The isolated impact of the fiscal package on
the rate of change in the GDP deflator is current-
ly put at up to 0.5 percentage points.?

There has recently been a sharp fall in net
immigration, especially from the EU. This could
also increase wage and price expectations giv-
en the hitherto large immigrant contribution to
employment growth and the skills shortage in
certain sectors. All of this recent information and
the resulting expectations are taken into account
by increasing the GDP deflator assumed by the
European Commission from 2.4% to 2.7% for
2025 and from 2.2% to 2.6% for 2026.3

The assumptions about the potential GDP
growth of the German economy also have to
be revised. The European Commission’s refer-
ence trajectory assumes that real potential GDP
growth will average 0.5% annually over the peri-
od 2025 to 2034. Years of overlapping extraneous
shocks make any estimation of potential GDP
growth highly uncertain. Partly for this reason,
various institutions and also the federal govern-
ment itself have most recently given very low
estimates for potential GDP growth in Germa-
ny. However, current third-party projections and
internal estimates by the federal government
alike indicate that the measures associated with

2 Seeifo (2025): ifo Konjunkturprognose Sommer 2025:
Erholung riickt naher - wirtschaftspolitische Unsicherheit-
en weiter hoch, Schnelldienst digital, 2025, 6, No. 7, p. 23 et
seq., and DIW (2025): Sondervermégen fir Infrastruktur:
500-Mrd.-Investitionspaket wiirde deutsche Wirtschaft aus
der Krise holen, DIW aktuell 111.

3 This does not constitute a new forecast or projection,
but an isolated assessment based on the current data sit-
uation. This assessment does not in any way pre-empt the
autumn 2025 federal government projection, partly because
the latter forecast must account for further developments
and information then available (economic trends, revised
data, geopolitical developments, etc.).
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the fiscal package will lead directly to an expan-
sion of the public capital stock and, especially in
the current macroeconomic environment, are
likely to stimulate additional private investment
and hence boost productivity growth in the over-
all economy. In light of these factors, the criteria
are met for using alternative potential growth
assumptions when preparing the first MTFSP,

as set out in Article 36(1)(f) of Regulation (EU)
2024/1263. For the period 2025 to 2041, the cu-
mulative growth in real potential output remains
unchanged.

The fiscal starting position in 2024 has also
been updated to reflect the latest data. In par-
ticular, the general government deficit in 2024, at
2.7% of GDP, was slightly lower than assumed in
the Commission’s spring forecast.

The above revisions would result in the net
expenditure path over a five-year planning hori-
zon shown in Table 4. The net expenditure path
over the years of the MTFSP reflects the fiscal and
economic policy strategy outlined in Chapter 3.
This path meets both the requirements derived
from a debt sustainability analysis in accordance
with Article 6 of Regulation (EU) 2024/1263 and
the quantitative minimum requirements set out
in Articles 7 and 8 of Regulation (EU) 2024/1263.
Table 4 therefore sets out the net expenditure
path to be used for the evaluation of this MTFSP.

However, this net expenditure path does not
yet take into account the activation of the NEC
for the German general government budget,
which the Council will consult upon togeth-
er with this MTFSP. This is not therefore the net
expenditure path constituting the fiscal com-
mitment in respect of which compliance is to be
monitored on the basis of the annual progress re-
ports over the duration of this MTFSP.



Table 4: Net expenditure path for the years 2025 to 2029 without activation of the NEC

Growth in general government net expenditure, year-on-year change (%)

Nationally financed net expenditure

Growth rate

3.1 3.0 2.7 21 2.0

Cumulative growth rate 3.1 6.2 9.0 113 135

Determination of the net expenditure path
after applying the flexibility due to activation
of the NEC

The European Commission’s proposal of
19 March 2025 for coordinated activation of the
NEC specifies with regard to the requirements
in Article 26(1) of Regulation 2024/1263 that the
quantitative minimum requirements for deficit
resilience and debt sustainability (Articles 7 and
8 of Regulation (EU) 2024/1263; see also Box 1)
are to be suspended for the duration of the acti-
vation of the NEC. For as long as the NEC is ac-
tivated, therefore, satisfaction of the criteria in
Article 26 of Regulation (EU) 2024/1263 comes
down to compliance with the debt sustainabili-
ty analysis requirements (Article 6 of Regulation
(EU) 2024/1263). Accordingly, the net expendi-
ture path can be extended to account for the in-
fluence of the suspended requirements by way
of additional flexibility.

Assuming that the Council adopts a recom-
mendation from the European Commission to
activate the NEC for the German general gov-
ernment budget, and in recognition of this ad-
ditional flexibility and the resulting conditions
for the maximum permissible growth of gener-
al government net expenditure during the ac-
tivation of the NEC, a fiscal commitment can
be designated in the form of a net expenditure
path at variance with that shown in Table 4. As

a result, the improvements to the general gov-
ernment structural primary balance required on
the basis of the debt sustainability analysis find-
ings are distributed more asymmetrically be-
tween 2025 and 2029. The ambition level of the
fiscal consolidation - as measured by the level of
net expenditure to be achieved at the end of the
planning horizon based on the findings of the
debt sustainability analysis - remains roughly
the same. The higher net expenditure growth

in the first two years as a result of the abovede-
scribed modifications is necessary to enable im-
plementation of the fiscal and economic poli-
cy strategy outlined in Chapter 3 over the years
ahead. The associated measures are comple-
mentary to the surge in defence spending need-
ed for Germany to meet its obligations under
EU Defence Readiness 2030. Assuming the NEC
is activated, an amount of up to 1.5% of GDP of
the resulting increase in defence spending com-
pared with the reference year, 2021, is not taken
into account in determining the net expendi-
ture path set as a fiscal commitment in the fol-
lowing.

The massive increase in investment spend-
ing planned by the federal government in view
of the investment needs and the macroeconomic
challenges is brought forward. This is reflected in
above-average growth rates in net expenditure in
2025 and 2026 (see Table 5).
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Table 5: Fiscal commitment: Net expenditure path for the years 2025 to 2029 with activation of the NEC

Growth in general government net expenditure, year-on-year change (%)

Nationally financed net expenditure

Growth rate

4.4 4.5 23 1.7 1.6

Cumulative growth rate 44 9.0 115 133 152

From 2027, the MTFSP provides for a gradual
decline in the net expenditure growth rate. To
achieve this, the federal government will imple-
ment the wide-ranging consolidation measures
provided for in the coalition agreement, which
will take effect in due course, and will implement
rigorous structural reforms (see Chapter 3). This
will lead to a reduction in spending growth. In
conjunction with measures to boost growth po-
tential and thus result in structurally higher gov-
ernment revenue, this will help to achieve the
structural consolidation of public finances pro-
vided for in the net expenditure path. This results
in the net expenditure path shown in Table 5.

With this fiscal commitment, the federal
government is sending out a powerful signal for
economic growth, prosperity and sustainable
public finances in Germany. At the same time,
the fiscal commitment will make an impor-
tant contribution to the stability and prosperi-
ty of the European Monetary Union. In making
this fiscal commitment, the federal government
is also implementing the pledges in the coali-
tion agreement to consistently apply the rules
of the SGP, make use of available flexibility and
strengthen the economy.
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4.3.  Fiscal-structural expenditure and
revenue measures underpinning the net
expenditure path

Revision of the debt rule under the fiscal
package

In March 2025, the German Bundestag and
the Bundesrat passed an amendment to the Ger-
man Basic Law (Grundgesetz) revising the con-
stitutional fiscal framework. The amendment
entered into force on 25 March 2025. There are
three pillars to the fiscal package:

Firstly, defence spending and federal ex-
penditure on civil protection and disaster man-
agement expenditure, intelligence services, pro-
tection of IT systems and assistance to countries
attacked in violation of international law is ex-
cluded from the regular borrowing limit under
the debt rule to the extent that it exceeds a base
level of 1% of GDP. This limited sectoral exemp-
tion establishes a sound fiscal framework for
security-related expenditure while at the same
time sending out a clear signal with regard to
strengthening the European pillar of NATO. All
other federal budget expenditure continues to be
subject to the debt rule without modification.



Secondly, a special fund of up to €500bn is
established for additional investment in infra-
structure and climate neutrality, with an award
period of twelve years (see also Chapter 3).

Thirdly, given the high level of investment
needed, the Lander are granted leeway for struc-
tural new borrowing collectively totalling 0.35%
of GDP. This addresses the fact that no such pro-
vision for structural borrowing was made for the

Liander when the debt rule was introduced in 2009.

The fiscal package lays the foundations for
fiscal and economic policy in Germany that is
sustainable over the long term and growth-ori-
ented. With the additional public investment, a
sound framework for security-relevant expendi-
ture and structural latitude for new borrowing, it
is now possible to address key future challenges.

The coalition agreement for the 21st electoral
term thus formulates a clear ambition: Fiscal and
economic policy must once again become guar-
antors of a competitive and growing economy.
This entails advancing Germany’s locational fac-
tors and increasing prosperity for all. The prin-
cipal means of achieving this is growth-oriented
investment policy combined with structural re-
forms and better conditions for the labour mar-
ket. After a phase of economic stagnation, the
aim is to leverage the potential of the German
economy and regain a sustainably higher growth
trajectory.

Public investment

General government investment expendi-
ture, consisting of gross fixed capital formation
and investment grants in accordance with the
European System of Accounts (ESA), reached
4.5% of GDP in 2024. This was well above the pre-
crisis, 2019 level of 3.4%, which itself marked an
increase on the 2010s. The level of 4.5% of GDP

seen in 2024 was last exceeded in 1993, a year that
was still marked by the acute impacts of German

unification. The federal government has set itself

the goal of further increasing investment activity
in the years ahead.

Increasing public investment is not enough
to secure Germany’s locational competitive-ness
for the long term. However, — when combined
with improved planning conditions, more at-
tractive location factors and clear investment
incentives — it can play a vital role in mobilising
additional private investment. Numerous inde-
pendent studies show huge potential for private
investment, particularly in areas such as decar-
bonisation, digital infrastructure and energy in-
frastructure.

A comprehensive package readying Germany
for the future must also include a reform pack-
age with measures to boost growth potential.
The strategic direction of thrust in the coalition
agreement is growth-oriented investment poli-
cy combined with structural reforms and better
conditions for the labour market.

Tax incentives for investment

Tax policy plays a key role in promoting
growth and innovation. On 4 June 2025, the fed-
eral cabinet consequently adopted a draft act for
an immediate tax-based investment programme
to strengthen Germany as a business location. The
Bundestag and the Bundesrat have since passed
the legislation. This enacts immediate corporation
tax changes in the coalition agreement, directly
improving the tax-related conditions for invest-
ment and innovation with targeted, broad-impact
measures. The core element is the “investment
booster” contained in the coalition agreement,
which applies to investment spending from 1 July
2025. This provides for 30% declining balance de-
preciation on plant and equipment investment.
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The improved depreciation rules can improve in-
vestment payback and boost liquidity in business
enterprises, especially in the immediate post-in-
vestment phase.

Declining balance depreciation is an effec-
tive economic management tool that should only
be deployed on a temporary basis. This precept is
complied with in the draft act in the form of a lim-
itation period. Following on from this, commenc-
ing 1 January 2028, the corporation tax rate will be
reduced by one percentage point a year from 15%
today to 10% as from 2032.

Improved depreciation rules increase liquid-
ity for business enterprises across the board, with
a positive knock-on effect for investment. Declin-
ing balance depreciation thus acts as a catalyst for
business investment plans. The subsequent low-
ering of the overall tax burden also boosts invest-
ment, as businesses can budget on the basis of a
reduced tax burden on their profits. At the same
time, the reduction in the corporate tax burden
sends out a strong signal for foreign investors’
location decisions when making international
comparisons. In the long term, it strengthens Ger-
many as a target for investment. Combined, the
two measures — faster depreciation and lower tax
rates — create conditions that businesses can rely
on and enable them to plan for the years ahead
while securing well-paid jobs.

In parallel with the reduction in the corpo-
ration tax rate, the tax rate on retained earnings
under Section 34a of the Income Tax Act is to be
reduced in three steps in order to keep the tax
burden neutral between partnerships and incor-
porated companies. The act is a first step in im-
proving the tax framework, with further struc-
tural measures to follow.
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Employment and social affairs

To overcome the stagnation of the German
economy, it is essential to increase hours worked
in order to alleviate existing shortages of skilled
labour and prevent future such shortages. The
federal government will therefore continue to
develop its skilled labour strategy with the in-
volvement of the Linder. The government’s co-
alition agreement provides for various measures
giving incentives to increase the labour supply
and hours worked. A number of measures are
aimed at the existing working population, while
others are directed at people who are not cur-
rently employed.

Overtime incentives

Measures to make overtime more attractive
include tax relief on overtime bonuses paid by
an employer. A planned income tax exemption
for overtime pay beyond fulltime working hours
also serves to increase the labour supply.

A key element comprises investment in new
and existing child day care centres and increasing
the provision of allday care at primary schools
(see also Section 5.2). This makes it easier for
parents, and particularly mothers, to reconcile
work and family life, engage in substantial em-
ployment and thus be financially independent.
According to the Institute for Employment Re-
search (IAB), around a fifth of women in parttime
work would be prepared to increase their work-
ing hours by an average of 11 hours per week.*

4 https://doku.iab.de/grauepap/2025/Zentrale_Befunde_
zu_aktuellen_Arbeitsmarktthemen_2025.pdf
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The federal government also plans two key
reform measures to boost employment in old
age: the “active pension” arrangement and the
abolition of a ban on consecutive fixed-term em-
ployment contracts. Under the active pension
arrangement, pensioners’ additional earnings of
up to €2,000 per month are to be exempted from
income tax. This gives employees a strong in-
centive, subject to age-appropriate employment
conditions, to go on working beyond the stand-
ard retirement age. In parallel with this reform,
the ban on consecutive fixed-term contracts in
the absence of objective grounds for a fixed term
of employment is to be lifted in the case of peo-
ple who have reached the standard retirement
age. This is to enable such people to be reem-
ployed by the same employer under a further
fixed-term contract without having to demon-
strate objective grounds for the fixed term. The
ban on consecutive fixed-term contracts in such
cases is cited among the obstacles to employ-
ment in old age in a human resources panel
study by the Cologne Institute for Economic Re-
search (IW).5 There are also plans to improve ad-
ditional earning opportunities for recipients of a
surviving dependant’s pension.

Reform of basic income support for job
seekers

The federal government will reform basic in-
come support for job seekers. The government
aims to ensure that job centres have adequate
funding for labour market integration. Greater
emphasis is to be given to placement in employ-
ment. Among other things, binding rights and
obligations are to be laid down in this regard. For
people who are able to work, priority is to be giv-
en to placement. Where people face placement

5 https://www.iwkoeln.de/fileadmin/user_upload/Studi-
en/Gutachten/PDF/2024/IW-Gutachten_2024-Beschifti-
gung-vor-und-nach-dem-Renteneintritt.pdf

obstacles and are unable to find work as a result,
the federal government aims to enable long-term
integration into the labour market by means of
training, improved health promotion and reha-
bilitation measures. It will also enshrine the “pas-
sive-active transfer” welfare-to-work scheme
into law and expand it, remove placement bar-
riers, tighten claimant obligations and sanctions
on the basis of a rights-and-responsibilities ap-
proach, abolish the grace period during which a
person’s assets and savings are disregarded, and
link the level of disregarded assets and savings to
a person’s lifetime employment history.

Skills

The federal government will continue to de-
velop its skilled labour strategy with the involve-
ment of the Linder. Key action areas include in-
itial and continuing vocational education and
training, the use of existing labour potential,
quality of work, and targeted immigration. The
reformed Skilled Immigration Act (Fachkrdfteein-
wanderungsgesetz) paves the way for Germany to
become a modern and attractive destination for
skilled workers internationally. Building on this,
the federal government will continue to improve
the fitness for purpose of the legal framework
for skilled immigration. The focus is on end-to-
end digitalisation, centralising processes in a
work-and-stay agency - a single point of contact
for skilled immigration with a one-stop-shop IT
platform - and accelerated recognition of profes-
sional qualifications acquired abroad.

Process streamlining and acceleration will
enhance the attractiveness of Germany as a des-
tination, including for highly qualified specialists.
Important initial steps have already been taken.
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Since 1 January 2025, processing has been made
faster with the ability to submit applications for
the national visa procedure digitally from any-
where in the world. The process is also already
digitalised in cases where the Federal Employ-
ment Agency is involved. Better use also needs
to be made of the foreign potential labour force
already present in Germany. The coalition agree-
ment therefore provides for rapid and long-term
integration of refugees into the labour market
with a combination of past work experience plus
language learning and further training/upskill-
ing in parallel with employment.

Present-day and projected skills shortages per-
tain to a very wide range of qualification levels. This
makes the initial and continuing vocational educa-
tion and training system crucial to closing the skills
gap. Education, upskilling and further training are
also essential in order to unleash the potential of
the changing world of employment and thus se-
cure economic growth. The federal government
will support young people above all in entering em-
ployment with the aid of a skills drive.

Education, research and innovation

Education, research and innovation are high
priorities for the federal government. Education
is the key to social justice and equal opportunities,
regardless of origin or status. In future, education
should be conceived and organised in an even
more integrated way, from early childhood edu-
cation in families and day care centres to general
schooling, vocational training and lifelong learn-
ing. Within the framework of educational feder-
alism, the working relationship between the fed-
eral government, the Linder and local authorities
is to be improved and rendered more efficient
with shared, crosscutting education goals. Having
due regard to the federal division of powers, rele-
vant and measurable educational goals are to be
agreed upon for the next decade.

German Medium-Term Fiscal-Structural Plan 2025-2029

With the Third Act on the Further Develop-
ment of Quality and Participation in Child Day
Care (Drittes Gesetz zur Weiterentwicklung der
Qualitdt und zur Teilhabe in der Kindertagesbe-
treuung), the federal government is contributing
to ensuring uniform quality levels in early child-
hood education. For the additional burden they
incur in connection with the main Act on the
Further Development of Quality and Participa-
tion in Child Day Care (KiTa-Qualitdts- und Teil-
habeverbesserungsgesetz - KiQuTG), the Lander
gain an additional amount of around €2bn in
each of 2025 and 2026 by way of a change in the
allocation of value added tax in their favour. The
Lander have already received a total of around
€9.5bn in federal support for improving the qual-
ity of child day care over the years 2019 to 2024,
likewise by way of a change in the vertical alloca-
tion of value added tax.

Commencing in the 2024/2025 academic
year, the “Startchancen” programme for a better
educational start in life provides targeted support
over a period of ten years to about 4,000 gener-
al education and vocational schools that have a
high proportion of socially disadvantaged pupils.
Schools included in the programme will offer
children and young people evidence-based learn-
ing support as well as wide-ranging opportuni-
ties to shape their individual education pathways
and develop their personalities. In doing so, the
schools will take into account pupils’ individual
starting situations. The federal government and
the Lander are investing some €20bn over the
ten-year programme period.

Under the planned Digital Pact 2.0, the fed-
eral government also intends to support the
Lander in further improving digital infrastruc-
ture in schools. In total, it aims to provide €2.5bn
for the new Digital Pact.



The 29th Act Amending the Federal Training
Assistance Act (Bundesausbildungsférderungs-
gesetz - BAf6G) introduced further improve-
ments in education and training assistance. This
increased the exempt income amounts, basic
needs amounts and accommodation amounts for
school students, higher education students and
apprentices. Equal opportunities in education are
also furthered by the introduction of “Studien-
starthilfe”, a one-off grant of €1,000 for young
students from financially disadvantaged families
when they begin a course of higher education.

Providing financial support to higher edu-
cation institutions remains a key priority for the
federal government. On the basis of an agree-
ment to strengthen teaching and learning in
higher education (Zukunftsvertrag Studium und
Lehre stdrken), the federal government and the
Lander work together to promote quality im-
provements in higher education and to ensure
that sufficient student places remain available in
Germany to meet demand. Like the Pact for Re-
search and Innovation (Pakt fiir Forschung und
Innovation), this programme was given fresh mo-
mentum starting in 2023. Approximately €2.1bn
is earmarked for this purpose in the 2025 feder-
al budget. A total of approximately €8.93 billion
in federal grants will be made available in 2025
to leading research centres participating in the
Pact for Research and Innovation IV (German
Research Foundation, Fraunhofer-Gesellschaft,
Helmholtz Association, Leibniz Association and
Max Planck Society), enabling them to conduct
high-quality basic and applied research. The an-
nual institutional grants once again show a 3%
year-on-year increase.

To promote innovation and growth over the
long term, the new High-Tech Agenda is to be
launched - a major initiative to boost value cre-
ation and technological sovereignty in Germany
and thus also to enhance the country’s security

and defence capabilities. Technology-agnostic in-
novation ecosystems and research fields are to be
funded with clear goals and milestones, involv-
ing university and non-university actors, indus-
try and start-ups. As a first step, federal research
and innovation funding will prioritise key tech-
nologies such as artificial intelligence (AI) and
quantum technology.

Climate change mitigation

The federal government is a global advo-
cate of ambitious climate policies and is taking
far-reaching measures to limit climate change.

Switching to climate-friendly production can
entail high initial investment that only pays off
in the long term. To achieve the climate targets,
Germany is focusing on reliable across-the-board
carbon pricing embedded in a consistent poli-
cy mix for the most cost-effective and efficient
decarbonisation path. In accordance with Sec-
tion 9 of the Federal Climate Change Act (Bun-
des-Klimaschutzgesetz), the federal government
will present an ambitious new climate action
programme in order to achieve the emission re-
ductions required to meet the climate targets. At
national level, emissions from buildings and road
transport in particular have been priced since
2021 under a national emissions trading system.
These sectors are scheduled to be subject to pric-
ing at European level from 2027 onwards under
the revised EU Emissions Trading System (ETS II).
The ETS II was adopted as part of the EU’s “Fit for
55” package, as was the extension from 2024 of
the existing ETS I system for industry and energy
to include the maritime sector. As a result, in fu-
ture, up to 75% of all carbon emissions in the EU
will be subject to emissions trading. This further
reinforces an important instrument for efficient-
ly meeting climate targets. Proceeds from Ger-
many’s national carbon pricing scheme are allo-
cated to the Climate and Transformation Fund,
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and the same will apply to Germany’s share of
proceeds from the EU’s emissions trading system.

In order to prevent carbon leakage (the shift-
ing of carbon emissions to countries outside the
EU without comparable carbon pricing), a Car-
bon Border Adjustment Mechanism (CBAM) was
introduced in 2023. Following the current transi-
tion phase, during which only reporting obliga-
tions apply, a carbon price will be levied on cer-
tain goods imported into the EU from January
2026 onwards. The goods in question are mainly
basic inputs, including steel, iron, aluminium, ce-
ment, fertiliser, hydrogen and electricity. Con-
comitant with the introduction of CBAM, the
allocation of free allowances to the affected sec-
tors in the EU will be gradually phased out and
is scheduled to be fully discontinued by 2034. To
reduce the competitive disadvantages faced by
European producers in export markets that lack
comparable carbon pricing, the federal govern-
ment is working at European level to establish a
means of offsetting such disadvantages for ex-
ports of CBAM-relevant products while taking
due account of WTO concerns. In addition, there
are plans to expand the scope of the CBAM in the
medium-term, in particular to include imports of
downstream products made using the basic in-
puts concerned and to cover other ETS sectors.
This will make it possible to further mitigate the
risk of carbon leakage and strengthen the com-
petitiveness of European producers.

A number of key policies promote the decar-
bonisation of the building sector. These include
the Buildings Energy Act (Gebdudeenergiegesetz)
and the Heat Planning Act (Wdrmeplanungs-
gesetz). Goals in the modernisation of heat supply
include affordability, technology-neutrality, se-
curity of supply and climate change mitigation.
To this end, the Buildings Energy Act is to be sim-
plified and made more technology-neutral and
flexible. It is also to be made easier to reconcile

German Medium-Term Fiscal-Structural Plan 2025-2029

the development of local authority heat ener-

gy plans with the Buildings Energy Act. Another
key decarbonisation measure is the revision of
the conditions for the federal funding for the ef-
ficient buildings programme (Bundesférderung
fiir effiziente Gebdude). This provides homeown-
ers, companies and local authorities with finan-
cial support for energy-efficient building retro-
fits and the replacement of heating systems. The
federal government supports the decarbonisation
and expansion of district heat networks with a
federal funding programme for efficient heat net-
works (Bundesférderung fiir effiziente Wdrmenet-
ze). Investment and funding needs are rising. An
increase in funding for the programme is there-
fore planned. To fund the efficient buildings pro-
gramme and top out the funding of the prede-
cessor programmes, the first draft budget of the
Climate and Transformation Fund for the 2025
fiscal year provided for cash funds of €14.4bn.

A further contribution will be made by the
continuation beyond 2025 - as provided for in the
coalition agreement - of the “Deutschlandtick-
et” nationwide local and regional public transport
pass. Funding will also continue for the conver-
sion of local public transport fleets to zero-emis-
sion buses. For the decarbonisation of road trans-
port, the coalition agreement provides for the
expansion of charging infrastructure for cars and
commercial vehicles. Tax incentives for electric
mobility were also agreed as part of the federal
government’s immediate action programme. In
the act establishing an immediate tax-based in-
vestment programme to strengthen Germany as
a business location (Gesetz fiir ein steuerliches In-
vestitionssofortprogramm zur Stdrkung des Wirt-
schaftsstandorts Deutschland), the federal govern-
ment is supporting electric mobility in business
enterprises with accelerated depreciation and
an increase in the maximum list price (including
VAT) for electric company cars to qualify for tax
relief.



To help achieve the climate targets for the
industrial sector by 2030, the carbon pricing
scheme is backed up by targeted demand-side
and supply-side incentives supporting early in-
vestment in decarbonisation and encouraging
reinvestment in climate-neutral restructuring.
The funding is focused on technological de-
velopment, with the resulting know-how and
economies of scale catalysing the subsequent
widespread technology rollout. The federal gov-
ernment is also continuing to build the founda-
tions and incentives for green lead markets by
way of European standards and regulations. The
objective is to develop markets for goods that
are produced in a climate-friendly manner and

thus to reduce the need for government support.

The Climate and Transformation Fund provides
funding in particular for measures that promote
energy-efficient building retrofits, the decarbon-
isation of industry (notably carbon contracts for
difference and the federal funding programme
for industry and climate action), the develop-
ment of a hydrogen economy, the expansion of
climate-friendly mobility and renewable energy,
and improvements in energy efficiency.

Energy supply

The process of transitioning the gas import
infrastructure from pipeline-based gas imports
from Russia to liquefied natural gas (LNG) began
in winter 2022/2023 with the commissioning
of two government-chartered floating storage
and regasification units (FSRUs) in Wilhelms-
haven and Brunsbiittel as well as one private
FSRU in Lubmin. Currently (as of June 1, 2025),
three FSRUs are in regular operation by the fed-
eral government (two in Wilhelmshaven, one in
Brunsbiittel), while the privately operated Bal-
tic Sea terminal was relocated from Lubmin to
Mukran on 1 September 2024. This process con-
tributes to diversifying the gas supply, increases
security of supply and reduces dependence on

individual exporting countries such as Russia.
The North Sea FSRUs are to be replaced by three
land terminals in Brunsbiittel, Stade and Wil-
helmshaven by 2030.

The federal government has set itself the goal
of successfully implementing the energy transi-
tion while continuing to ensure high security of
supply and consistency with the decarbonisation
targets. This includes lowering energy costs in
the short- and medium-term, systematically ex-
panding renewable energy sources and efficiently
and securely aligning the overall energy system
- and particularly the electricity system - with
the mounting share of renewable generation. To
further expand renewables and energy storage,

a secure investment framework incorporating
market-based instruments is to be established to
facilitate the ramp-up at minimum subsidy cost
(see Section 5.2 for further details).

Security, defence and international
responsibility

The ongoing Russian war of aggression
against Ukraine has fundamentally altered the
European security architecture. Looking ahead,
Europe - including Germany - will have to take
on greater responsibility for security. In light of
this and the new NATO capability targets, Ger-
many is set to further increase its defence spend-
ing.

Under compliance with the debt rule in Ar-
ticles 109 and 115 of the German Basic Law,
there was limited fiscal latitude in Departmen-
tal Budget 14 (Defence). The Bundeswehr Special
Fund and fiscal planning in compliance with the
debt rule would not have sufficed to ensure the
necessary expansion of capabilities. External se-
curity is a core task of government whose con-
stitutional importance is clearly highlighted in
Articles 45a, 87a and 115a of the German Basic
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Law. A resolute, sustained expansion of defence
capabilities is politically imperative in order to
meet the responsibilities to NATO and the NATO
capability targets.

In 2024, Germany spent 2% (around €90bn)
on defence for the first time since reunifica-
tion. Defence spending is set to rise continuous-
ly through to the end of the electoral term. The
level of defence spending is geared among other
things to the jointly agreed NATO capability tar-
gets.

The strength of German foreign policy
hinges on the country’s economic and securi-
ty strength and on the integrated coordination
of foreign, security and development policy.
Strengthening global partnerships is a key com-
ponent of these efforts. In the area of develop-
ment cooperation, Germany has for years been
the second-biggest donor in absolute figures by
some margin (after the US). In terms of official
development assistance (ODA) - including fed-
eral, Linder and municipal expenditures - in re-
lation to gross national income (GNI), Germany
is actually the largest donor in the G7 (EU ODA
spending included). The 2024 budget contained
some €21bn in ODA spending, of which the Fed-
eral Ministry for Economic Cooperation and De-
velopment (BMZ) accounted for the largest share
(approximately €11.2bn), followed by the Federal
Foreign Office (approximately €3.8bn). Around
€19.4bn is earmarked for ODA in the second gov-
ernment draft federal budget for 2025. Germany
attained a provisional ODA ratio of 0.67% of Ger-
man GNI in 2024.
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5. Medium-term economic
policy: Structural reforms
and investment

5.1.  Reforms and investment underpinning
the extension of the adjustment period

For the duration of the MTFSP, the federal
government has agreed to take various measures
that pave the way for lasting improvements in
the potential for growth and resilience, support
the sustainability of public finances and address
the country-specific recommendations issued by
the EU. It should be noted that in the European
Commission’s Debt Sustainability Monitor 2024,
the short-term risks to Germany’s fiscal stabil-
ity are assessed as low and the medium- and
long-term fiscal stability risks as moderate. The
measures also aim collectively to increase pri-
vate investment activity and to prioritise and fa-
cilitate public investment. As the size and age of
the private and public capital stock significant-
ly influences the productivity of private-sector
economic activity, a substantial upside impact is
expected in terms of the medium- to long-term
growth potential of the German economy. Espe-
cially in view of demographic ageing, expanding
and stabilising the labour supply - as targeted by
various measures in the reform package - will
likewise have a direct positive effect on medi-
um- to long-term growth. Reducing bureaucracy

and improving efficiency in public administra-
tion increases the availability of macroeconom-
ic resources, lifts production process efficien-

cy and thus also positively impacts medium- to
long-term growth potential. Boosting growth
potential has an indirect positive effect on the
medium- and long-term sustainability of public
finances. Several measures in the reform package
(see Table 6) also directly influence the trajectory
of public expenditure and revenue. The reform
package directly links in with the country-specif-
ic recommendations (CSRs) for 2025, and in par-
ticular recommendations one, three and five. The
measures in the reform and investment pack-
age are described in the following together with
their impacts.

Strengthening of private investment activity

Investment is a key driver of economic
growth and technological progress. An up-to-
date capital stock adapted to key macroeconom-
ic challenges enhances productivity, enables high
household incomes and efficient production
processes in industry.
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Tax incentives for research are to be made
more attractive by extending the range of eligi-
ble expenditures and raising the maximum as-
sessment basis. This provides added incentives
for business enterprises to invest in R&D. R&D
expenditure generates a positive macroeconom-
ic externality. The taxation rules can help bring
R&D expenditure towards the level desirable
from a welfare perspective. By extending the re-
search allowance to include additional overheads
and other operating costs and raising the maxi-
mum assessment basis, the tax incentives for re-
search are made more attractive for firms of all
sizes. Increasing eligible expenditure by a fixed
percentage for overheads and operating costs is
consistent with state aid requirements and sim-
plifies the procedure. This promotes innovation
activity and contributes to a long-term increase
in total factor productivity and hence growth po-
tential. Making research funding more attractive
in this way and the declining balance deprecia-
tion are tax-related measures that help improve
the tax mix to support inclusive growth and sus-
tainable competitiveness (CSR 2025.1).

A key element in strengthening private in-
vestment activity is the mobilisation of more
privatesector capital for the venture capital as-
set class, particularly from institutional inves-
tors. A Wachstumsfonds IT (Growth Fund II) is
planned to succeed the successful Wachstums-
fonds Deutschland (Growth Fund Germany). The
growth fund aims to provide startups and young
technology-oriented companies with the capital
they need to grow better and faster. It mobilises
capital from institutional investors and, operat-
ing as a fund of funds, invests in venture capital
funds with a focus on Europe and primarily Ger-
many. Startups and young technology-oriented
companies often engage in high-risk, high-re-
turn investment that has positive spillover ef-
fects for the economy as a whole. Improving the
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availability of capital in this area therefore makes
a significant contribution to Germany’s innova-
tive capacity and growth potential. The growth
fund has a leverage of about 1:2, meaning each
euro of public funding unlocks two euros’ worth
of private-sector investment. This significantly
increases the pool of capital available to innova-
tive companies and strengthens the ecosystem
for venture capital in Germany. Fundraising for
Wachstumsfonds IT is slated to start at the begin-
ning of 2026. As with its predecessor, the planned
size of the fund is €1bn, two-thirds of which
(leverage 1:2) is again intended to be raised from
private-sector institutional investors. Growth
finance for startups and young technology-ori-
ented companies also contributes to a noticea-
ble gain in resilience by increasing public funding
for transformative innovation and facilitating the
diversification of the economy and business dy-
namism. It supports entrepreneurship, improving
access to finance for start-ups and scale-ups (CSR
2025.3).

Streamlining and speeding up planning and
approval procedures for renewables are further
important measures to remove barriers to invest-
ment and stimulate more. The Geothermal Energy
Acceleration Act (Geothermie-Beschleunigungsge-
setz) and the Hydrogen Acceleration Act (Wasser-
stoff-Beschleunigungsgesetz) aim to streamline
planning and approval procedures and enhance
planning certainty. This helps to expedite market
ramp-up and has a positive impact on econom-
ic output. Investment in renewable energy and
products based on it increases demand for capital
goods and constitutes an expansion of the over-
all capital stock. The prospect of an increase in the
supply of energy, coupled with accelerated grid
upgrading, efficiency improvements and cost re-
ductions, could help stabilise energy prices. These
measures also enhance the security of supply of
energy and reduce energy import dependency.



Action is being taken to streamline and accel-
erate approval procedures in residential construc-
tion. Construction investment accounts for about
half of private investment activity in Germany.
Structural relief and lower building costs can thus
lead not only to an increase in investment activi-
ty itself, but also to efficiency gains on a macroe-
conomically significant scale. In many cases, the
housing shortage in metropolitan areas hinders
the efficient reallocation of labour, preventing
employers from matching up with workers. The
draft act on accelerating residential construction
and securing the supply of housing (Wohnungs-
bau-Turbo or “housing construction turbo”) adopt-
ed by the federal cabinet on 18 June 2025 aims to
facilitate residential construction by widening the
scope for obtaining exemptions from a land-use
plan in favour of residential construction, for dis-
pensing with the requirement for developments
to blend in with the surroundings, and for tem-
porary, extensive derogations from provisions of
planning law. This boosts growth potential via
direct effects on economic output and indirect
effects on labour mobility. The draft act aims to
improve the conditions for housing investments by
simplifying regulation and procedures and mobilis-
ing additional building land (CSR 2025.3).

Labour market: Improving the legal framework
and facilitating skilled immigration

Demographic change, especially as the baby
boomer cohorts reach retirement age, is a key
impediment to the medium-term growth of the
German economy as it reduces the potential
size of the labour force. The federal government
therefore prioritises measures that help strength-
en and stabilise the labour supply.

Under current law in Germany;, it is only pos-
sible to return to fixed-term employment with a
previous employer if there are objective grounds
for the fixed term. This also applies to retirees.

The federal government will lift the ban on con-
secutive fixed-term employment contracts in the
case of people who have reached the standard
retirement age, thus making it easier for retirees
to return to their previous employer. This facili-
tates the voluntary continuation of employment
for both parties to an employment contract and
therefore helps ensure the supply of skilled la-
bour. Making it easier for older employees to re-
main in active employment also helps to safe-
guard the long-term sustainability of the pension
system, while maintaining pension adequacy (CSR
2025.1) and mitigating risks to the medium- and
long-term sustainability of public finances.

To secure demand for skilled labour and in-
crease its potential labour force, Germany also
relies on skilled immigration. Long and involved
procedures often prove to be major obstacles here.
To reduce these key obstacles to labour migration
to Germany, a digital agency for skilled immigra-
tion is to be established that brings together and
accelerates all labour migration processes together
with the recognition of professional and academic
qualifications. Such a work-and-stay agency, close-
ly linked to structures in the Lander, could greatly
simplify the immigration of skilled foreign work-
ers to the German labour market, thereby helping
to stabilise the supply of skilled labour. A basic el-
ement of this package of measures is a one-stop-
shop IT platform.

Skilled workers generally pay above-average
taxes and social insurance contributions while
claiming fewer state transfer benefits than the
average domestic worker. This leads to a posi-
tive net contribution to the general government
budget and strengthens the long-term sustaina-
bility of public finances.

6 See https://mediendienst-integration.de/fileadmin/
Dateien/Expertise_Werding_Kosten_Einnahmen_Migra-
tion_Beitrag_Staatshaushalt_Mediendienst.pdf
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Alongside targeted skilled immigration, im-
proving the labour market integration of ref-
ugees already living in Germany also helps in-
crease the labour supply. The federal government
aims to facilitate the rapid and long-term inte-
gration of refugees into the labour market. To
this end, the approach followed in the “Job-Tur-
bo” plan of action launched by the federal gov-
ernment and the Federal Employment Agency is
to be retained, combining past work experience
with language learning and further training in
parallel with employment. Even though the ref-
ugee employment rate rises steeply with increas-
ing length of stay in Germany, the current level
among people in their first year in the country is
less than satisfactory at 10%. It should be borne
in mind that refugees are banned from work-
ing during asylum proceedings and in the event
of a rejection. The ban on working is time-lim-
ited in some instances. In many cases, this ef-
fectively precludes labour market integration,
at least to start with. The temporary work bans
have already been shortened to a maximum of
six months and are to be further reduced in fu-
ture to a maximum of three months. Shortening
the duration of work bans for refugees can not
only help stabilise the labour supply and poten-
tial labour force, but also strengthen the sustain-
ability of public finances, as people in well-paid
jobs cease to necessitate expenditure for transfer
benefits. All three of the above measures serve to
increase labour supply and tackle the shortage of
skilled workers (CSR 2025.5).
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Public investment: Strengthening growth
potential with an improved policy framework
and efficiency gains

Germany has a considerable public invest-
ment backlog leading to major deficiencies in
all areas of public infrastructure and reflected in
increasingly outdated public capital stock. The
German Bundestag and Bundesrat have there-
fore laid the foundation for gradually reducing
this investment backlog in the form of the Spe-
cial Fund for Infrastructure and Climate Neutral-
ity (SVIK), to be established based on the March
2025 amendments to the German Basic Law for
the fiscal package (see also Chapter 3 and Section
4.3). The coalition agreement provides for the
federal share of fund expenditure to be heavily
front-loaded over the term of the fund.

To ensure that the associated funds are ac-
tually used to modernise and expand the pub-
lic capital stock, the legislation establishing the
fund will clarify the additionality criterion for
investment laid down in the German Basic Law.
This means that funds under the fiscal package
will be specifically earmarked for investment
purposes. The economic literature shows that
public investment has higher multipliers than
consumer spending and transfers, especially in
the medium-term, so an increase in the public
investment ratio positively impacts growth po-
tential. This reform, which ring-fences public
investment against consolidation requirements
in the core budget over the next twelve years,
boosts growth potential by modernising and ex-
panding the public capital stock. The additional-
ity criterion for investment improves the quality
of public finances (CSR 2025.1). It is met if invest-
ment expenditure (adjusted for financial trans-
actions) exceeds 10% of total federal core budget
expenditure (adjusted for financial transactions



and expenditure in accordance with the sectoral
exemption for defence). The reform will be im-
plemented by the act establishing the Special
Fund for Infrastructure and Climate Neutrality.
This act will clearly define the policy framework
for public investment in the coming years. In this
way, it significantly enhances the reliability of the
federal government’s fiscal and economic policy,
provides stable expectations for and builds con-
fidence among economic operators, and reduc-
es uncertainty. There is therefore expected to be
a positive impact on private investment, growth
of which will further strengthen economic resil-
ience in Germany.

Public procurement law constitutes the legal
framework for public procurement in Germany.
With an annual order volume in the triple-digit
billions of euros, public procurement is not only
important for the fulfilment of governmental
functions, but is also significant in macroeco-
nomic terms. The simplification of public pro-
curement law will improve the implementing
conditions for public procurement processes and
make procedures faster, simpler and more digital.
Public procurement law is also to be realigned
with its objective of economical, non-discrimi-
natory and corruption-free procurement. Rais-
ing thresholds will significantly accelerate and
streamline much of the low-value procurement.
Largely digital award and review procedures will
also help improve efficiency. Overall, the reform
will simplify matters for public-sector clients and
contractors alike, freeing up resources for other,
higher-productivity activities in both the pub-
lic and private sectors. Accelerated procurement
procedures thus have a complementary effect to
the prioritisation of public investment spend-
ing and will noticeably improve value for money.
More efficient processes in public administration
also contribute to the quality of general govern-
ment spending by way of increased spending ef-

ficiency. Additional (limited-term) simplifications
under public procurement law are planned in the
area of defence in order to significantly acceler-
ate public procurement for the Bundeswehr. This
measure facilitates public investment by tackling
the bottlenecks in planning and execution at all
levels of government (CSR 2025.1).

Ajoint federal and Lander working group
on improving the efficiency of public adminis-
tration, established under the German Recov-
ery and Resilience Plan (DARP), aims to speed up
planning and approval procedures and stand-
ardise requirements for lower levels of the ad-
ministrative hierarchy. This will accelerate funds
disbursement and improve the efficiency of
administrative processes. Key elements of this
package of measures include the digitalisation of
administrative services and the simplification of
requirements when applying for funding. Digi-
talised administration leads to faster and more
efficient execution of administrative procedures,
reduces the burden on households and compa-
nies and thus contributes to an increase in gener-
al economic efficiency.’

Reining in excessive bureaucracy is crucial in
order to increase efficiency in public administra-
tion and reduce the burden on the economy. Red
tape can inhibit innovation, delay investment
and damage private sector competitiveness. The
federal government has set itself the target of
cutting the cost of bureaucracy to business by
25% (around €16bn) and reducing compliance
costs for businesses, the public and the admin-
istration by at least €10bn. Each government
department contributes to these targets under
its own responsibility. The resulting reduction
measures are to be combined in annual cross-de-

7 This measure complements other federal government
efforts to modernise government (see Section 5.2).
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partmental bureaucracy reduction acts. Needless
red tape ties up valuable resources and time for
businesses, the administration and the public,
preventing them from being put to productive
use. Conversely, less bureaucracy and greater ef-
ficiency can save public expenditure or release it
for productive purposes. This measure therefore
has a positive effect on growth potential while
separately strengthening the sustainability of
public finances by reducing resource use.

In addition to their complementary effect on
the efficiency of public spending, the last three
measures can boost private investment by simpli-
fying regulation, reducing administrative burden
and speeding up the digitalisation of the public ad-
ministration (CSR 2025.3).

Fiscal consolidation

Sustainable public finances are a fundamen-
tal requirement for a functioning and effective
state. Accordingly, in the coming years, the feder-
al government will increasingly implement sys-
tematic and long-term consolidation measures
that go well beyond those outlined in this plan.
To ensure the quality of public finances, it is es-
sential to be able to draw on a comprehensive re-
view of government functions with unequivocal
findings.

One such analysis is provided by the Subsi-
dy Report of the Federal Government. The report
presents each federal financial assistance item
and tax benefit in detail and provides a wealth of
quantitative and qualitative information. Among
other things, this includes the objectives pur-
sued, the amount of funding disbursed, the sus-
tainability of each measure in accordance with
the German Sustainable Development Strategy,
and evaluation findings. Summary overviews ad-
ditionally show the development of the subsi-
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dy volume over the reporting period, the largest
subsidy categories and the allocation of funds by
objective. The Subsidy Report is thus a key aid in
identifying and exploiting scope for consolida-
tion and an important tool for evidence-based
and target-oriented expenditure management.
While it does not have binding implications for
policymakers, the Subsidy Report has a strong
signalling effect with regard to the alignment of
fiscal policy to the sustainability of public financ-
es. The systematic cataloguing of financial assis-
tance items and tax concessions enhances the
transparency of economic and fiscal policy. As a
result, the report contributes indirectly to fiscal
sustainability and to mitigating short-, medium-
and long-term fiscal sustainability risks.

Spending reviews provide another form of
analysis. These are thematic budgetary analy-
ses that supplement the government’s internal
procedure for preparing the federal budget and
are carried out jointly by the Federal Ministry of
Finance (BMF) and the federal ministries rele-
vant to the subject-matter of the analysis. Fed-
eral government spending reviews primarily fo-
cus on examining the aims of each government
measure, to what extent those aims are being
achieved and whether they are being achieved
in a cost-effective manner. The aim is to propose
improvements for the policy area in question,
ensure that budgetary resources are efficiently
allocated, improve government services and thus
create additional fiscal space for new measures
or tax cuts. Like the Subsidy Report, spending re-
views do not have binding implications for pol-
icymakers, but they do have a strong signalling
effect for aligning fiscal policy to the sustaina-
bility of public finances. By focusing on the aims
and impacts of federal spending, spending re-
views pave the way for improved target-oriented
and outcome-oriented budget management. By
facilitating policy decisions on the efficiency and



effectiveness of federal expenditure, this measure
contributes indirectly to fiscal sustainability and
to mitigating short-, medium- and long-term fis-
cal sustainability risks.

The Federal Government will draw up a pro-
posal to revise the existing system of tobacco
duty for all smoking products beyond 2026. This
measure serves to secure tax revenues by way of
predictable price increases, increase health pro-
tection and prevent consumers from switching
to illegal tobacco products. It also has the effect
of mitigating short-, medium- and long-term fis-
cal sustainability risks.

Overall assessment of the macroeconomic and
fiscal impacts of the reform and investment
package

The macroeconomic impacts of the reform
and investment package operate on the output,
expenditure and income side. On the expend-
iture side, the package is expected to provide
stimulus most of all for public and private invest-
ment and to a lesser extent, via second-round
effects, for private consumption. On the output
side, the measures are expected to influence po-
tential output across all components.

Prioritising investment within the reform
and investment package, in terms of both gov-
ernment spending and tax incentives, is not only
expected to have positive short-term effects, but
also to lead in the medium-term to the expan-
sion of capacity and - due, among other things
to improvements in the capital stock - higher
productivity. The measures to reduce the costs of
bureaucracy, in their own right, are also primar-
ily expected to enable a more productive alloca-
tion of resources such as working time, but also
to have the effect of supporting investment. This
is because, as well as reducing fixed costs and la-
bour input (for example with fewer reporting re-

quirements and more digitalisation), cutting bu-
reaucracy costs is also expected to lower the cost
of entry to research and knowledge-intensive
markets, reduce planning costs and lead times,
and hence promote investment and innovation.

The consolidation measures are fiscally re-
strictive, but their in some cases negative mac-
roeconomic impacts are expected to be small in
the short- to medium-term. In the aggregate, it
should also be noted that short-term supply-side
restrictions and capacity shortfalls could reduce
the expected positive macroeconomic impact
from increased investment. For this reason, some
measures in the package, such as the legal pro-
visions to speed up planning procedures and re-
duce bureaucracy costs, not only have a positive
impact in general, but are also expected to coun-
teract potential capacity bottlenecks in planning
and material procurement in the wake of the fis-
cal package. The measures to increase work in-
centives also counteract capacity shortfalls by
increasing the labour supply in the medium- to
long term, both in terms of the numbers in em-
ployment and hours worked.

In total, real GDP in 2029 is expected to be
around one percentage point higher than it
would have been without the measures.® The net
fiscal impact of the reform and investment pack-
age is positive, particularly because - alongside
consolidation measures - it is mainly made up

8 This quantification does not constitute a forecast or
projection, but an isolated assessment of the measures
based on academic evidence and model simulations. The
baseline for the quantification is the federal government’s
2025 fiscal plan. It does not in any way pre-empt the
autumn 2025 federal government projection, partly because
the reform and investment package is one aspect among
many that will be incorporated in the federal government’s
next projection and consequently cannot be regarded in iso-
lation from other developments (economic trends, revised
data, geopolitical developments, etc.).
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of legislative and regulatory changes that have

a positive impact on GDP but for the most part
do not entail any significant direct costs in the
form of higher expenditure or lower revenue.’ In
terms of the general government budget balance,
the reform and investment package is therefore
likely in its own right to generate average annu-
al general government surpluses of around 0.2
percentage points of 2024 nominal GDP by 2029.
Cumulatively speaking, this would amount to
around one percentage point over the entire pe-
riod under consideration (2025-2029). This repre-
sents a balanced contribution relative to the risks
to the medium- and long-term sustainability of
public finances, which the European Commission
currently assesses as “low” in the short- term and
“moderate” in the medium- to long term.

5.2. Further reforms and investment

spending in response to the country-specific
recommendations and to address the common
EU priorities

Box 3: Country-specific recommendations of
the Council of the European Union

The Council of the European Union recom-
mends that Germany take action in 2025
and 2026 to:

1. Reinforce overall defence and securi-
ty spending and readiness while ensuring
debt sustainability in line with the Euro-
pean Council conclusions of 6 March 2025.
Submit the MTFSP by end -July 2025, as
planned. In line with the requirements of
the reformed Stability and Growth Pact,

9 As already noted above, the financial resources under
the Special Fund for Infrastructure and Climate Neutrality
(SVIK) are not included in the reform and investment pack-
age, but are covered along with the sectoral exemption for
defence spending and the debt rule for the Lander as part

of the fiscal package described in Chapter 3 and Section 4.3.
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limit the growth in net expenditure in
2025 and 2026 to a rate consistent with
putting the general government debt on

a plausibly downward trajectory over the
medium-term and main-taining the gen-
eral government deficit below the 3% of
GDP Treaty reference value, while making
use of the allowance under the nation-

al escape clause for higher defence ex-
penditure. Strengthen public investment
by tackling the bottlenecks in planning
and execution at all levels of government.
Improve the quality of public finances

by containing transfers from the federal
budget to the pension system and review-
ing the efficiency of public spending. Safe-
guard the long-term sustainability of the
pension system, while maintaining pen-
sion adequacy, including by promoting
longer working lives and reducing the in-
centives for early retirement. Improve the
tax mix to support inclusive growth and
sustainable competitiveness, also by reduc-
ing disincentives to increase hours worked,
in particular for second earners.

2. Inview of the applicable deadlines

for the timely completion of reforms

and investments under Regulation (EU)
2021/241, ensure the effective implemen-
tation of the recovery and resilience plan,
including the REPowerEU chapter. Ac-
celerate the implementation of cohesion
policy programmes (ERDF, JTF and ESF+),
building, where appropriate, on the oppor-
tunities offered by the mid-term review.
Make optimal use of EU instruments, in-
cluding the opportunities provided by the
InvestEU programme and the Strategic
Technologies for Europe Platform, to im-
prove competitiveness.



3. Boost innovation by facilitating research
commercialisation and by increasing public
funding for transformative innovation. Fa-
cilitate the diversification of the economy,
business dynamism and boost private in-
vestment by supporting entrepreneur-ship,
improving access to finance for start-ups
and scale-ups, simplifying regulation, and
reducing administrative burden. Speed up
the digitalisation of the public adminis-
tration, including by improving the geo-
graphic coverage of digital public services
and facilitating cooperation between gov-
ernmental levels. Accelerate the roll-out of
very high-capacity digital communication
networks, also involving the private sector.
Improve the conditions for housing invest-
ments by simplifying regulations and pro-
cedures, reviewing the rental law and mo-
bilising additional building land, with the
concurrent aim of tackling the housing af-
fordability challenges.

4. Further reduce the overall degree of de-
pendency on fossil fuels and facilitate the
expansion of renewable energy. Focus in-
vestment on efficient and integrated en-
ergy systems, including by upgrading the
electricity network, ensuring cost-efficient
expansion and flexibility to support the in-
tegration of renewable energy and to adapt
to fluctuating demand and supply to meet
increased balancing needs. Accelerate the
process of decarbonising the buildings and
transport sectors, including by renovating
the rail network.

5. Increase labour supply and tackle the
shortage of skilled workers, notably by in-
creasing hours worked, strengthening ba-
sic, green and digital skills and better at-
tracting and retaining talent from non-EU
countries. Improve education outcomes, in-

cluding by promoting excellence and pro-
viding targeted support to disadvantaged
groups. Improve the availability and quality
of early childhood education and care and
whole-day schools to encourage carers, of-
ten women, to work and to promote equal
opportunities for all children.

The federal government is tackling the key
economic challenges and consistently imple-
menting the EU recommendations. The reform
and investment measures in the MTFSP address
many of the EU country-specific recommenda-
tions and EU common priorities.

The European Pillar of Social Rights (EPSR)
- as one of the EU common priorities - thus
contributes to good working conditions, reduc-
ing inequalities and improving people’s living
conditions. The federal government is com-
mitted to the goals, values and principles of the
European Pillar of Social Rights. Alongside the
EPSR itself, these are (i) a fair green and digital
transition, including consistency with the Euro-
pean Climate Law; (ii) social and economic resil-
ience; (iii) energy security; and (iv) where neces-
sary, the build-up of defence capabilities.

Measures underpinning an extension to the
adjustment period have already been covered
in Section 5.1. Section 5.2 now presents further
measures for implementing the country-specif-
ic recommendations from 2025.

Furthermore, the reforms and investment
spending described in this section are in many
cases consistent with or complementary to the
objectives defined in the German Recovery and
Resilience Plan (DARP) and align with cohesion
and structural policy towards a smart, green,
better connected, social and citizen-centred Eu-
rope.
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Improving the conditions for investment:
Strengthening public investment and removing
obstacles to private investment

In order to remain an innovative, produc-
tive and internationally competitive economic
and industrial nation, Germany needs to sub-
stantially raise the pace of investment. This ap-
plies in particular to capacity building in the
security and defence sector, meeting climate
neutrality targets, the ongoing digital trans-
formation and the urgent need to address the
investment backlog in infrastructure and con-
struction. The federal government is therefore
working to significantly increase the incentives
for private investment, make it easier for the
private sector to invest, and considerably ex-
pand public investment.

The bulk of this additional investment has
to come from the private sector, which gener-
ally accounts for around 90% of all investment.
An immediate action programme to improve
investment incentives (see Section 5.1) is to be
backed with significant cuts in the corporate tax
burden (see Section 4.3). From 2032, the total tax
burden on incorporated companies will be just
under 25%, compared to just under 30% today.
This not only signals to business enterprises
that investing in Germany is significantly more
worthwhile, but also makes it easier for them to
accumulate equity capital, thus rendering them
more resilient and less vulnerable to crisis.

The Special Fund for Infrastructure and Cli-
mate Neutrality (SVIK) (see Section 4.3) will en-
able a significant rise in public investment over
the next twelve years. To facilitate this addition-
al investment, the federal government will im-
plement complementary structural reforms to
improve efficiency along the entire chain from
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planning to executing public spending projects.
In addition to streamlining, digitalising and ac-
celerating public procurement law and the var-
ious measures in the Federal-Linder pact for
the acceleration of planning and approval pro-
cedures, this also includes lifting the need for a
formal planning approval procedure in the case
of infrastructure projects for the replacement
of existing infrastructure. Fast and efficient dis-
bursement of funds for public investment can
make for significantly better targeting and in-
crease its positive impact on growth potential.

Reducing bureaucracy, accelerating planning
and modernising public administration

Bureaucracy ties up business resources
that cannot then be used for investment or re-
search and development. Needlessly complicat-
ed and costly regulations and long-drawn-out
planning and approval procedures harm long-
term productivity growth and the innovative
strength of an economy.

The federal government aims to cut the
cost of bureaucracy to business by 25% (around
€16bn) and reduce compliance costs for busi-
nesses, the public and the administration by at
least €10bn. Furthermore, the “one in, one out”
rule is to be stepped up to a “one in, two out”
rule. In addition to the immediate action pro-
gramme to reduce bureaucracy (see Section
5.1.), the remit of the National Regulatory Con-
trol Council (Normenkontrollrat) is to be broad-
ened to include reviewing the bureaucratic bur-
den of subordinate legislation. Moreover, the
federal government plans among other things
to extend the use of process improvement re-
views which, from a user perspective, identify
interdependencies between individual provi-
sions and specific potential for relieving the
burden.



To enable the faster execution of investment
projects in future, the federal government is
pressing ahead with the digitalisation of the jus-
tice system and speeding up planning and ap-
proval procedures. In this regard, the coalition
agreement provides that the pact for the accel-
eration of planning, approval and execution is
to be fully implemented in collaboration with
the Lander in the first half of the electoral term
and will then be reviewed and revised. As part
of the immediate action programme, among
other things, the legal basis for the acceleration
measures in the energy sector covered in Sec-
tion 5.1 is to be established by this summer. Spe-
cifically with regard to the judiciary, there are
plans to introduce online pro-ceedings in civil
courts and a digital notarisation procedure. The
reporting obligations under the Act on Corpo-
rate Due Diligence Obligations in Supply Chains
(Lieferkettensorgfaltspflichtengesetz) are also to
be abolished immediately in order to reduce the
burden on business.

Finally, in the course of 2025, the federal
government is developing an ambitious mod-
ernisation agenda for government and admin-
istration. The aim is to digitalise administrative
services, eliminate duplication and make the
administration more efficient and user-friend-
ly. To help achieve this, efforts are underway to
bring about a cultural change in public admin-
istration towards greater decision readiness. A
reorganisation of the federal relations within
the Federal Republic of Germany is also under
consideration.

Strengthening incentives to work and the
labour supply

A well-performing labour market and sus-
tainable and inclusive social security systems
are indispensable as a basis for resilience, sover-
eignty and innovation. The federal government

therefore aims to make better use of previous-
ly untapped employment potential in order

to counteract demographic ageing and the re-
sulting shrinkage of the labour pool and hence
hours worked. Transformation and structural
change, digitalisation and artificial intelligence
constitute additional challenges faced by the la-
bour market requiring a suitable response. In
addition to the measures listed in Table 6 and
in Section 4.3, further reforms are needed to
strengthen employment, particularly among
women, older people and transfer recipients,
and also to promote skilled labour migration.
Not least, these include measures to help recon-
cile work and care, especially considering that
86% of people in need of care are looked after at
home, mainly by relatives and other carers, in
many cases women.

To make overtime more worthwhile in fu-
ture, bonuses for overtime in excess of full-time
working hours as specified in or agreed under
a collective agreement are to be made tax-ex-
empt. Incentives for part-time workers to work
overtime are also to be increased. Any overtime
bonus paid by an employer is to be subject to
tax relief.

The female employment rate in Germany
is very high by international standards. Howev-
er, many women work part-time. As well as be-
ing due to tax and social insurance disincentives,
this is partly because of the lack of high-quality
childcare. To improve this, the Lander are to re-
ceive continued support under the Act on the
Further Development of Quality and Participa-
tion in Child Day Care (KiTa-Qualitdts- und Teil-
habeverbesserungsgesetz; see also Section 4.3).
Support for the recruitment of childcare profes-
sionals will also continue. Work-integrated de-
gree programmes for educational professionals
are to be introduced while retaining the recog-
nised qualification framework levels. The recruit-
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ment of international day care professionals is to
be accelerated, simplified and expanded. The ex-
pansion of allday childcare is to continue.

Social benefits are to be combined and bet-
ter coordinated. The aim is to make it more at-
tractive for people drawing benefits to increase
their working hours. To fundamentally reform
the complex web of responsibilities and over-
laps within the welfare state, a commission on
welfare state reform is to be established in col-
laboration with the Lander and local authori-
ties and is to present its findings before the end
of the fourth quarter of 2025.

Decarbonisation of the transport sector

To accelerate the decarbonisation of the
transport sector, the federal government fo-
cuses on reliable across-the-board carbon pric-
ing embedded in a broad, consistent policy mix
that takes distributional effects into account (see
also Section 4.3). Ramping up electric mobility
is essential in order to achieve future-ready, cli-
mate-friendly transportation. The federal gov-
ernment will therefore promote electric mobil-
ity with a wide-ranging action package, among
other things by expanding and securing funding
for a user-friendly nationwide charging network
in line with demand, a fast-charging network
for cars and commercial vehicles, and increased
funding for commercial depot charging. Ze-
ro-emission commercial vehicles are to continue
to be exempt from road tolls beyond 2025. Fund-
ing is also to be provided for a hydrogen infra-
structure for commercial vehicles. The federal
government also aims to make it more attrac-
tive from a tax perspective for businesses to pur-
chase electric vehicles by allowing electric vehi-
cles used for business purposes to be depreciated
in the year of purchase at an accelerated rate of
75% of purchase cost.
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The federal government will increase in-
vestment in the German rail network in order
to accelerate its modernisation. As a statuto-
ry policy instrument, the federal government
will develop an “Infraplan” and back it with a
commensurate binding funding commitment
(Eisenbahninfrastrukturfonds or Rail Infrastruc-
ture Fund). Upgrading of high-performance
rail corridors is to be funded out of the Special
Fund for Infrastructure and tied to its duration.
The upgrade plan for the high-performance
corridors is to be reviewed and revised on an
ongoing basis.

Energy

To successfully manage the energy tran-
sition, the federal government faces the chal-
lenge of lowering energy costs in the short-
and medium-term, systematically expanding
renewable energy sources and efficiently and
securely aligning the overall energy system -
and particularly the electricity system - with
the mounting share of renewable generation.
In this connection, the federal government has
the goal of continuing to ensure high security
of supply and consistency with the decarboni-
sation targets, despite the structural changes in
energy generation and consumption.

The federal government plans an immedi-
ate action programme to provide consumers
with rapid relief from high energy costs. This
includes retaining a reduction in electricity
duty for manufacturing industry, agriculture
and forestry to the minimum permissible EU
rate based on the EU legal framework. Electric-
ity prices are also to be brought down to a com-
petitive level by raising the federal contribution
to grid costs. To this end, the federal govern-
ment plans to subsidise transmission network
costs so as to directly reduce transmission net-
work charges and indirectly also reduce the



prices charged by downstream distribution net-
work operators. These short-term measures will
relieve both retail and commercial consumers.
They help avoid international competitive dis-
advantages and disincentives to switching from
fossil to electricity-based technologies.

The federal government also plans action
in various areas to stabilise energy costs for the
long term and improve security of supply. Based
on a reality check, grid expansion and upgrad-
ing is to proceed in line with demand and the
needs of the system as a whole. Grid and re-
newable energy development need to be better
synchronised. Removing obstacles to system
flexibility — including by speeding up and fa-
cilitating the rollout of smart meters and pro-
moting dynamic tariffs - is crucial to overall
system efficiency. For the further expansion of
renewables and energy storage, a secure invest-
ment framework incorporating market-based
instruments is to be established to facilitate the
ramp-up at minimum subsidy cost. Policies to
enhance security of supply include a revision of
the power plant strategy with regard to invest-
ment in dispatchable capacity. There are plans
to launch technology-neutral, competitive calls
for tenders incentivising the construction of up
to 20 gigawatts’ worth of new dispatchable pow-
er plants.

For successful decarbonisation of the heat-
ing sector, the federal government is stepping
up federal funding for efficient heating net-
works in order to promote the development of
local and district heating networks.

5.3. Investment needs related to the EU
common priorities

Surmounting Germany’s macroeconomic
challenges will take considerable government
investment, especially in the next few years.
There is a huge need to catch up in various ar-
eas, including transport infrastructure, digital
infrastructure and the transformation to cli-
mate neutrality. The new geopolitical situation
calls for investment primarily in defence, but
also with regard to greater resilience, enhanced
sovereignty and more innovation. A signifi-
cant proportion of transportation, digital and
climate investment is made by the Lander and
local authorities, in some cases backed by cor-
responding federal funding programmes. With
the Special Fund for Infrastructure and Climate
Neutrality as a central fiscal policy instrument,
the federal government is ensuring that invest-
ment needs are addressed in the years ahead.

Build-up of defence capabilities

The Russian war of aggression against
Ukraine in violation of international law has
exposed the Bundeswehr’s inadequate resourc-
es. Considerable investment is needed to close
equipment gaps, strengthen the Bundeswehr’s
defence readiness and meet NATO commit-
ments. The most urgent investment needs have
already been addressed with the Bundeswehr
Special Fund, primarily for large items of mili-
tary equipment. To enable the necessary invest-
ment and ensure Germany'’s long-term secu-
rity, the federal government has allocated 2%
of GDP to defence spending since 2024. This
is backed up by the sectoral exemption for de-
fence-related expenditure from the national
debt rule (see Chapter 3 and Section 4.3).
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Resilience, sovereignty and innovation

Enormous private and public investment
is needed in order to limit medium- and long-
term risks to Germany as a business location
- such as risks of critical dependence on indi-
vidual third countries and of transitioning too
slowly to a climate-neutral and digital economy
- and to safeguard long-term competitiveness.
Examples include infrastructure for importing
liquefied natural gas as a transition fuel and in-
vestment in state-of-the-art, rapidly dispatcha-
ble and climate-friendly gas-fired power plants.

Innovative capacity in general and invest-
ment in key technologies and the digital trans-
formation are crucial to the future competi-
tiveness and resilience of the German economy.
Germany is striving both to secure and to sys-
tematically extend its strong position among
the world’s innovative nations. The aim is to
retain a place among the world leaders in key
cross-sectional technologies of the future.

Technological sovereignty is another ma-
jor pillar of Germany’s economic security. To
achieve it, Germany and the EU must be able to
understand, produce and further advance key
technologies. The federal government is there-
fore pushing ahead with investment plans in
these areas together with European partners. The
aim is to raise the pace of innovation across the
board, especially in strategic technology fields
such as microelectronics, Al, quantum technolo-
gies and biotechnology.

Investment in these areas should predom-
inantly be made by the private sector. In par-
ticular instances, however, overriding interests,
market deficiencies or externalities may make it
appropriate to provide public support. This ap-
plies among other things to capacity building in
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key areas such as the Important Project of Com-
mon European Interest (IPCEI) Microelectron-
ics and Communication Technologies, the IPCEI
Next Generation Cloud Infrastructure and Ser-
vices and the planned investment funding for
production in the photovoltaics sector.

Mobility and transport infrastructure

Mobility is central to the productivity of
the economy and is also an important quali-
ty-of-life factor. Mobility in Germany should be
green, efficient, accessible, smart and affordable
for all. There is substantial need for investment
in the expansion and upgrading of transport in-
frastructure to this end.

In line with the transformation towards cli-
mate neutrality, the federal government is plac-
ing a focus on additional investment in rail in-
frastructure. The priority is a general over-haul
of 40 high-performance rail corridors by 2030.
At the same time, investment is also needed
to ramp up climate-friendly private transport,
for example with programmes for the rollout
of charging infrastructure in both public and
non-public spaces.

Modernisation of government and
digitalisation

For both citizens and the economy to benefit
over the long term from an efficient, digital ad-
ministration, what is needed is a digital revolution
and transformation leading to a modernised Ger-
many. That will take major investment in capacity
building and digital literacy in the public sector
and the comprehensive digitalisation of adminis-
trative and public services. This investment in the
modernisation of government is of fundamental
importance in order to increase the efficiency of
public processes and improve quality of service in
administration for businesses and the public.



Transformation to climate neutrality

Major investment is required for the de-
carbonisation and energy transition needed to
combat climate change. This includes expand-
ing renewables and upgrading the electricity
grid, improving energy efficiency and investing
in the production of selected transformation
technologies referred to as net-zero technolo-
gies. There is also considerable need for invest-
ment in the decarbonisation of industry and
the establishment of a hydrogen economy, in-
cluding the development of a hydrogen core
network. Finally, carbon capture and storage
(CCS) and carbon capture and utilisation (CCU)
technologies complement the accelerated ex-
pansion of renewables and energy-efficient
production processes as indispensable aids on
the road to climate neutrality. The federal gov-
ernment will swiftly adopt a legislative package
for the capture, transportation, utilisation and
storage of carbon dioxide, particularly for hard-
to-avoid emissions in the industrial sector and
for gas-fired power plants. This investment will
help achieve the national and European climate
targets, safeguard the competitiveness of the
German economy and shape a sustainable fu-
ture.
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6. Sustainability of
public finances

6.1. Trends in the debt-to-GDP ratio in the
period to 2041 and sensitivity analyses

The trends in the debt-to-GDP ratio shown
in the following are the outcome of calcula-
tions based on the debt sustainability analysis
(DSA) methodology agreed by the EU member
states for use in MTFSPs, and on the assump-
tions agreed with the Commission. The trends
shown are not a federal government projection
of the most likely path of the debt-to-GDP ra-
tio, but rather reflect the compatibility of the net
expenditure path (excluding the NEC) in Table
4 with the requirements of the European fiscal
rules under Regulation (EU) 2024/1263 and the
commonly agreed European DSA methodology.*°
See Table Annex A for the results of the DSA in
relation to Table 4.

Table 4 shows the net expenditure path
without the flexibility under the NEC, as the ac-
tivation of the NEC is still pending. The NEC
is expected to be activated in parallel with the
recommendation on the MTFSP. On activation
of the NEC, the relevant net expenditure path

10 On the commonly agreed European DSA methodology,
see Section I1.1 of the European Commission’s Debt Sus-
tainability Monitor 2023 (https://economy-finance.ec.eu-

ropa.eu/publications/debt-sustainability-monitor-2023_en).
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would be that shown in Table 5. This would like-
wise meet the requirements of the commonly
agreed European DSA methodology (see Table
Annex B). However, as the minimum require-
ments under Articles 7 and 8 of Regulation (EU)
2024/1263 would not have to be met with the
NEC activated, and as deductible defence spend-
ing could be incurred under the NEC in addition
to the path in Table 5, the debt-to-GDP ratio with
the NEC activated is likely to be higher overall
than in the path excluding the NEC shown in Ta-
ble 4.

The next projection of the debt-to-GDP ra-
tio will be made in the Draft Budgetary Plan on
the basis of the fiscal projection and including
defence spending. From the present perspec-
tive, the actual debt-to-GDP ratio in 2029 could
also be noticeably higher than in the calculations
based on the commonly agreed European meth-
odology.

The results shown in both Table Annex A and
Table Annex B are not expected trends in the
debt level. They go beyond the planning hori-
zon in the MTFSP and the German budget. The
large positive primary balances are determined
by modelling. Germany will therefore need to
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implement significant additional structural re-
forms in good time in order to maintain positive
primary balances from 2030 onwards and avoid
an increase in the debt-to-GDP ratio.

Based on the projections under the com-
monly agreed European methodology and the
assumptions presented in Section 4.2 and Table
Annex A, the net expenditure path excluding
the NEC over the years 2025 to 2029 shown in
Table 4 leads to a debt-to-GDP ratio of less than
60% of GDP in 2041 in all DSA scenarios (cen-
tral adjustment scenario and stress scenarios).
The requirements in Article 10 of Regulation
(EU) 2024/1263 are thus met. The minimum re-
quirements in Articles 7 and 8 of Regulation (EU)
2024/1263 for reducing the debt-to-GDP ratio
and reducing the structural deficit are also met.

Stochastic simulations based on the com-
monly agreed European methodology - mod-
elling variations in key variables such as GDP
growth, inflation, interest rates and the struc-
tural primary balance based on quarterly data
since 2000 - show a probability of greater than
70% that the debt-to-GDP ratio will decline from
2032 onwards. The requirements in the Regula-
tion are therefore also met in this regard.

The actual debt trajectory can diverge con-
siderably from that determined on the basis of
the commonly agreed European methodology.
There are therefore various plausible trajecto-
ries for the debt level. The lasting increase in de-
fence spending targeted by the federal govern-
ment, which is necessary for European security,
would result in a continuous rise in the debt-to-
GDP ratio if the government failed to take res-
olute action to prevent it. The federal govern-
ment has already adopted significant measures
to increase public and private investment, which
will contribute to higher growth and thus re-

duce the debt-to-GDP ratio in their own right.
These measures are not taken into account in
the results based on the commonly agreed Euro-
pean methodology. Table A7c in Table Annex A
presents a scenario in which structural primary
balances are held constant at the 2024 starting
level. In this case, the debt-to-GDP ratio would
climb to over 88% of GDP by 2041. To prevent
this scenario from materialising, the federal gov-
ernment will take further steps in the current
electoral term to ensure that the debt ratio falls
again in the 2030s and is at a significantly lower
level by 2041.

6.2. Measures to strengthen the sustainability
of public finances

Demographic situation and challenges

Demographic change is one of the main
challenges to the long-term sustainability of
public finances, especially in the next decade. It
calls for financial, economic and social policies
that balance future expenditure and income in
such a way that the long-term sustainability of
public finances is assured. This necessitates in-
vestment and policies to strengthen growth po-
tential and, to an equal extent, structural reforms
for the targeted consolidation of public finances.
The fiscal commitment in this MTFSP follows
this guiding principle.

Today, around 50% of the German popu-
lation is over the age of 45 and 20% is over 66.
By the end of the 2030s, the baby boomer co-
hort will have reached retirement age. This will
significantly increase the number of pension-
ers, both in absolute terms and relative to the
working-age population. In the short- to medi-
um-term, positive net immigration of the kind
that has been seen continuously since 2010 can
mitigate the population decline from low birth
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rates. However, increased immigration will not
halt demographic ageing. Over the next 15 years,
the working-age population (defined as people
aged between 15 and 64) is expected to fall from
63% of the total population in 2024 (53.0 million)
to just 60% by 2040 (50.5 million; see left panel
of Figure 1). In parallel, there will be a particu-
larly steep rise in the proportion of people aged
65 and over, from 23% in 2024 to around 27% by
2040. The same trend - for both the working-age
population and the over-65s — will then contin-
ue at a somewhat more moderate pace through
to 2070 (see left panel of Figure 1). The foreseea-
ble demographic ageing process - which is more
relevant to the long-term sustainability of public
finances than the absolute population figure -
will be mitigated by the immigration of predom-
inantly younger people, but will remain basically
unchanged. The old-age dependency ratio - the
number of people aged 65 and over per 100 peo-
ple aged 15 to 64 - will thus rise from 35.9 in
2024 to 44.7 in 2040 (see right panel of Figure 1).

Figure 1: Demographic trends in Germany
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Demographic change also influences po-
tential output. The European Commission esti-
mates that potential output grew by an average
of around 0.6% over the last four years and will
grow by an average of around 0.5% in the com-
ing years 2025 to 2029. However, this estimate
does not include the growth-boosting effects of
additional investment expenditure under the fis-
cal package and the reforms in the immediate
action program.

The effects of the projected decline in po-
tential GDP growth can be counteracted by fiscal
and economic policy geared to investment, in-
novation, employment and promotion of com-
petition. The federal government’s immediate
action programme fast-tracks numerous meas-
ures to strengthen Germany’s economic growth
for the summer of 2025. These include an invest-
ment drive (see Chapter 3 and Section 4.3) along
with complementary measures to increase the
innovativeness and competitiveness of the Ger-
man economy (see Chapter 3 and Section 4.3).
Among these are a high-tech agenda and an in-
vestment booster with declining balance de-
preciation for plant and equipment investment.
The investment offensive is backed by numerous
measures to streamline and accelerate planning
and approval procedures, with benefits for the
economy. The coordinated expansion of digital
infrastructure in particular harbours consider-
able efficiency potential for private and public
processes. Increasing skills and labour shortages
will place a premium on digital solutions across
all areas of government and business. The coali-
tion agreement also provides for a 25% reduction
in the costs of bureaucracy for business. Above
and beyond this, the coalition agreement addi-
tionally features ambitious projects for digital-
ising administration, including adoption of the
once-only rule, a one-stop-shop IT platform for
administrative services, and harnessing artificial

intelligence to automate and improve the effi-
ciency of administrative processes. All of these
measures aim to unlock potential efficiency
gains and create good enabling conditions to put
the German economy on track for growth.

It is also important to better tap into the
employment potential of German and foreign
workers and to implement measures to im-
prove the performance potential of the working
population. The federal government’s immedi-
ate action programme delivers initial impetus
here with the extension of the investment pro-
gramme to expand all-day child care and the in-
troduction of the “active pension” tax relief on
earnings in retirement, thus contributing to the
stability and long-term sustainability of public
finances.

There continues to be a need for adequate
provision to meet demand both in child day care
and for the support of home nursing care. Meet-
ing this need paves the way for a further increase
in female employment, with commensurate pos-
itive effects on GDP growth, gender equality and
the sustainability of public finances.

The long-term sustainability of public financ-
es is ensured if the state is able to meet its finan-
cial obligations over the long term. Demograph-
ic change will lead to an increase in age-related
expenditure over the next 15 years. This can be
countered with a combination of increased eco-
nomic growth and structural consolidation. In-
creased public investment, including as a result
of the investment drive, contributes to the mod-
ernisation of public infrastructure and the capi-
tal stock. This leads to more private investment
(“crowding-in” effect) and in the long term to
higher productivity and faster economic growth.
Structural reforms in areas such as cutting red
tape, digitalisation and faster approval proce-
dures can also unleash further growth potential.
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Federal government policies additionally
target numerous policy approaches to ensure
long-term sustainability. They include struc-
tural measures to strengthen the labour supply
and boost the overall productivity of the econo-
my. These cover both government revenues and
spending and extend across a range of policy
areas, including investment and growth-friend-
ly fiscal and economic policies, pensions,
healthcare and long-term care, and family and
education policies. Digital services can deliv-
er substantial savings across all policy areas, for
example with the digitalisation of application
procedures.

Old-age pensions

Demographic change is the central chal-
lenge with regard to old-age pensions. It is
necessary to maintain the stability of statuto-
ry pension insurance along with confidence in
the pensions system. Important measures have
been implemented in recent years to address
the foreseeable demographic challenges. An ex-
ample is the incremental increase of the stand-
ard retirement age to 67 by 2031, which will
contribute to a better intergenerational balance
between those receiving a pension and those
paying contributions. The contribution rate for
statutory pension insurance has stood at 18.6%
since 2018. In 2024, the replacement rate before
tax was 48.0%. Demographic change is expect-
ed to result in a rise in the contribution rates
for statutory pension insurance from 2027. Due
to the statutory adjustment rules, this will also
lead to a stronger rise in federal transfers to the
statutory pension system.

In the form of the “active pension” (Aktiv-
rente) arrangement, the federal government will
create an added financial incentive for people to
voluntarily work longer. The resulting labor po-
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tential provides an additional growth impetus,
which can lead to higher tax revenue and social
insurance contributions.

Additionally, the ban on consecutive fixed-
term employment contracts is to be lifted for re-
tirees, thus making it easier for them to return to
their previous employer and continue working
for a fixed term.

Under the coalition agreement, all newly
self-employed persons who do not come under a
mandatory pension scheme are to be included in
the statutory pension insurance system. Over the
long term, this is likely to change the structure
and size of the population covered by statutory
pension insurance.

The federal government aims to implement
reforms strengthening the two funded pillars of
retirement provision in Germany - occupation-
al pensions and private retirement provision.
In the area of occupational pensions, specific
adjustments to the social partner-ship model
and cover rules are planned in order to make
occupational pensions more widespread and
enable higher investment returns. Support for
low income earners is to be improved in par-
ticular. A reform of private pension provision
is intended to cut red tape, abolish mandatory
guarantees and reduce administrative, product
and signup costs. Simplified government fund-
ing is planned specifically to address small and
medium incomes. In total, these reforms are in-
tended to improve the take-up of funded pen-
sion provision and thus lead to a higher level of
retirement provision that is less dependent on
demographic trends in Germany.



Health and nursing care

Demographic change also directly influenc-
es the sustainability of the statutory health in-
surance (SHI) and statutory long-term care in-
surance systems. It will compound the financial
situation of the two systems on both the income
and the expenditure side. This is firstly because
the growing percentage of pensioners pays lower
average contributions to both systems, as pen-
sions are typically smaller than people’s previous
salaries. Secondly, average health and care ex-
penditure rises sharply in old age. In health care,
advances in medicine and technology are also
pushing up expenditure. With a view to the long-
term sustainability of the statutory health and
long-term care insurance systems, and to contin-
ue to provide the best possible medical care for
the people they serve, structural reforms of the
health system are essential. The coalition agree-
ment provides for a comprehensive package of
structural adjustments and short-term measures
to halt the persistent rising expenditure trend of
recent years and close the structural gap between
expenditure and revenue.

Key measures to improve efficiency and
quality in in-patient care in the next few years
have already been adopted in a hospital reform
(the Hospital Care Improvement Act — Kranken-
hausversorgungsverbesserungsgesetz). Among
other things, this introduces up-front funding
for service provision, thus curbing the incen-
tive for hospitals to expand their case volumes.
Laying down minimum resource requirements
and quality criteria helps ensure an appropriate
concentration of health care structures and thus
aims for a more resource-efficient allocation of
scarce human and financial resources. A hospi-
tals transformation fund provides financial sup-
port for this necessary reform of the hospitals
landscape.

The introduction of the electronic patient
record (EPR) on 15 January 2025 (on an opt-out
basis) for all SHI patients will aid the exchange
and use of health data. Looking ahead, the fed-
eral government will build on the EPR, and the
already established electronic prescriptions, to
make systematic use of the opportunities aris-
ing from digitalisation. To this end, the coalition
agreement includes plans to improve data ex-
change between insurance providers and physi-
cians, avoid duplicate documentation and fur-
ther improve the conditions for digital services
such as video medicine and telemedicine.

The Federal Government will continue to
pursue the structural reform path, in particular
with improvements in cross-sectoral care. Re-
forms to emergency care and ambulance servic-
es provided for in the coalition agreement aim to
improve the channelling of SHI patients to emer-
gency facilities. This is expected to create signif-
icant savings potential for the system, as it ena-
bles more people to be examined and treated on
an outpatient basis. The coalition agreement also
provides for a revision of sector-independent flat
fees per case in order to better interconnect out-
patient and inpatient services. This is also intend-
ed to incentivise outpatient service provision.
The coalition agreement also includes plans for
a mandatory primary care practitioner system in
order to improve patient care management.

To identify additional specific measures for
the consolidation of SHI finances, a commission
is to be set up - with the involvement of experts,
sectoral associations and unions - to present fur-
ther proposals by spring 2027.

For statutory long-term care insurance, a
major care reform is planned in order to se-
cure the long-term financing and affordability
of the long-term care insurance system and to
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promote non-residential and home care. The
basis for this reform is to be developed by a fed-
eral-Linder working group at ministerial level
with the involvement of local authority associ-
ations.

There are also plans to give care profession-
als greater decision-making authority in care
matters under a Nursing Professional Authority
Act (Pflegekompetenzgesetz), to introduce a new
master’s-level advanced practice nurse (APN)
professional nursing qualification and to estab-
lish a nationally standardised nursing assistant
apprenticeship. The aim is to improve profes-
sional authority in nursing and make better use
of the capabilities of nursing professionals in
the provision of care. This will improve efficien-
¢y in nursing care by eliminating the unneces-
sary involvement of physicians and emergency
hospital admissions and enabling single-source
care by nursing care professionals. The above
reforms will also lead to a modernisation of
nursing professions and attractive training and
development opportunities at all qualification
levels in nursing.

Employment and social affairs

The labour market is crucial to the long-term
sustainability of public finances. Given the ad-
vancing demographic aging, several challeng-
es lie ahead. A key approach to improving fiscal
sustainability is to make better use of the do-
mestic potential labour force. To this end, the
conditions for higher labour force participation
and increased working hours need to be further
improved for women, older workers and unem-
ployed people. Continuous skilled immigration
and rapid labour market integration are also
highly important.
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One major pillar of the federal government’s
reform programme consists of increasing em-
ployment, especially among women. The cur-
rent coalition agreement provides for an array
of measures in various areas. These include the
construction, expansion, renovation and mod-
ernisation of créches, day care and all-day care
centres; a quality improvement act for child day
care; gender-equitable sharing of child care and
nursing care responsibilities; consultation on
further revision of the acts on equal participa-
tion of women and men in leadership positions
(Fiihrungspositionen-Gesetz I and II); and trans-
position of the Pay Transparency Directive into
national law. A further goal is to improve the rec-
onciliation of work and family life (see Sections
4.2 and 5.3). These measures are complement-
ed among other things by tax relief on overtime
bonuses paid by an employer. Deadweight loss-
es are to be prevented by subjecting the meas-
ures to evaluation and by applying standard col-
lectively agreed working hours as the basis. A
planned income tax exemption for overtime pay
beyond full-time working hours is also intended
to increase the labour supply.

Another key pillar is increasing or extend-
ing the employment of older people - those who
are approaching or have already reached stand-
ard retirement age (see Sections 4.3, 5.1 and 5.2).
In the form of the “active pension” arrangement
and the lifting of the ban on consecutive fixed-
term employment contracts in the case of retir-
ees, the federal government is planning two cru-
cial reforms to extend employment beyond the
standard retirement age (see also under “Old-age
pensions”). There are also plans to improve ad-
ditional earning opportunities for recipients of a
surviving dependant’s pension. In 2023, around
six million people were paid surviving depend-
ants’ pensions, with about half subject to deduc-
tions for earnings. This represents corresponding
scope for employment potential.



Boosting skilled immigration is another ex-
press goal of the federal government, among oth-
er things to enhance the long-term sustainability
of public finances. Initial steps to improve skilled
immigration from third countries have already
been taken (see Section 5.1). Since 1 January 2025,
visa processing has been made faster with the
ability to submit applications for the national visa
procedure digitally from anywhere in the world.
The coalition agreement includes various meas-
ures to further improve skilled immigration. The
focus is on end-to-end digitalisation, centralis-
ing processes in a work-and-stay agency - a sin-
gle point of contact for skilled immigration - and
accelerated recognition of professional qualifica-
tions. This is intended to improve effectiveness in
relation to skilled immigration.

Tracking target achievement and
cost-effectiveness in the federal budget:
Spending reviews

Since 2015, the federal government has been
conducting subject-specific spending reviews
that complement the top-down budget prepa-
ration process. In thematic areas that change
annually, In the spending reviews, existing rev-
enue and spending categories are examined for
their achievement of targets (effectiveness) and
cost-efficiency (efficiency). The thematic areas
selected can include funding programmes, statu-
tory benefits and cross-departmental functions.
Spending reviews increase transparency regard-
ing the use of public funds and improve per-
formance budgeting. They also help to repriori-
tise spending, which creates fiscal space for new
measures affecting public finances on both the
revenue and expenditure side.

At its meeting on 10 April 2024, the feder-
al cabinet commissioned the Federal Ministry
of Finance to conduct the 12th spending review,

on how to implement the recommendations on
improving performance budgeting. This spend-
ing review builds on the work of the already
completed 11th spending review, which drew
up comprehensive recommendations on per-
formance budgeting. The findings of the 12th
spending review are expected in summer 2025.
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Table 6: Reforms and investment underpinning an extension of the adjustment period

RRF/ clemane Common EU Objective Implemen-
priorities tation

Improvement of the i. Drafting of implementing ~ CSR 2025.1 Social and Clarify how the revisions to the Ger- Q3 2025 Entry into
conditions for public acts on the Fund economic man Basic Law are to be implement- force of the
investment by clari- i.a. An act establishing the resilience ed with regard to incentivising and acts

fying the implemen- Special Fund for Infrastruc- enabling additional investment in

tation of the Special ture and Climate Neutrality infrastructure and climate neutrali-

Fund for Infrastruc- . ty. It relates among other things to

ture and Climate Neu- Lb. An act on the funding of modernisation of the rail network,

infrastructure investment

trality (SVIK) A T investment in .energy-rela-ted infra-
thorities sFructure and |nvestn.1e.nt.|n educa-

tion and research. This is intended
to address the considerable need for
modernisation and investment in
these and other areas and make a key
contribution to increasing the com-
petitiveness and growth potential of
the German economy.

2. Increasein the Increase in the assessment ~ CSR 2025.3  Social and Boost business research and devel- Q1 2026 Entry into
Forschungszulage basis for the research allow- economic opment activity with tax incentives force of the
(research allowance) ance resilience to provide noticeable growth stim- acts

ulus in the short-term and, in the
medium-term, lastingly increase pro-
duction capacity and innovative po-
tential in Germany.

3. Annual bureaucracy Each government depart- CSR 2025.3 Social and Noticeable reduction in excessive Q4 2027 Entry into
reduction act ment, acting under its own economic burdens of bureaucracy on business, force of the

responsibility, reduces costs resilience the public and administration with- acts
of bureaucracy for the econ- out lowering relevant standards of

omy and compliance costs protection. Reduction measures to

for business, the public and be combined in cross-departmental

administration, at least com- annual bureaucracy reduction acts.

mensurate with its partin

causing such costs. The re-
duction measures adopted
by the various department
are combined in an annual
bureaucracy reduction act.
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Table 6 continued

prIOFItIeS tation

Streamlining and ac-
celeration of Bundes-
wehr procurement

5. Simplification of pub-
lic procurement law

6. Improvement of em-
ployment opportuni-
ties for older people

7. Simplification of
skilled immigration

8. Improvement of em-
ployment opportuni-
ties for refugees

9. Continued increase in
tobacco duty

Bundeswehr Planning and
Procurement Acceleration
Act (Bundeswehr-Planungs-
und Beschaffungsbeschleuni-
gungsgesetz)

Simplification, among oth-
er things by raising amount
limits in sub-threshold range;
acceleration; digitalisation.

Lifting of the ban on con-
secutive fixed-term employ-
ment contracts in the case
of retirees, thus making it
easier for them to contin-
ue employment for a fixed
term.

Digital work-and-stay agen-
cy for foreign skilled workers
combined with accelerated
recognition of foreign quali-
fications.

Reduction of work bans for
refugees to a maximum of
three months

Impact evaluation of the
current tobacco duty model;
development of a propos-

al to extend it beyond 2026;
coordination and prepara-
tion of a legislative proposal.

CSR 2025.3

CSR 2025.3
CSR 2025.1

CSR 2025.5

CSR 2025.5

CSR 2025.5

CSR 2025.1

Digital transition,
economic
resilience, build-
up of defence
capabilities

Social and
economic resil-
ience, build-up
of defence capa-
bilities

Social and
economic
resilience

Social and
economic
resilience

Social and
economic
resilience

Social and
economic
resilience

Simplification, among other things by
raising amount limits in sub-thresh-
old range; acceleration; digitalisation.
As a result: process acceleration, in-
creased expenditure disbursement
and strengthening of public invest-
ment.

Process acceleration, increased
expenditure disbursement and
strengthening of public investment.

Higher employment rate beyond
standard retirement age

Combine, accelerate and digitalise la-
bour immigration processes and rec-
ognition of professional and academ-
ic qualifications.

Faster integration of refugees into
the labour market

Continuation of the existing tobac-
co duty model for all smoking prod-
ucts to secure tax revenues by way of
predictable price increases, increase
health protection and prevent con-
sumers from switching to illegal to-
bacco products

Q22026

Q22026

Q22026

Q4 2029

Q4 2028

Q4 2026

Entry into
force of the
acts

Entry into
force of the
acts

Entry into
force of the
act/amend-
ment

Availability of
a digital plat-
form

Entry into
force of the
act/amend-
ment

Entry into
force of the
acts
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Table 6 continued

RRF/ Common EU ... Implemen-

10. Housing construction:
simplification and

acceleration

11. Venture capital

investment:

Wachstumsfonds II

12. Subsidy report

Launch of a “housing con-
struction turbo” by permit-
ting derogations from plan-
ning law (while respecting
local planning autonomy),
easing of noise control stip-
ulations, extension of rules
preventing conversion of
rental housing to owner-oc-
cupied housing and exten-
sion of rules enabling the
designation of areas with a
housing market shortage.

Wachstumsfonds II (Growth
Fund II) to incentivise and
leverage investment aims
to mobilise venture capital
from institutional investors.

A subsidy report is prepared
by the federal government
every two years.

CSR 2025.3 Social and
economic
resilience

CSR 2025.3 Social and
economic
resilience

CSR 2025.1 Economic resil-
ience

Accelerate and simplify the con-
struction of new housing to boost
the supply of affordable units on the
housing market, particularly in met-
ropolitan regions

Improve financing conditions for
startups; provide startups and young
technology-oriented companies the
capital they need to develop

Analyse the impact of subsidised
programmes by reference to the
Subsidy Policy Guidelines, particular-
ly in terms of sustainability; facilitate
policy decision-making on subsidy
efficiency and effectiveness

Q12026

Q42026

Q3 2025
Q3 2027

Entry into
force of the
act

Commence-
ment of the
measure,
documented
by updated
communi-
cation clari-
fying imple-
mentation
of the Zuku-
nftsfonds
venture cap-
ital fund

Publication
of the subsi-
dy report
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Table 6 continued

353y Key elements CSR Corrjmf)r.m EU Objective Imple.men- Indicator
PA priorities tation

13.

14.

15.

16.

17.

Spending reviews

Acceleration of geo-
thermal energy

Acceleration of hydro-
gen development

Digital, innovative DARP
administration (Meas-
ure
6.2.1)
Offshore Wind DARP
Energy Act (Meas-
ure
7.1.5)

Spending reviews are the-
matic budget analyses on
key policy areas, also in-
corporating cross-cutting
issues into the budget pro-
cess from various perspec-
tives in an integrated ap-
proach and supplementing
the government’s internal
procedure for drawing up
the federal budget.

Geothermal Energy Acceler-
ation Act (Geothermie-
Beschleunigungsgesetz)

Hydrogen Acceleration Act
(Wasserstoff-Beschleuni-
gungsgesetz)

Joint federal-Lénder
program for efficient,
citizen-friendly and busi-
ness-friendly administration.

The Offshore Wind Energy
Act creates the conditions to
accelerate the construction
of offshore wind farms.

CSR 2025.1

CSR 2025.4

CSR 2025.4

CSR 2025.3

CSR 2025.4

Economic
resilience

Fair green
transition

Energy security

Fair green
transition

Energy security

Digital transition

Fair green
transition

Energy security

Examine the aims of each govern-
ment measure, to what extent those
aims are being achieved and whether
they are being achieved in a cost-
effective manner

Q3 2025

Accelerate the construction of
geothermal energy systems and
infrastructure to facilitate the condi-
tions for investment

Q22026

Accelerate the construction of
hydrogen economy systems and
infrastructure for faster and better
execution of investment projects

Q32026

Make administration more
effective, future-oriented and
innovation-friendly

Reduce barriers to the expansion of
renewables and the related grid in-
frastructure by streamlining planning
and approval.

Publication
of spend-
ing reviews
every 1-2
years

Entry into
force of the
act

Entry into
force of the
act

Meeting of
quantitative
targets in
the German
Recovery
and Resil-
ience Plan
(DARP)

Entry into
force of the
act
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Table 7: Further reforms and investment in response to the country-specific recommendations and to address the EU’s common priorities

[ No. |  Descriptionofmeaswe | RRE/ear EU priority*++

Labour market and human capital

1. Reform of basic income support for job seekers No 2025.1, 2

Basic income support for job seekers is to be reformed to increase work incentives and for faster labour 2025.5
market integration.

Key elements include:
+ Promotion of placement in employment, including priority on placement for people able to work.
+ Job centres to be provided with sufficient resources to ensure good labour market integration.

+ Upskilling and better health promotion (rehab) to enable long-term labour market integration of people
facing obstacles to placement.

» “Passive-active transfer” welfare-to-work scheme to be enshrined in law and expanded.

+ Claimant obligations and sanctions to be tightened on the basis of a rights-and-responsibilities
approach, having due regard to the Federal Constitutional Court case law.

« Abolition of the grace period for which a person’s assets and savings are disregarded, while the level of
disregarded assets is to be linked to lifetime employment history.

+ Abolition of the grace period for covering disproportionally high housing costs.

2. Tax-exempt overtime bonuses No 2025.5 2

To provide greater incentives to increase employment, bonuses for overtime in excess of full-time working
hours as specified in or agreed under a collective agreement are to be made tax-exempt. Full-time working
hours are defined as a minimum 34-hour working week if working hours are specified in or agreed under a
collective agreement, and 40 hours otherwise. Additional tax relief is to be provided for bonuses paid by an
employer to employees to further incentivise increases in working hours under existing part-time employ-
ment relationships. Any abuse is to be precluded.

3. Equal opportunities through education No 2025.2, 2
Secondary schools: 2025.5

i. Further development of the “Startchancen” programme for a better educational start in life and expan-
sion to include other schools. To ensure that more children meet the minimum standards in basic skills
(reading, writing and arithmetic) and to further reduce the link between background and educational
achievement, schools with a high proportion of socially disadvantaged students are to be provided with
targeted support.
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Table 7 continued

[ No. |  Descriptionofmeaswe | RRE/ear EU priority*++

Labour market and human capital
Early childhood education:

i) Introduction of a Quality Development Act (Qualitdtsentwicklungsgesetz) and replacement of the Child
Care Quality Act (KiTa-Qualitdtsgesetz). The following aspects will be taken into account in the Quality
Development Act: Integration of additional funding for early language learning day care centres (“Sprach-
Kitas”) and for day care centres with a high proportion of children from socially disadvantaged families
(“Startchancen-Kitas”).

ii) Support for child day care centre infrastructure: The coalition agreement for the 21st electoral term ex-
plicitly refers to investment in the construction, expansion and renovation of creches and day care centres.
Early childhood education is to be modernised on the basis of inclusion, health and safety, and digitalisa-
tion.

4, Skills offensive, digital skills pact and funding programme for digital participation No 2025.5. 2

The coalition agreement for the 21st electoral term includes a skills offensive (Weiterbildungsoffensive)
encompassing the following individual measures:

- Digital skills pact (Digitalpakt Weiterbildung): Financial support for the transition in educational
institutions to teaching and coaching with the aid of digital media.

+ Funding programme for digital participation (Férderprogramm digitale Teilhabe): Promotion of digital
participation across all income and age groups.

+ Continuation of the National Skills Strategy (Nationale Weiterbildungsstrategie): The coalition
agreement provides for the National Skills Strategy to be continued with a focus on greater
standardisation and transparency of qualification certificates. EU social targets for Germany by 2030
include a 65% participation rate in adult learning among 26-64-year-olds. The National Skills Strategy
is to incorporate a skills initiative for 2030 (Qualifizierungsoffensive 2030) with targets to be adopted by
the partners to the strategy.

+ Modernisation of the Distance Learning Protection Act (Fernunterrichtsschutzgesetz)

- Strengthening of higher education institutions as venues for further education

+ In-company further training to be supported, among other things with training mentors
« Improvement and better publicising of lifelong learning opportunities

Modular further education and training courses leading to a qualification are also to be promoted under
the coalition agreement. The aim is the long-term integration of people over 25 lacking a vocational
qualification with the aid of individual course modules that build towards such a qualification. Young
people are to be supported in entering employment with the aid of a skills initiative.
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Table 7 continued

| No. [ Descriptionofmeaswe | rerea EU priority***

Labour market and human capital

5.

Extension of the investment programme for the expansion of all-day schooling No 2025.5.

The Act on All-day Support for Children of Primary School Age (Ganztagsférderungsgesetz) gradually intro-
duces a legal right to all-day support for children of primary school age in school years one to four, com-
mencing in the 2026/27 school year. The investment programme for the expansion of all-day schooling
provides the Lander with financial assistance to expand the provision of all-day schooling and child care. As
the Lander have so far been slow to take up the funding, the investment programme is being extended by
two years.

Reducing bureaucracy, accelerating planning and modernising public administration
6.

“One for many” uniform procedural law for infrastructure projects No 2025.1,

Centrally laid-down approval procedures, uniform law and uniform solutions (“one”) for faster planning 20253
and approval and streamlined processes (“many”) in the field of infrastructure.

Acceleration act: Amendment of the Telecommunications Act (Telekommunikationsgesetz) to designate  No 2025.1,
network development a matter of overriding public interest 2025.3

The development of fibre optic and mobile networks is to be accelerated with an amendment to the Tel-
ecommunications Act, among other things with simpler and faster planning and approval procedures.
The act amending the Telecommunications Act was adopted by the German Bundestag on 27 June 2025.
Among other things, it designates net-work development as a matter of overriding public interest for a
limited period until 2030. The act still has to be approved by the Bundesrat.

Federal-Lander pact to accelerate planning and approval processes

A federal-Lander pact for the acceleration of planning, approval and execution comprising 150 measures
was adopted on 6 November 2023. The measures will simplify and accelerate housing construction, mobile
network development and the modernisation of roads, railways, bridges, renewable energy infrastructure
and electricity grids. The coalition agreement provides for the pact to be fully implemented in the first half
of the 21st electoral term.

2

2

1
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Table 7 continued

| No. [ Descriptionofmeaswe | reea EU priority***

Reducing bureaucracy, accelerating planning and modernising public administration
9.

10.

11.

Further development of the “one in, one out” rule

+ In 2015, the federal government introduced the “one in, one out” (OIOO0) rule to further reduce the
burden on business. The core of this approach is that the federal government must offset any additional
burden from new legislative initiatives with equal and opposite burden-reducing measures, without
obstructing desired policy measures. The rule relates to compliance costs. The federal government plans
a further development of the rule as follows:

» The OIOO rule is to be stepped up to a one in, two out (OITO) rule. This means every burden is to be
offset by measures that reduce the burden by at least double the amount.

» Removal of exemptions from the OIOO rule: The rule is also to apply in future to the public and
administration (not just to business). One-off implementation costs will also come under the rule in
future.

Strengthening the role of the National Regulatory Control Council (Nationaler Normenkontrollrat)

+ The coalition agreement provides for the National Regulatory Control Council to be made more
effective. To this end, its remit is to be broadened to include reviewing the bureaucratic burden of
subordinate legislation. It is to be more closely involved in legislative procedures.

+ By organisational directive of the federal government, the office of the National Regulatory Control
Council is to be brought under the Federal Ministry for Digital Transformation and Government
Modernisation (BMDS) (previously the Federal Ministry of Justice and Consumer Protection (BMJV)).

Conduct of process improvement reviews (Biirokratie-Praxischecks) in ministries and in legislative pro- No
cedures

« Process improvement reviews identify obstacles and solutions for specific case scenarios and
investment plans in close consultation with practitioners from business (or other affected stakeholders).

« Each federal ministry will conduct several process improvement reviews each year; such review are also
to be conducted in the early stages of legislative procedures.

Introduction of online proceedings as a new form of civil proceedings to simplify and improve access to No
justice

Online proceedings are to be trialled as a new form of civil proceedings at selected local courts. The aim is

to allow people seeking justice to assert monetary claims in straightforward, entirely digital court proceed-

ings. This will simplify access to justice in small claims cases. At the same time, the way the subject matter

of the proceedings is structured, the end-to-end digitalisation of the proceedings and more data-based
communication are intended to make the work of the courts more efficient and less resource-intensive.

2025.1,
2025.3

2025.1,
2025.3

2025.1,
2025.2,
2025.3

2

1
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Table 7 continued

[ No. |  Descriptionofmeaswe | RRE/ea* EU priority*++

Reducing bureaucracy, accelerating planning and modernising public administration

12. Introduction of a digital notarisation procedure at notaries and other authentication bodies No 2025.2, 1

Notarial procedures are to be streamlined, thus reducing bureaucracy, among other things to simplify busi- 20253
ness incorporation processes. This will make it possible to create electronic deeds, including in face-to-face
hearings. This option has so far only been available in the case of online notarisation.

The aim is faster, more efficient paperless processing.

13. Better coordination of social benefits No 2025.1, 2
The coalition agreement for the 21st electoral term provides for the following measures: ;8;?;

i. Social benefits are to be combined and better coordinated, for example by merging housing benefit
and child supplement

ii. Revision of child supplement: digitalisation (end-to-end); more favourable income deduction rules
iii. Administrative processes to be geared to personal circumstances and increasingly made application-
free. The administrative modernisation of social benefits is to serve as a blueprint for replication.

Administrative services are to be provided via a one-stop-shop platform, without any requirement for
personal attendance or written form.

iv. An ambitious modernisation agenda for government and administration is to be drawn up before the
end of 2025. The aim is to modernise the federal administration across all departments, introduce an
efficiency fund and ensure citizen-centric government in general.

v. A commission for social welfare reform is to be established and tasked with modernising and reducing
bureaucracy for the benefit of citizens and administrations. Its findings are to be presented in Q4 2025.

14. Ordinance on Standards for Online Access to Administrative Services (Verordnung iiber Standards fiirden DARP 6.1.2 2025.2, 1
Online-zugang zu Verwaltungsleistungen) for increased digitalisation of the administration 2025.3.

+ The federal government and the Lander are required to provide their administrative services additionally
online, using interconnected administrative portals

+ Accessible and end-to-end digital provision of administrative services

+ Uniform standards (for architecture, quality and IT system interoperability) to be established by the
Federal Ministry of the Interior (BMI) by the end of 2026; establishment of legal and planning certainty

for the development of IT systems.
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Table 7 continued

| No. [ Descriptionofmeaswe | reea EU priority***

Reducing bureaucracy, accelerating planning and modernising public administration
15.

Act to Modernise and Digitalise the Combat of Undeclared Work and Unlawful Employment (Gesetz zur  No 2025.1, 1
Modernisierung und Digitalisierung der Schwarzarbeitsbekmpfung) 2025.3.

The coalition agreement for the 21st electoral term provides for a strengthening of the role of the Finan-
cial Monitoring Unit to Combat Illicit Employment (FKS) in order to take tougher action against those who
engage in illegal employment or work illegally. A draft act — which was not passed due to the 20th electoral
term ending ahead of time - provided among other things for a strengthening of the role of the Financial
Monitoring Unit to Combat Illicit Employment to combat undeclared and illegal employment more effec-
tively and by digital means; it also added hairdressers to the list of priority sectors for the combat of unde-
clared employment.

16.

17.

18.

Power plant strategy (expansion of gas-fired power plant capacity) No 2025.4 1,3

The revised power plant strategy provides for technology-neutral, competitive calls for tenders incentivis-
ing the construction of up to 20 GW of new dispatchable power plants.

Increase in the federal funding programme for efficient heat networks (BEW) for the expansion, DARP 1.1.6 2025.2, 1,3
conversion and construction of climate-neutral heat networks 2025.4.

The BEW programme provides incentives for the expansion, conversion and construction of heat networks
and makes it possible to harness the potential of district heating for the decarbonisation of heat energy
supply. Funding is provided for planning and investment to make use of renewable energy and waste heat,
energy storage, pipeline construction and other district heating infrastructure. Operating costs of solar
thermal energy and high-capacity heat pumps can be subsidised if this is necessary in order to make them
economically viable. Increasing the BEW will enable investment on the scale needed and give economic
operators confidence in the conditions provided.

Package of measures to reduce electricity prices No 2025.3 1,2

To make up for one of Germany’s major locational disadvantages, electricity prices are to be brought down
to a competitive level with electricity duty relief for manufacturing, agriculture and forestry and by raising
the federal contribution to grid costs. While the rising carbon price will make fossil fuels more expensive
(including for power generation), the measures to reduce electricity prices will fundamentally improve the
competitiveness of electricity-based technologies, thus aiding the desired shift to electrification.
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| No. [ Descriptionofmeaswe | reeea EU priority***

Energy
19. Targeted and system-friendly expansion of grids and energy storage No 2025.4 3

The coalition agreement for the 21st electoral term provides for grids to be expanded in line with demand.
Grid expansion and the expansion of renewables are to be better synchronised. As a basis for the work to
come, a monitoring programme will initially examine, among other things, expected electricity demand and
the status of grid expansion and the expansion of renewable energy sources. Energy storage infrastructure
connected with privileged renewable energy assets is likewise to be privileged.

20. Improvement of the legal framework for CCS/CCU No 2026.1 1

The federal government will adopt a legislative package in the near future for the capture, transportation,
utilisation and storage of carbon dioxide, particularly for hard-to-avoid emissions in the industrial sector
and for gas-fired power plants. The coalition agreement for the 21st legislative period also provides for the
accelerated construction of CCS/CCU plants and pipelines by designating it a matter of overriding public
interest. Improvements to the legal framework will promote the ramp-up of CCS/CCU technologies.

21. Continuation of the funding programme for energy-efficient retrofits and heating DARP 1.3.3 2025.4 1

The coalition agreement for the 21st electoral term confirms the continuation of the federal funding for
the efficient buildings programme (BEG) for heating systems and energy-efficient retrofits. The BEG pro-
gramme is of major macro-economic significance and contributes substantially to climate change mitiga-
tion and the energy transition in the buildings sector.

Measures as a whole under the coalition agreement are subject to budget funding being allocated.

Large amounts of the BEG funding are refinanced from EU funds via the German Recovery and Resilience
Plan (DARP), with a minimum of some €6.2bn from 2021 to 2026.

22. Introduction of the “early start” pension No 2025.1 2

The federal government plans to introduce an “early start” pension (Friihstartrente), under which it will pay
€10 per month into a fully funded, privately organised pension account for every child aged between six
and 18 attending an educational institution in Germany. The amount saved over this period can then be
topped up until retirement by making voluntary payments into it up to a maximum annual limit. The gains
on the account are to be tax-free until retirement. The capital is protected from state access and is only
paid out on reaching the standard retirement age.
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Table 7 continued

| No. |  Descriptionofmeaswe | RRe/ear EU priority**+

Welfare state

23.

24.

25.

26.

27.

Inclusion of newly self-employed persons in statutory pension insurance

To improve retirement provision for the self-employed, the coalition agreement for the 21st electoral term
provides for all newly self-employed persons who do not come under a mandatory pension scheme to be
included in the statutory pension insurance system. The option remains for self-employed people to have
other forms of retirement provision that reliably provide for old age.

Tax incentive for employment beyond the statutory retirement age

To increase the labour supply, the federal government is introducing an “active pension” (Aktivrente) ar-
rangement as an incentive to continue employment beyond the standard retirement age. For people who
have reached the standard retirement age and voluntarily continue to work, earnings of up to €2,000 a
month are exempt of tax.

General Practitioner (GP)-centred care/primary physician system

To ensure better-targeted care for patients and faster appointments, the coalition agreement for the 21st
electoral term provides for the introduction of a mandatory primary physician system with free choice of
physician among general practitioners and paediatricians. An implicit goal is to reduce specialist physician/
patient contacts by more targeted patient management and the avoidance of unnecessary visits to the doc-
tor, thus saving costs.

Emergency and ambulance service reform

The coalition agreement for the 21st electoral term provides for reforms to the emergency and ambulance
services. The aim is to better interconnect and coordinate the three emergency care segments — emergen-

cy services provided by statutory health insurance-accredited physicians, hospital emergency departments

and ambulance services. This will ensure that patients are better channelled through the system in order to
contain the costs of inpatient care.

Hospital reform

The reform aims to secure and improve treatment quality, ensure universal medical care coverage, boost
efficiency and cut bureaucracy. Among other things, the financing of hospital operating costs is to be
switched over from a combination of flat fees per case and hospital-specific nursing staff remuneration to
a system supplemented with upfront funding for service provision. The basis for the hospital-specific up-
front funding for service provision is the allocation of hospitals to service groups on the basis of quality cri-
teria to be met.

No

No

No

No

2025.1.

2025.5

2025.1

2025.1

2025.1

2
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| No. [ Descriptionofmeaswe | rerea EU priority***

Welfare state

28. Care reform No 2025.5 2

The coalition agreement for the 21st electoral term addresses the structural, long-term challenges facing
nursing care and long-term care insurance with a major care reform. This is to ensure the long-term fund-
ing and affordability of the long-term care insurance system, avoid or limit additional burdens on contribu-
tion payers, promote non-residential and home care, and enable easy and unbureaucratic access to long-
term care insurance benefits.

The main points of the prospective reform are to be developed before the end of 2025 by a federal-Lander
working group with the involvement of local authority associations. It is not yet possible to quantify the
specific financial impact. One of the aims is to avoid a further rise in contribution rates.

Investment: Transport, the climate and general conditions

29. Upgrading of the German rail network, e.g. the Berlin-Hamburg high-performance corridor from 2025 No 2025.4. 1,2

The upgrading of high-performance corridors is part of a new implementation strategy for maintenance
and other construction measures involving the rail infrastructure. In a pilot project, the Riedbahn (Mann-
heim-Frankfurt) line became the first high-performance corridor to go back into operation following up-
grading, at the end of 2024. Very large numbers of components were replaced and work completed in a
very short space of time. Further upgrading is planned for the coming years, including on the Hamburg-
Berlin corridor from 1 August 2025 to 30 April 2026.

30. Introduction of the “Infraplan” as a management tool for rail investment No 2025.4 1

The federal government aims to increase investment in the German rail network. The “Infraplan” is to be
developed as a management tool and backed with a binding funding commitment. This is to ensure the im-
plementation of projects that have priority from a federal perspective.

31 Investment booster (declining balance depreciation) for plant and equipment investment No 2025.3 2

In order to bring forward investment decisions and promote economic growth, declining balance depreci-
ation will be reintroduced from 1 July 2025 (also retroactively) up to and including 31 December 2027 for
newly acquired or movable assets and additionally increased to 30%.

The improved depreciation rules enable businesses to apply higher depreciation in the initial years follow-
ing a purchase, which temporarily reduces the tax burden and boosts liquidity, particularly in the immedi-

ate post-investment phase. This investment booster can thus improve investment payback and strengthen
liquidity in business enterprises.

The reduction in tax revenue will be offset by higher revenue in the long term.
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| No. [ Descriptionofmeaswe | Reeea EU priority***

Investment: Transport, the climate and general conditions
32.

33.

34.

Reduction in corporation tax and the tax rate on retained earnings No 2025.1

The tax burden on businesses is to be gradually reduced to a more internationally competitive level in order
to strengthen Germany as a business location and incentivise investment. The corporate income tax rate

of 15% applicable up to and including the 2027 assessment period is to be reduced commencing with the
2028 assessment period by one percentage point each year to 10% from the 2032 assessment period on-
wards.

Correspondingly, the tax rate on retained earnings is to be reduced from 1 January 2028 in three steps to
25% in order to keep the tax burden neutral between partnerships and incorporated companies.

Improvement of financing options for small enterprises and startups; improvement of infrastructure No 2025.3
financing via funds (Financial Location Promotion Act - Standortfordergesetz)

* Increased availability of venture capital by involving institutional investors

+ Doubling of the WIN initiative

- Optimisation and permanent establishment of the Zukunftsfonds venture capital fund

« Establishment of High-Tech-Griinderfonds V high-tech startup fund

« Launch of Micromezzanine Fund III for small and micro enterprises/small business startups (part of ESF
Plus federal programme)

« Revision of the EU definition of “undertakings in difficulty”/interpretation of the definition
- Creation of greater transparency for venture capital as an asset class

« Establishment of a Deutschlandfonds (Germany Fund), in particular to address Mittelstand businesses
and scale-ups.

Research and innovation funding under a high-tech agenda No 2025.3

With the involvement of the Lander, the federal government will organise and support technology-agnos-
tic innovation ecosystems and research fields under a high-tech agenda. Transfer between research and
business is to be ensured by involving university and non-university stakeholders, industry and startups. In
a first step, research and innovation funding is to be prioritised in six key technology areas, among them AI,
biotechnology and innovative climate technologies.

2

2

1,2
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Table 7 continued

| No. |  Descriptionofmeaswe | rerea EU priority***

Investment: Transport, the climate and general conditions

35. Promotion of electric mobility (including via tax incentives)

The immediate action programme for investment includes an increase in the maximum list price (including
VAT) for electric company cars from €70,000 today to €100,000 in future, together with accelerated
depreciation of electric vehicles (75% of the purchase cost in the year of investment, applicable for
purchases of electric vehicles between 1 July 2025 and 31 December 2027).

The coalition agreement for the 21st electoral term also includes plans for the following:

Promotion of electric mobility with purchase incentives
Motor vehicle tax exemption for electric vehicles until 2035

A programme for low and middle-income households, funded out of the EU Social Climate Fund, to
provide targeted support for the switch to climate-friendly mobility.

Promotion of plug-in hybrid electric vehicles (PHEVs) and extended range electric vehicles (EREVs), with
corresponding legislation at European level

Accelerated expansion and securing of funding for a user-friendly nationwide charging network in line
with demand, a fast-charging network for cars and commercial vehicles, and increased funding for
commercial depot charging

Continued exemption of zero-emission commercial vehicles from road tolls beyond 2025
Promotion of hydrogen fuelling infrastructure for commercial vehicles

* RRF: Recovery and Resilience Facility; PV: partnership agreements;

** CSRs: Country-specific recommendations

*** (i) A fair green and digital transition, including consistency with the European Climate Law;
(ii) social and economic resilience, including the European Pillar of Social Rights; (iii) energy security; and (iv) where necessary, the build-up of defence capabilities.

DARP Section
1.2 and Measure

2025.1, 1
2025.2,
2025.3.



Table Annex A -

Net expenditure path
without NEC

The figures below relate to the net expenditure path shown in Table 4 without activation of the NEC.
The development of the macroeconomic variables is calculated on the basis of the commonly agreed
debt sustainability methodology.

Table Al: General government budget balances and debt in the adjustment scenario

2023 2024 2025 m 2027 2028 2029
Rate of change

1 Potential output 0.5 0.9 0.9 0.9 0.9 0.9
2 GDP deflator 6.1 3.1 2.7 2.6 2.6 2.6 25
3 Net lending/borrowing -2.5 -2.7 -2.9 -2.8 -2.3 -1.6 -1.0
4 Structural balance -21 -2.0 -1.8 -1.6 -1.3 -0.7 -0.1
5 Structural primary balance -1.3 -0.9 -0.7 -0.4 -0.1 0.6 1.2
6 Maastricht debt-to-GDP ratio 62.9 62.5 63.8 64.8 64.5 63.8 62.6
7 Change in debt ratio -2.1 -0.4 1.3 1.0 -0.3 -0.7 -1.2

German Medium-Term Fiscal-Structural Plan 2025-2029



Table A2: Macroeconomic trends in the adjustment scenario

I Y ) o ) B
ESA
code
Bl*g

Year-on-year change (%)

1 Real GDP 02 00 05 14 11 10
2 GDP deflator 61 31 27 26 26 26 25
3 Nominal GDP Bl*g 4,185.6 5.9 2.9 2.7 3.2 41 3.7 35
4  Private consumption expenditure? P.3 -04 0.2

Government consumption

5 . P.3 -0.1 3.2
expenditure

6 Gross fixed capital formation P.51g -1.2 -27

7 Changes in inventories (% of GDP) P|55523+ 0.1 0.1

8 Exports P.6 -0.3 -1.8

9 Imports P.7 -0.6 -0.7

Contribution to GDP growth rate Percentage points

Final domestic demand

(excluding inventories) il
. . P.52 +
11 Changes in inventories P53
Exte‘rnal balance of goods and B.11 01  -05
services
Deflators Year-on-year change (%)
13 Private consumption expenditure? 6.7 2.7
14 p.m.: HICP 6.0 25
15 Government consumption 42 28
expenditure
16 Gross fixed capital formation 6.1 26
17 Exports 0.7 09
18 Imports -3.0 -04

German Medium-Term Fiscal-Structural Plan 2025-2029



Table A2 continued

I P P ) e e

Labour market Year-on-year change (%)

19 Employment, persons? (thousands) 46,011 0.7 0.2

Employment, hours worked per

20 3 1,335 -04 -03
person employed

21 Labour productivity, persons* -1.0 -04

22 Labour productivity, hours worked® -06 -0.1

Compensation of employees
(€bn, domestic)
Compensation per employee
(€ thousand, domestic)

23 D1 22236 68 56

24 48.3 6.1 54

Percentage points

6

25 Unemployment rate® (%) 2.8 3.2
Year-on-year change (%)
26 Potential output 0.7 0.5 0.9 0.9 0.9 0.9 0.9
Beitrige (%-Punkte): Year-on-year change (%)
27 Labour 04 0.2
28 Capital 0.3 0.3
29 Total factor productivity 01 01
30 Output gap (% of potential output) -07 -14 -22 -26 -20 -18 -17
1) Including private non-profit organisations serving households.
2) Occupied population, domestic concept, national accounts definition.
3) National accounts definition.
4) Real GDP per person employed (domestic); 2015=100.
5) Real GDP per hour worked; 2015=100.
)

Unemployed (ILO) / economically active population.

German Medium-Term Fiscal-Structural Plan 2025-2029



Table A3: Technical assumptions

e ————llel L
19

Short-term interest rate (annual average, %)

2 Long-term interest rate (annual average, %) 2.4
3 USD/€ exchange rate (annual average) 1.1
4  World GDP growth rate (excluding EU) 39
5 EU GDP growth rate 0.5
6 World imports growth rate (excluding EU) 0.7
7 Oil price (Brent, USD/barrel) 82.1

23

11

3.6

1.0

3.0

79.6

1.7

2.5 2.7 2.8 29 29

German Medium-Term Fiscal-Structural Plan 2025-2029



Table A4: Public finances in the adjustment scenario

I P P ) ) ) P B

N 3 Y T
code
Taxes on production and imports 4280 10.2 103
) Current taxes on income, wealth, D.5 5333 127 128
etc.
3 Social contributions D.61 7099 17.0 17.6
4 Other current revenuet! 236.3 5.6 6.0
5 Capital taxes D.91 9.3 02 02
6 Other capital transfers Pl 44 01 01
D.99
7 Total revenue TR 1,921.2 459 47.0
8 of which: Transfers from the EU 9.6 0.2 0.1

Total revenue excluding transfers

from the EU 1,911.6 45.7 46.8
10 p.m.: Revenue measures 0.0 6.8 0.2 0.4

p.m.: One-off and other temporary
revenue effects

m
code

12 Compensation of employees 3376 81
13 Intermediate consumption P.2 2640 6.3 6.6
14 Interest D.41 366 09 11 11 11 12 13 14

15 Social bepefl’Fs other than social D.62 6570 157 163
transfers in kind

16 Social transfers in kind D.632 3621 87 9.1
17 Subsidies D.3 84.5 2.0 13
18 Other current expenditure? 91.7 2.2 2.1
19 Gross fixed capital formation P.51 1185 28 29
50 ©Of which: Nationally financed 1141 27 29 33 35 35 37 38

public investment

21 Capital transfers D.9 744 18 20

German Medium-Term Fiscal-Structural Plan 2025-2029



Table A4 continued

CEE S Y 1Y I
code
P.52+

Other investment spending P.534NP -1.4
23 Total expenditure TE  2,025.0 48.4 49.7

of which: Expenditure financed by
2% transfers from the EU (=8) 249 B2 =
25 Nationally financed expenditure 2,0154 482 49.5

p.m.: National co-financing of

26 programmes financed by the Union.

2.0 0.0 0.0
p.m.: Cyclical component of

27 unemployment benefit expenditure

-1.7 00 01
p.m.: One-off expenditure included

28 in the projections (excluding 0.0 0.0 0.0
measures financed by the EU)

Nationally financed net primary
29 expenditure (before revenue 1,978.5 47.3 483
measures) (=25-26-27-28-14)

Nationally financed net primary expenditure “

Growth in nationally financed net
primary expenditure

code

31 Net lending/borrowing (=7-23) -103.8 -2.5

B.9-
32 Primary balance (=31+14) D491 -672 -16 -16 -18 -17 -11 -03 04
41p

Cyclical adjustment % of GDP

33 Structural balance -21 -20 -18 -16 -13 -0.7 -01

34 Structural primary balance (=33+14)

CE Y B

35 Gross debt 2,632.1 629

36 Change in gross debt 613 -21 -04 13 10 -03 -07 ~-12

German Medium-Term Fiscal-Structural Plan 2025-2029



Table A4 continued

I P £ o o e e

Contributions to change in gross debt:

37 Primary balance 16 16 138 1.7 11 03 -04
38 Snowball effect: -27 -07 -06 -08 -13 -10 -08
39 Interest expenditure (=14) 09 11 11 11 12 13 14
40 Growth 0.2 0.1 00 -03 -09 -0.7 -0.6
41 Inflation -38 -19 -17 -16 -16 -16 -16
42 Stock-flow adjustments (=36-38-39) -10 -14 01 01 00 00 0.0

43 p.m.: Implicit interest rate on debt?

Defence expenditure E Growth rate

44 Total defence expenditure (COFOG) 46.8 137

Defence investment expenditure

(COFOG) 73 -115 6.0

45

1) P.11 + P.12 + P.131 + D.39rec + D.4rec + D.7rec.

2) D.29pay + D.4pay (other than D.41pay) + D.5pay + D.7pay + P.52 + P.53 + NP + D.8.
3) Proxied by interest expenditure divided by the debt level of the previous year.
Any discrepancies in totals are due to rounding.

German Medium-Term Fiscal-Structural Plan 2025-2029



Table A5: Discretionary revenue measures (DRMs)

Adjustments to contribution rates in statutory
health insurance (SHI)

2023 D.61 No 0.1 0.1

Act to Reduce Bracket Creep to Ensure a Fair
Income Tax Schedule and Modify Additional
Tax Regulations

2 (Gesetz zum Abbau der kalten Progression fiir 2023 D.5 No -0.4 -0.3
einen fairen Einkommensteuertarif sowie zur
Anpassung weiterer steuerlicher Regelungen
(Inflationsausgleichsgesetz))
Third Act Amending Toll Provisions

3 (Drittes Gesetz zur Anderung mautrechtlicher 2023 D.29 No 0.0 0.2
Vorschriften)

Price adjustment effects assumed for income

2023 D.5 No 0.5 0.2
tax

Sum total of other measures smaller than
0.1% of absolute GDP

6 Effect of revenue measures 0.2 0.4

Totals may show rounding differences.

German Medium-Term Fiscal-Structural Plan 2025-2029
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Table A7a: Debt level, budget balance and main underlying assumptions (under the adjustment scenario)

10

11

12

13

14

Gross debt

Net lending/borrowing

Structural primary balance

Cyclical component

One-off measures

Interest expenditure

Long-term interest rate (annual average)
Short-term interest rate (annual average)
Implicit interest rate on debt
Stock-flow adjustments

Potential output

Real GDP

GDP deflator

Nominal GDP

(% of GDP)

(% of GDP)

(% of potential GDP)
(% of potential GDP)
(% of GDP)

(% of GDP)

(%)

(%)

(%)

(% of GDP)

(Rate of change)
(Rate of change)
(Rate of change)

(Rate of change)

62.9

-2.5

-1.3

0.0

0.0

0.0

24

34

14

0.0

0.7

-0.3

6.1

5.9

62.5

-2.7

-0.9

0.7

0.0

11

2.3

3.6

1.7

-1.4

0.5

-0.2

3.1

2.9

63.8

-2.9

-0.7

11

0.0

11

2.5

2.0

1.8

0.1

0.9

0.0

2.7

2.7

64.8

-2.8

-0.4

13

0.0

11

2.7

1.7

1.8

0.1

0.9

0.5

2.6

3.2

64.5

-2.3

-0.1

1.0

0.0

1.2

2.8

1.9

1.9

0.0

0.9

14

2.6

4.1

63.8

-1.6

0.6

0.9

0.0

13

29

2.0

2.1

0.0

0.9

11

2.6

3.7

62.6

-1.0

1.2

0.8

0.0

14

29

2.2

2.2

0.0

0.9

1.0

2.5

35

60.9

-0.5

1.7

0.7

0.0

14

3.0

23

23

0.0

0.9

11

2.5

3.6

589

0.0

21

0.6

0.0

14

31

2.5

2.4

0.0

0.9

1.0

2.4

35

56.8

0.0

2.1

0.4

0.0

14

3.2

2.7

2.5

0.0

0.9

13

24

3.7
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Table A7a continued

e ———mplaa L L Lo Lo

10

11

12

13

14

Gross debt (% of GDP)
Net lending/borrowing (% of GDP)
Structural primary balance (% of potential GDP)
Cyclical component (% of potential GDP)
One-off measures (% of GDP)
Interest expenditure (% of GDP)
Long-term interest rate (annual average) (%)
Short-term interest rate (annual average) (%)
Implicit interest rate on debt (%)
Stock-flow adjustments (% of GDP)
Potential output (Rate of change)
Real GDP (Rate of change)
GDP deflator (Rate of change)
Nominal GDP (Rate of change)

0.1

2.1

0.2

0.0

14

3.2

2.8

2.6

0.0

0.9

13

2.3

3.6

0.3

21

0.0

0.0

14

33

3.0

2.7

0.0

0.9

13

2.3

3.6

0.2

2.1

0.0

0.0

14

33

29

2.8

0.0

0.9

0.9

2.2

31

0.2

2.1

0.0

0.0

14

3.4

29

2.8

0.0

0.9

0.9

2.2

31

0.2

2.1

0.0

0.0

14

34

2.8

2.9

0.0

0.9

0.9

2.2

31

0.2

2.1

0.0

0.0

14

3.4

2.8

2.9

0.0

0.9

0.9

2.2

31

0.2

2.1

0.0

0.0

13

3.5

2.7

3.0

0.0

0.9

0.9

2.2

31

0.3

2.1

0.0

0.0

13

3.5

2.7

3.0

0.0

0.9

0.9

2.2

3.1

0.3

21

0.0

0.0

13

3.5

2.6

31

0.0

0.9

0.9

2.2

3.0
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Table A7b: Debt level and key stress variables, deterministic scenarios and stochastic simulations

1 Gross debt (% of GDP) 62.9 62.5 63.8 64.8 64.5 63.8 62.6 60.9 58.9 56.9
2 Long-term interest rate (annual average) (%) 24 23 2.5 2.7 2.8 2.9 2.9 3.0 3.1 4.2
3 Short-term interest rate (annual average) (%) 3.4 3.6 2.0 1.7 1.9 2.0 2.2 2.3 2.5 3.7

Lower structural primary balance scenario

4 Gross debt (% of GDP) 62.9 62.5 63.8 64.8 64.5 63.8 62.6 60.9 58.9 56.8

(% of potential ) ) ) )
GDP) 1.3 0.9 0.7 04 0.1 0.6 1.2 1.7 2.1 1.8

Adverse “r-g” scenario

5 Structural primary balance

6 Gross debt (% of GDP) 62.9 62.5 63.8 64.8 64.5 63.8 62.6 60.9 58.9 57.1
7 Long-term interest rate (annual average) (%) 24 2.3 2.5 2.7 2.8 29 29 3.0 3.1 3.7
8 Short-term interest rate (annual average) (%) 3.4 3.6 2.0 1.7 1.9 2.0 2.2 2.3 2.5 3.2
9 Real GDP (Rate of change) -0.3 -0.2 0.0 0.5 14 11 1.0 1.1 1.0 0.8
10 Potential output (Rate of change) 0.5 0.9 0.9 0.9 0.9 0.9 0.9 0.9 0.4

Stochastic simulations m

Probability that debt in 2036 will be
11 below the level at the end of the (%) >90
adjustment period (2031)
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Table A7b continued

T ) Y Y Y T T T B

1 Gross debt (% of GDP) 54.9 52.7 50.9 49.2 47.6 46.1 445 42.9 41.3
2 Long-term interest rate (annual average) (%) 3.2 3.3 3.3 34 3.4 34 3.5 3.5 3.5
3 Short-term interest rate (annual average) (%) 2.8 3.0 2.9 2.9 2.8 2.8 2.7 2.7 2.6

Lower structural primary balance scenario

4 Gross debt (% of GDP)  55.2 53.7 52.4 51.2 50.0 48.9 47.9 46.7 45.7

- .
(6o pOtz‘é';)l 16 16 16 16 16 16 16 16 16

Adverse “r-g” scenario

5 Structural primary balance

6 Gross debt (% of GDP) 55.4 53.6 52.1 50.8 49.6 48.4 472 46.0 448
7 Long-term interest rate (annual average) (%) 3.7 3.8 3.8 3.9 3.9 3.9 4.0 4.0 4.0
8 Short-term interest rate (annual average) (%) 3.3 3.5 3.4 3.4 3.3 3.3 3.2 3.2 3.1
9 Real GDP (Rate of change) 0.8 0.8 0.4 0.4 0.4 0.4 0.4 0.4 0.4
10 Potential output (Rate of change) 0.4 0.4 0.4 0.4 0.4 0.4 0.4 0.4 0.4
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Table A7c: Debt level, budget balance and main underlying assumptions (in “no fiscal policy change” base scenario)

I Y T T P S T e T A

1 Gross debt (% of GDP) 62.9 62.5 63.9 65.3 65.8 66.2 66.5 67.4 68.6 70.0
2 Net lending/borrowing (% of GDP) -2.5 -2.7 -3.2 -3.3 -3.2 -3.1 -2.9 -3.1 -3.3 -3.6
3 Structural primary balance o p°teG"g;)l 13 09 -09 -09 -09 -09 -09 -09 -09 -09
4 Cyclical component o pm%"g;)l 00 07 10 11 08 04 00 00 00 00
5 Interest expenditure (% of GDP) 0.0 11 1.1 11 1.2 1.3 14 1.5 1.6 1.7
6 Long-term interest rate (annual average) (%) 2.4 2.3 2.5 2.7 2.8 2.9 29 3.0 3.1 3.2
7 Short-term interest rate (annual average) (%) 3.4 3.6 2.0 1.7 1.9 2.0 2.2 2.3 2.5 2.7
8 Implicit interest rate on debt (%) 1.4 1.7 1.8 1.8 2.0 2.1 2.2 2.4 2.5 2.6
9 Potential output (Rate of change) 0.7 0.5 0.9 0.9 0.9 0.9 0.9 0.9 0.9 0.9
10 Real GDP (Rate of change) -0.3 -0.2 0.2 0.6 1.6 1.6 1.6 0.9 0.9 0.9
11 GDP deflator (Rate of change) 6.1 3.1 2.7 2.6 2.6 2.6 2.5 2.5 2.4 2.4
12 Nominal GDP (Rate of change) 5.9 2.9 2.9 3.3 43 4.2 4.2 33 3.3 3.2

13 Fiscal multiplier (for all years)* 0.75
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Table A7c continued

Gross debt (% of GDP)
2 Net lending/borrowing (% of GDP)
3 Structural primary balance e pOt?Si;)l
4  Cyclical component L poteGnSi;)l
5 Interest expenditure (% of GDP)
6 Long-term interest rate (annual average) (%)
7 Short-term interest rate (annual average) (%)
8 Implicit interest rate on debt (%)
9 Potential output (Rate of change)
10 Real GDP (Rate of change)
11 GDP deflator (Rate of change)
12 Nominal GDP (Rate of change)

71.7
-3.8
-0.9
0.0
1.8
3.2
2.8
2.7
0.9
0.9
2.3

3,2

73.4
-3.9
-0.9
0.0
2.0
33
3.0
2.8
0.9
0.9
23

31

754
-4.2
-0.9
0.0
2.1
3.3
2.9
2.9
0.9
0.9
2.2

31

77.5
4.4
0.9
0.0
2.2
3.4
2.9
3.0
0.9
0.9
2.2

31

79.6
g485
-0.9
0.0
2.3
3.4
2.8
3.0
0.9
0.9
2.2

3,1

81.8
-4.6
-0.9
0.0
2.4
34
2.8
31
0.9
0.9
2.2

31

-4.7
-0.9
0.0
2.5
3.5
2.7
3.1
0.9
0.9
2.2

31

86.3
-4.7
-0.9
0.0
2.6
3.5
2.7
3.2
0.9
0.9
2.2

31

88.6
-4.8
-0.9
0.0
2.7
3.5
2.6
3.2
0.9
0.9
2.2

3,0



620Z-SZ0Z UD)d 10IN3dNIIS-)DISI{ W3] -WNIPIJN UDLIIID

Table A7d: Debt and additional assumptions (in the adjustment scenario)

e —————aall e L L Lo Lo Lo

Gross debt
2 Rolled-over long-term debt
3 Rolled-over short-term debt
4 New long-term debt

5 New short-term debt

(% of GDP)
(% of GDP)
(% of GDP)
(% of GDP)

(% of GDP)

62.9

0.0

0.0

0.0

0.0

6.4

6.7

1.2

0.1

6.1

6.6

2.7

0.3

6.3

6.7

27

0.3

6.4

6.7

2.0

0.2

6.5

6.7

1.5

0.2

6.5

6.7

0.9

0.1

6.4

6.5

0.4

0.0

6.3 6.2
6.3 6.1
0.0 0.0
0.0 0.0

———aa L e L e

Gross debt
2 Rolled-over long-term debt
3 Rolled-over short-term debt
4 New long-term debt

5 New short-term debt

(% of GDP)
(% of GDP)
(% of GDP)
(% of GDP)

(% of GDP)

54.7

6.0

5.8

0.0

0.0

5.7

5.5

0.0

0.0

5.5

5.2

0.0

0.0

5.4

5.0

0.0

0.0

5.2

4.7

0.0

0.0

5.0

4.5

0.0

0.0

4.9

4.3

0.0

0.0

4.6

4.0

0.0

0.0

4.5

3.7

0.0

0.0



Table Annex B -

Net expenditure
path with NEC

The figures below relate to the net expenditure path shown in Table 5 with activation of the NEC. The
development of the macroeconomic variables is calculated on the basis of the commonly agreed debt
sustainability methodology.

Table B1: General government budget balances and debt in the adjustment scenario

Rate of change

1 Potential output 0.5 0.9 0.9 0.9 0.9 0.9
2 GDP deflator 6.1 3.1 2.7 2.6 2.6 2.6 25
3 Net lending/borrowing -2.5 -2.7 -3.3 -3.8 -3.2 -2.5 -1.8
4 Structural balance -2.1 -2.0 -2.4 -2.9 -2.4 -1.7 -0.9
5 Structural primary balance -1.3 -0.9 -1.3 -1.8 -1.2 -0.3 0.5
6 Maastricht debt-to-GDP ratio 62.9 62.5 63.9 65.5 66.5 66.9 66.5
7 Change in debt ratio -2.1 -0.4 1.4 1.7 0.9 0.4 -0.3
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Table B2: Macroeconomic trends in the adjustment scenario

IS e e ) e Y
ESA
code
Bl*g

Year-on-year change (%)

1 Real GDP 0.4 0.9 1.0 0.8 0.8
2 GDP deflator 61 31 27 26 26 26 25
3 Nominal GDP Bl*g 4,1856 59 2.9 3.2 3.6 3.6 33 33
4  Private consumption expenditure? P.3 -04 0.2

Government consumption

5 . P.3 -0.1 3.2
expenditure
6 Gross fixed capital formation P.51g -1.2 -27
P.52
7 Changes in inventories (% of GDP) P553+ 01 01
8 Exports P.6 -0.3 -1.8
9 Imports p.7 -0.6 -0.7

Contribution to GDP growth rate Percentage points

Final domestic demand

= (excluding inventories) s
P.52 +
11 Ch ini i
Changes in inventories P53
e Exte‘rnal balance of goods and B11 01  -05
services
Deflators Year-on-year change (%)
13 Private consumption expenditure! 6.7 2.7
14 p.m.: HICP 6.0 25
15 Govern!nent consumption 42 28
expenditure
16 Gross fixed capital formation 6.1 26
17 Exports 0.7 09
18 Imports -3.0 -04
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Table B2 continued

Labour market Level Year-on-year change (%)

19 Employment, persons? (thousands) 46,011 0.7 0.2

Employment, hours worked per

20 3 1,335 -04 -03
person employed

21 Labour productivity, persons* -1.0 -0.4

22 Labour productivity, hours worked® -0.6 -0.1

Compensation of employees
(€bn, domestic)
Compensation per employee
(€ thousand, domestic)

23 D.1 22236 638 5.6

24 48.3 6.1 5.4

Percentage points

25 Unemployment rate® (%) 2.8 3.2

26 Potential output 0.7 05 0.9 0.9 0.9 0.9 0.9
Contributions (percentage points): Year-on-year change (%)

27 Labour 04 0.2

28 Capital 0.3 0.3

29 Total factor productivity 01 o1

30 Output gap (% of potential output) -0.7 -14 -18 -17 -16 -17 -17

1) Including private non-profit organisations serving households.
2) Occupied population, domestic concept, national accounts definition.
3) National accounts definition.

5) Real GDP per hour worked; 2015=100.

)
)
)
4) Real GDP per person employed (domestic); 2015=100.
)
6) Unemployed (ILO) / economically active population.
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Table B3: Technical assumptions

Short-term interest rate (annual average, %) 1.7
2 Long-term interest rate (annual average, %) 2.4 2.3 2.5 2.7 2.8 2.9 2.9
3 USD/€ exchange rate (annual average) 1.1 11
4 World GDP growth rate (excluding EU) 39 36
5 EU GDP growth rate 05 1.0
6 World imports growth rate (excluding EU) 07 3.0
7 Oil price (Brent, USD/barrel) 821 796
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Table B4: Public finances in the adjustment scenario

o [ o s [ o [
S Y T
code

Taxes on production and imports 4280 10.2 103
5 Current taxes on income, wealth, DS £333 127 128
etc.
3 Social contributions D.61 7099 17.0 17.6
4 Other current revenue! 2363 5.6 6.0
5 Capital taxes D.91 9.3 02 0.2
D.92 +
6 Oth ital t f 4.4 0.1 0.1
er capital transfers D.99
7 Total revenue GE 1,921.2 459 47.0
8 of which: Transfers from the EU 9.6 0.2 0.1
9 Total revenue excluding transfers 19116 457 46.8
from the EU
10 p.m.: Revenue measures 0,0 6.8 0.2 0.4

p.m.: One-off and other temporary
revenue effects

Compensation of employees 337.6
13 Intermediate consumption P.2 2640 6.3 6.6
14 Interest D.41 36.6 0.9 11 11 11 12 1.4 14

15 SOC|alber_1ef|Fs other than social D62 6570 157 163
transfers in kind

16 Social transfers in kind D632 3621 87 9.1
17 Subsidies D.3 84.5 2.0 13
18 Other current expenditure? 91.7 2.2 2.1
19 Gross fixed capital formation P.51 1185 28 29

of which: Nationally financed
public investment

21 Capital transfers D.9 744 18 2.0

20 1141 27 29 33 35 35 37 3.8
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Table B4 continued

I Y P o o e e

P.52+
22 Other investment spending -1.4 00 0.0
P.53+NP

23 Total expenditure GA 2,025.0 48.4 49.7
of which: Expenditure financed by

24 9.6 0.2 0.1
transfers from the EU (=8)

25 Nationally financed expenditure 2,015.4 48.2 495

p.m.: National co-financing of

26
programmes financed by the Union.

2.0 0.0 0.0

p.m.: Cyclical component of

27 . .
unemployment benefit expenditure

-1.7 00 01

p.m.: One-off expenditure included
28 in the projections (excluding 0.0 00 0.0
measures financed by the EU)

Nationally financed net primary
29 expenditure (before revenue 1,978.5 473 481
measures) (=25-26-27-28-14)

Nationally financed net primary expenditure m

Growth in nationally financed net
primary expenditure

31 Net lending/borrowing (=7-23) -103.8 -2.5

Bg_
2 Prim 1+14) -67.2 -16 - - - - - -
32 Primary balance (=3 DA41p 6

Cyclical adjustment % of GDP

33 Structural balance

34 Structural primary balance (=33+14)

O I BT

35 Gross debt 2.632.1 62.9

36 Change in gross debt 613 -21 -04 14 1.7 09 04 -03
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Table B4 continued

I ) £ e P P P I

Contributions to change in gross debt:

37 Primary balance 16 16 22 26 20 12 0.4

38 Snowball effect: -27 -07 -09 -11 -11 -0.8 -0.7

39 Interest expenditure (=14) 09 11 11 11 12 14 14

40 Growth 0.2 01 -03 -05 -06 -05 -05

41 Inflation -38 -19 -17 -16 -17 -17 -16

42 Stock-flow adjustments (=36-38-39) -10 -14 01 01 00 00 0.0
%

43 p.m.: Implicit interest rate on debt?

44 Total defence expenditure (COFOG) 46.8 13.7

Defence investment expenditure

> (coFoG)

73 -115 6.0

1) P.11 + P.12 + P.131 + D.39rec + D.4rec + D.7rec.

2) D.29pay + D.4pay (other than D.41pay) + D.5pay + D.7pay + P.52 + P.53 + NP + D.8.
3) Proxied by interest expenditure divided by the debt level of the previous year.
Any discrepancies in totals are due to rounding.
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Table B5: Discretionary revenue measures (DRMs)

Adjustments to contribution rates in statutory
health insurance (SHI)

2023 D.61 No 0.1 0.1

Act to Reduce Bracket Creep to Ensure a Fair
Income Tax Schedule and Modify Additional
Tax Regulations

2 (Gesetz zum Abbau der kalten Progression fiir 2023 D.5 No -0.4 -0.3
einen fairen Einkommensteuertarif sowie zur
Anpassung weiterer steuerlicher Regelungen
(Inflationsausgleichsgesetz))

Third Act Amending Toll Provisions

3 (Drittes Gesetz zur Anderung mautrechtlicher 2023 D.29 No 0.0 0.2
Vorschriften)
Price adjust t effect d fori

A rice adjustment effects assumed for income 2073 D5 No 05 03
tax

s Sum total of other measures smaller than 01 0.3
0.1% of absolute GDP ’

6 Effect of revenue measures 0.2 0.4

Totals may show rounding differences.
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Table B7a: Debt level, budget balance and main underlying assumptions (under the adjustment scenario)

Gross debt (% of GDP) 62.9 62.5 63.9 65.5 66.5 66.9 66.5 65.5 63.2

2 Net lending/borrowing (% of GDP) -2.5 -2.7 -3.3 -3.8 -3.2 -2.5 -1.8 -1.4 -1.1 -1.1

(% of potential

3 Structural primary balance -1.3 -0.9 -1.3 -1.8 -1.2 -0.3 0.5 0.8 11 11

GDP)
4 Cyclical component G pmeggf,)l 00 07 09 09 08 08 09 07 06 04
5 One-off measures (% of GDP) 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
6 Interest expenditure (% of GDP) 0.0 11 1.1 1.1 1.2 1.4 14 1.5 16 1.6
7 Long-term interest rate (annual average) (%) 24 2.3 2.5 2.7 2.8 2.9 29 3.0 3.1 3.2
8 Short-term interest rate (annual average) (%) 3.4 3.6 2.0 1.7 1.9 2.0 2.2 2.3 2.5 2.7
9 Implicit interest rate on debt (%) 1.4 1.7 1.8 1.8 2.0 2.1 2.2 23 2.5 2.6
10 Stock-flow adjustments (% of GDP) 0.0 -1.4 0.1 0.1 0.0 0.0 0.0 0.0 0.0 0.0
11 Potential output (Rate of change) 0.7 0.5 0.9 0.9 0.9 0.9 0.9 0.9 0.9 0.9
12 Real GDP (Rate of change) -0.3 -0.2 0.4 0.9 1.0 0.8 0.8 1.2 11 1.2
13 GDP deflator (Rate of change) 6.1 3.1 2.7 2.6 2.6 2.6 2.5 2.5 2.4 24
14 Nominal GDP (Rate of change) 5.9 2.9 3.2 3.6 3.6 3.3 3.3 3.7 3.5 3.6
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Table B7a continued

N P P E E e e e T

1

2

3

10

11

12

13

14

Gross debt

Net lending/borrowing

Structural primary balance

Cyclical component

One-off measures

Interest expenditure

Long-term interest rate (annual average)
Short-term interest rate (annual average)
Implicit interest rate on debt
Stock-flow adjustments

Potential output

Real GDP

GDP deflator

Nominal GDP

(% of GDP)

(% of GDP)

(% of potential
GDP)
(% of potential

GDP)
(% of GDP)

(% of GDP)

(%)

(%)

(%)

(% of GDP)
(Rate of change)
(Rate of change)
(Rate of change)

(Rate of change)

62.1

-1.1

11

0.2

0.0

1.6

3.2

2.8

2.7

0.0

0.9

1.2

2.3

3.6

60.9

-0.9

11

0.0

0.0

1.7

3.3

3.0

2.8

0.0

0.9

1.2

23

3.5

60.1

-1.0

11

0.0

0.0

1.7

3.3

2.9

2.8

0.0

0.9

0.9

2.2

3.1

594

-1.1

11

0.0

0.0

1.7

3.4

29

29

0.0

0.9

0.9

2.2

31

58.8

-1.2

11

0.0

0.0

1.7

3.4

2.8

29

0.0

0.9

0.9

2.2

3.1

58.2

-1.2

11

0.0

0.0

1.7

3.4

2.8

3.0

0.0

0.9

0.9

2.2

31

57.7

-1.2

11

0.0

0.0

1.7

3.5

2.7

3.1

0.0

0.9

0.9

2.2

3.1

57.1

-1.1

11

0.0

0.0

1.7

3.5

2.7

31

0.0

0.9

0.9

2.2

31

56.5

-11

11

0.0

0.0

1.7

3.5

2.6

31

0.0

0.9

0.9

2.2

3.0
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Table B7b: Debt level and key stress variables, deterministic scenarios and stochastic simulations

N ) ) Y Y T B S

1 Gross debt (% of GDP) 62.9 62.5 63.9 65.5 66.5 66.9 66.5 65.5 64.4 63.3

2 Long-term interest rate (annual average) (%) 2.4 2.3 2.5 2.7 2.8 29 29 3.0 3.1 4.2

3 Short-term interest rate (annual average) (%) 3.4 3.6 2.0 1.7 1.9 2.0 2.2 2.3 2.5 3.7

4  Gross debt (% of GDP) 62.9 62.5 63.9 65.5 66.5 66.9 66.5 65.5 64.4 63.2
(% of potential

5 Structural primary balance GDP) -1.3 -0.9 -1.3 -1.8 -1.2 -0.3 0.5 0.8 11 0.8

Adverse “r-g” scenario

6 Gross debt (% of GDP) 62.9 62.5 63.9 65.5 66.5 66.9 66.5 65.5 64.4 63.6
7 Long-term interest rate (annual average) (%) 2.4 2.3 2.5 2.7 2.8 2.9 2.9 3.0 3.1 3.7
8 Short-term interest rate (annual average) (%) 3.4 3.6 2.0 1.7 1.9 2.0 2.2 2.3 2.5 3.2
9 Real GDP (Rate of change) -0.3 -0.2 0.4 0.9 1.0 0.8 0.8 1.2 1.1 0.7
10 Potential output (Rate of change) 0.5 0.9 0.9 0.9 0.9 0.9 0.9 0.9 0.4

Stochastic simulations 2036

Probability that debt in 2036 will be
11 below the level at the end of the (%) 80.1
adjustment period (2031)
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Table B7b continued

o L s L s0n s | o | e

1 Gross debt (% of GDP) 62.3 61.1 60.4 59.7  59.2 586 581 575 57.0

2 Long-term interest rate (annual average) (%) 3.2 3.3 3.3 3.4 34 3.4 3.5 3.5 3.5

3 Short-term interest rate (annual average) (%) 2.8 3.0 2.9 29 2.8 2.8 2.7 2.7 2.6

4 Gross debt (% of GDP) 62.5 62.1 61.8 61.6 61.4 61.4 61.4 61.3 61.2
(% of potential

5 Structural primary balance GDP) 0.6 0.6 0.6 0.6 0.6 0.6 0.6 0.6 0.6

Adverse “r-g” scenario

6 Gross debt (% of GDP) 62.9 62.1 61.8 61.6 61.4 61.4 61.4 61.3 61.3
7 Long-term interest rate (annual average) (%) 3.7 3.8 3.8 3.9 3.9 3.9 4.0 4.0 4.0
8 Short-term interest rate (annual average) (%) 3.3 3.5 3.4 3.4 3.3 3.3 3.2 3.2 3.1
9 Real GDP (Rate of change) 0.7 0.7 0.4 0.4 0.4 0.4 0.4 0.4 0.4

10 Potential output (Rate of change) 0.4 0.4 0.4 0.4 0.4 0.4 0.4 0.4 0.4
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Table B7c: Debt level, budget balance and main underlying assumptions (in “no fiscal policy change” base scenario)

Gross debt (% of GDP) 62.9 62.5 63.9 65.3 65.8 66.2 66.5 68.6 70.0
2 Net lending/borrowing (% of GDP) -2.5 -2.7 -3.2 -3.3 -3.2 -3.1 -2.9 -3.1 -3.3 -3.6
3 Structural primary balance bl pmz’gs)l 13 09 09 -09 09 09 -09 -09 09 -09
4 Cyclical component bl pmeg‘g;; 00 07 10 11 08 04 00 00 00 00
5 Interest expenditure (% of GDP) 0.0 11 1.1 11 1.2 1.3 14 1.5 1.6 1.7
6 Long-term interest rate (annual average) (%) 24 2.3 2.5 2.7 2.8 2.9 2.9 3.0 3.1 3.2
7 Short-term interest rate (annual average) (%) 3.4 3.6 2.0 1.7 1.9 2.0 2.2 2.3 2.5 2.7
8 Implicit interest rate on debt (%) 14 1.7 1.8 1.8 2.0 2.1 2.2 2.4 2.5 2.6
9 Potential output (Rate of change) 0.7 0.5 0.9 0.9 0.9 0.9 0.9 0.9 0.9 0.9
10 Real GDP (Rate of change) -0.3 -0.2 0.2 0.6 1.6 1.6 1.6 0.9 0.9 0.9
11 GDP deflator (Rate of change) 6.1 3.1 2.7 2.6 2.6 2.6 2.5 2.5 2.4 2.4
12 Nominal GDP (Rate of change) 5.9 29 29 3.3 43 4.2 4.2 3.3 3.3 3.2
13 Fiscal multiplier (for all years)* 0.75
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Table B7c continued

I Y P T P E E e T

1

2

3

10

11

12

Gross debt

Net lending/borrowing

Structural primary balance

Cyclical component

Interest expenditure

Long-term interest rate (annual average)
Short-term interest rate (annual average)
Implicit interest rate on debt

Potential output

Real GDP

GDP deflator

Nominal GDP

(% of GDP)

(% of GDP)

(% of potential
GDP)
(% of potential

GDP)
(% of GDP)

(%)
(%)
(%)
(Rate of change)
(Rate of change)
(Rate of change)

(Rate of change)

71.7

-3.8

-0.9

0.0

1.8

3.2

2.8

2.7

0.9

0.9

23

3.2

73.4

-3.9

-0.9

0.0

2.0

33

3.0

2.8

0.9

0.9

23

31

75.4

-4.2

-0.9

0.0

2.1

3.3

29

29

0.9

0.9

2.2

3.1

77.5

4.4

-0.9

0.0

2.2

34

29

3.0

0.9

0.9

2.2

31

79.6

-4.5

-0.9

0.0

23

3.4

2.8

3.0

0.9

0.9

2.2

3.1

81.8

-4.6

-0.9

0.0

24

34

2.8

31

0.9

0.9

2.2

31

84.1

-4.7

-0.9

0.0

2.5

3.5

2.7

3.1

0.9

0.9

2.2

31

86.3

-4.7

-0.9

0.0

2.6

35

2.7

3.2

0.9

0.9

2.2

31

88.6

-4.8

-0.9

0.0

2.7

3.5

2.6

3.2

0.9

0.9

2.2

3.0
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Table B7d: Debt and additional assumptions (in the adjustment scenario)

e ————aall el L L Lo L T

Gross debt (% of GDP)  62.9
2 Rolled-over long-term debt (% of GDP) 0.0 6.4 6.1 6.3 6.5 6.7 6.8 6.8 6.8 6.8
3 Rolled-over short-term debt (% of GDP) 0.0 6.7 6.6 6.7 6.9 6.9 7.0 6.9 6.8 6.7
4 New long-term debt (% of GDP) 0.0 1.2 3.0 3.5 29 2.3 1.6 13 0.9 1.0
5 New short-term debt (% of GDP) 0.0 0.1 0.3 0.4 0.3 0.3 0.2 0.1 0.1 0.1

———lan el L Ll Lo L

Gross debt (% of GDP)  62.1
2 Rolled-over long-term debt (% of GDP) 6.7 6.7 6.6 6.5 6.4 6.3 6.3 6.2 6.2
3 Rolled-over short-term debt (% of GDP) 6.5 6.4 6.3 6.2 6.2 6.1 6.0 6.0 5.9
4 New long-term debt (% of GDP) 0.9 0.8 0.9 1.0 1.0 11 1.1 1.0 1.0
5 New short-term debt (% of GDP) 0.1 0.1 0.1 0.1 0.1 0.1 0.1 0.1 0.1



Stability Council
statement regarding

the net expenditure

path

The reform of the Stability and Growth Pact,
which entered into force on 30 April 2024, estab-
lished the general government net expenditure
of EU member states as a central indicator within
the European budgetary surveillance framework.
The aim is to ensure sound and sustainable public
finances for each individual member state by set-
ting a maximum permissible growth rate for net
nationally financed primary expenditure.

Germany and the European Commission agreed
to defer the deadline for submission of Germany’s
first MTFSP due to the early general election in
February 2025. In late June 2025, the German cab-
inet adopted a government draft of the 2025 fed-
eral budget and the benchmark figures for 2026-
2029. Now, the German government is submitting
the first German MTFSP for 2025-2029, in accord-
ance with the country-specific recommendations.

On 17 June 2025, the European Commission sent
Germany an updated country-specific reference
trajectory for net expenditure trends.

The European Commission’s reference trajecto-
ry provides quantitative guidance for setting the
maximum permissible net expenditure path. The
macroeconomic assumptions underlying the ref-

German Medium-Term Fiscal-Structural Plan 2025-2029

erence trajectory are based on the European Com-
mission’s spring forecast of 19 May 2025 The ref-
erence trajectory does not take into account the
activation of the national escape clause (NEC) for
defence spending that has been requested by the
German government. Germany has opted to ex-
tend the adjustment period to seven years, mean-
ing that a reform and investment package had to
be agreed with the European Commission.

Against this background, the German government
made some revisions and adjustments to the ref-
erence trajectory when setting its maximum net
expenditure path.

The resulting net expenditure path envisages a
non-linear trend, with high rates of net expend-
iture growth in the first two years of the adjust-
ment period to enable Germany to take the nec-
essary steps to meet its high aggregate investment
needs. From 2027 onwards, net expenditure
growth will be gradually reduced, in line with the
consolidation efforts that will be necessary after
the initial phase. Thus, maximum net expendi-
ture growth has been set at 4.4% for 2025, 4.5%
for 2026, 2.3% for 2027, 1.7% for 2028 and 1.6% for
2029.



The net expenditure path is flanked by consoli-
dation measures as well as efforts to boost Ger-
many’s growth potential. In order to be able to
extend the adjustment period, the German gov-
ernment has agreed on a reform and investment
package with the European Commission. It con-
tains measures to boost private investment, pri-
oritise and accelerate public investment, 2 expand
the labour supply, cut red tape, increase adminis-
trative efficiency and achieve lasting fiscal consol-
idation.

The Stability Council would like to issue the fol-
lowing statement:

The Stability Council welcomes the German gov-
ernment’s submission of a maximum general
government net expenditure path.

The Stability Council is unable to offer a reliable
assessment of whether the German government’s
proposed net expenditure path is realistic until it
has discussed and adopted the next general gov-
ernment projection, which it will do ahead of the
submission of the Draft Budgetary Plan on 15 Oc-
tober 2025. At present, the Stability Council is
therefore merely assessing the methodology un-
derpinning the proposed net expenditure path.

The Stability Council finds that the net expendi-
ture path is based on ambitious assumptions. For
example, it presupposes that the potential growth
rate will increase within a short space of time,
based on the measures that have already been
taken to boost public and private investment. To
comply with the proposed net expenditure path,
it is crucial for Germany to implement measures
to enhance potential growth, limit the rise of gov-
ernment spending and make full use of all reve-
nue potential. This will safeguard Germany’s role
as an anchor of stability in the EU.

The Stability Council underlines that the pro-
posed path envisages higher net expenditure
growth early on, followed by gradual structural
consolidation. Above all, this can be achieved by
rigorously reviewing the necessity of government
tasks and the expenditure structures of all budg-
ets, implementing far-reaching structural reforms,
and boosting investment in order to achieve
structurally higher economic growth, thus safe-
guarding the sustainability of public finances and
complying with the new EU rules.

The Stability Council agrees that the expert com-
mission tasked with developing a proposal to
modernise the debt brake, as set out in the coali-
tion agreement, should keep the European per-
spective in mind at all times.

In the Stability Council’s view, the net expend-
iture path is the result of a consistent applica-
tion of the rules of the Stability and Growth Pact
as well as the flexibilities available. The resulting
general government budget planning enables
economic growth and sustainable public finances
on a durable basis.
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