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Preface to the German Stability Programme for 2016

The member states of the Buropesn Union
submnit thelr medinm-term fiscal plans to
the Euwropean Commissicn snd to the Eco-
ncrnic and Financial Affairs Council (ECO-
FIM) by the end of April each wear. To this
enud, in order to comply with therules of the
Stability and Growth Pact, member states of
the euro area submit updated Stability Pro-
gramines, while all other EU member states
submit updated Corsrer genice Frogrammes.

Thiz update of the German Stabili-
ty Programmme was approved by the feder-
al cabinet on 13 April 2016, The programme
follows the Guidelines on the format and
content of Stability and Conmwergence Fro-
grammes (Code of Conduct) The feder-
al government submits each update of the
German Stability Programme to the com-
petenit expert committees of the German
Bundestag as well asto the Finance Minister
Conference (Finanzministerhonferenz) and
the Stability Council (Stabilititsrat) After re-
view by the ECOFIN Council, the Council’s
opinion on the Stability Programmme is like-
wiseforwardedtothesebodies.

By submiting this updated Stability
Frogramme, which contains projections of
budgetary trends at all governmment levels
[Federationy, Ldnder, local antherities and

social security funds), the federal govern-
ment is complying in full with its obligation
for the year 2016 to submit national medi-
um-term fiscal plansin accordance with Ar-
ticle 4 of Requlaticn (E1T) WMo 47372013 on
the provizions for monitoring and assessing
draft budgetar v plans.

The Federal Ministry of Finsnce publish-
a3 the updated Stability Programme along
with the programmes for preceding years
online at:
http:fwwrw bundesfinanmministerium.de

The programmes of 2l EU member
states as well as the correspending Europe-
an Commission analyses and ECOFIN rec-
ommendations are published on the Buro-
pean Commizsion's website at:
http:fec.europaen/economy_finance/eco-
nomic_governance sgp/convergence! in-
dex_en.htm
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1. Summary

Byw ensuring continuity and reliability, Ger-
man fiscal policy iz contributing to posi-
tive econemic trends and stability in Eu-
rcpe. The Gearman econcmy is posting solid
growth, and the domestic economy in par-
ticular is demonstrating robustness: wag-
es and employment are inereasing appre-
clably, with total employment expected to
reach 424 million on average in 2016 - a
new record. Fiscal policles tar geted towards
orowthfriendly consclidation have durably
boosted consumner and business confidence
in the economy’s long-tarm wiability, and
this markedly improwes the cimate for sta-
ble macroeconomic conditions, higher lev-
als of irrestment, and stronger gowth.
Since 2012, the general government
budget - which encompasses the budgets
of the Feder ation, Linder, local authorities
and social security funds - has fulfilled the
criteria of being cose to balance In 2015,
Germany succeeded in generating a gener-
al gowernment surplus of 0.7% of GDP. By
adopting a federal budget that contained
no hew borrowing the federal govern-
ment played a decisive role in securing this
achievernent. After peaking in 2010, gener-
al government debt has faller: the debt-to-
iGDP ratio stood at 71.2% at the end of 2015
and is expected to decine further to 684%
in 2016, According to cwrrent projechons,
the general government debt-to-GDF ra-

tio is expected to decline consistertly and
to fall below the Maaszicht linit of 60% by
2020, Germany met all of the other fiscal
policy targetslaid dowmn in last year's Stabili-
ty Frogramme and complied in full with the
tules of the Stability and Growth Pact,
Mevertheless, German fiscal policy con-
tirmes to face widerangng challenges It re-
mains the case that flscal policy contimmes
to benefit from exceptional croumstances
on financial and capital markets and must
therefore prepare for the necessary normal-
igation of interest rates. In addition, an age-
ing population is generating greater fiscal
burdens As described inthe most recent re-
pott by the Federal Ministty of Finance on
the sustainability of public finances ipub-
lished in Pebruary 2018), the sustainability
of public finances has improved in compar-
igon with earlier reports, thanks to the suc-
cess of the government’s consolidation pol-
icies. Howresrer, further decisive reforms are
necessal ¥ to ensure the long-term stability
of public budgets. Purthermeore the Fader-
atior, Ldnder and local suthorities are cur-
rently tackling the tremendeous and urgent
task of providing humanitarian assistance
to hundreds of thousands of refugees and
integrating them into society All of these
factors give rise to considerable uncertain-
tiezs for public budgets Vigilant and for-
wald-looking fiscal policies and a high de-
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Page & SuUMMARY

gree of spending discipline are necessary in
order to fully safequard the gowernment's
ability to take effective action in the future
and in the case of unexpected events This
incudes necessary measures to safeguard
Germaly s internal and external security.
Against this background, the federal govern-
ment has set itself the goals of (a) ensuring
that thiz wear's federal budget also contains
no new borrowing (b)) adhering to fiscal
policies that foster growth and jobs, and ic)
complying with all European and constitu-
tional rules. In the financial plan up to the
wear 2020, which was adopted on 23 March
2016, the federal government reaffirmed its
goal of achieving balanced federal budgets
i the wears from 2017 to 2020, Germnany s
Stability Programme for 2016 reflects these
fiscal policytargets.

Another key part of Germary's fis-
cal strategy is to maintan its policles of
growth-friendly consolidaticr.. The feder-
al governmment has succeeded in consist-
antly pursuing this approach. In particu-
lar, it has substantially inereased itsfunding
to improve transport infrastiicture and to
promote the expansion of broadband net-
works, Public inwestment has contirmed to
increase and rose at a neominal rate of 42%
inn 2015 This increase was led in particular
by higher levels of federal government in-
westment. Federal budget resources targeted
towards irwesttnent havve increased sigmif-
icantly in the years from 2014 to 2016 by a
total of €66 billionn. The federal gover nment
has given the green light to ancther solidin-
credse in the coming wear, with investment
sef o risefrom €315 billion in 201610 £23.7
billior im 2017, I 2016, German fiscal pol-
icy will hawe a clearly expansionary impact
en the ecenemny These expansionary poli-
cles incude, in partioular, higher spending
on measures to provide humanitarian assis-
tanceto and promote the integration of ref-
ugees, as well as tax relief for families, dnge
parents and low income earners Inoaddi-

fHory, the federal government is providing
sizeable financial assistance to the Linder
and local authorities to help them increase
thelr investment in education, research and
infrasmucture. Spending by soclal security
funds is also cimbing substantially.

Specific federal government measures
to promote growth and employment are
described in detail in Germany's 2016 Ma-
tional Reform Programme (WREF), which
was adopted by the federal government on
13 April 2016 and will be submitted to the
Burcpean Commisson by the end of April.
In the NRF, the federal government de-
scribes what it is doing to address the eco-
nomic challenges cited in the Buropean
Cornmisson’s country repeort for Germa-
ry. Inthis connection, the NRP cutlines the
Frogress that Germany has made in fa) im-
Plementing the country-specific recom-
mendations made by the Buropean Councl
im 2015, (b) meeting the targets of the Eu-
Tope 2020 growth strategy, and (o) imple-
menting the woluntary commitments set
ot in Germany's 2015 Action Programme
for the Euro Flus Pact Those measures in
the NRP that have a fiscal impact also form
part of the Stability Programme’s fiscal
strategy and public budget projection.
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2. Aggregate economic conditions in Germany

2.1 Aggregate economic condi-
tions in Germany in 2015

The German economy colfinued to post
solid growth in 2015, In wear -on-vear terms,
GOP grew at areal rate of 1724 in 2005 This
reflacts the German economy's fundarmen-
tal healthiness, which has helped drive r1o-
bust domestic growth. In terms of national
output, the main sectors driving higher do-
mestic value added incuded manufactur-
ing, wholesale and retail trade i7ansport,
hospitality, business services, public servic-
es, educaticn and health care This was 1e-
flected, for example in matked levels of
emplovment growth in these sectors of the
econolny. Growth in Germany s now no-
ticeably more employment-intensive than
inthe past; this development is led by busi-
nieszesin the services sector. In terms of na-
tional expenditure, household purchasing
power and private consumpton are being
boosted by rising emplovmnent and income
lewrels as well as declining energy prices, all
of which have given the econcmy added
dynamism. In confrast, foreign rade made
orly a minor contribution to growth in sta-
Hstical terms Interms of national income,
there hawe been marked increases in em-
Flovment income, business income, and

propertyincome Thishashad apositiveim-
pact on growthy, investrnent snd jobs.

The economy's capacifies were nesr full
utilisaion lewvels in 2015 ie the German
econlomy's tofal output of goods and ser-
vices was roughly in line with estimated po-
tential output. Inthis connection, dedining
energy and commodity prices boosted ag-
gregate econclnic activity by reducing busi-
ness costs and strengthening household
pur chasing power.

2.2 Short- and medium-term
outlook for the aggregate
economy, 2016-2020

Current conditions remain condudve to a
contirmed upward trend of the overall econ-
omy in 2016, "Wage increases, rising bus-
nessprofits, favour able financng conditions
and a positive cutlock for domestic salesare
likely to lift econcmic growth this vear. In
additior, the outleck for the global econo-
my is expected to brighten gradually as well
According to the annual projection con-
tained in the feder al government’s 2016 An-
el Economic Report, the current level of
economic momentum is expected to remain
unchanged this year. GDP is forecast to ex-
pand af a real rate of 1.7%¢ in 2016 - main-
taining the same pace aslast year.
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Dn the whele recent econemic data sug-
gest that econcmic growth will regain mo-
mentum after slowing temperarily in the
seconid half of 2015 Consumpticn - both
private consumption and government corn-
sumpticn - is expected to be the main driv-
eI of agmregate econommic growth. The do-
mestic economy islikely tobeboosted again
i 2016 by low il and energy prices. Lowrer
commmodity and energy prices will also play
a key role in contributing to the ourr ent ac-
count surplus.

Business investment is likely to remain
cautious this year, becausze the impetis to
imwest in busness expansdon is not strong
enough wet This will change howeser, as
soorl as forelgn demand starts to increase
again in the case of an anticipated recow-
ery of the global economy. The vary good fi-
nancing conditions for compardes will then
hawe a more tangible positive impact onin-
vestmnent activity Newertheless, there is stll
a high lewe of uncertainty due to geopoliti-
cal rigks These risks are negative factors for
export activity as well as for the domestic
inwestment activity of multinational enter-
Prises

Germany's labour market remains in
vary good shape Employment will contin-
ue to baboogted by the employment -inten-
sive natwre of economic growth in Germa-
oy, with total emplovment forecast to reach
434 million on average in 2016 - anoth-
el Tecold level Service sector companies in
particular are expected to add new jobs. Due
to an anticipated dight increase in energy
prices, it is expected that consumer and pro-
ducer prices will climb at a somewhat faster
pacein 2016 than they did last wear.

It is highly uncertain hew the influx of
Tefugees and asylum-seakearz will impact the
econoiny, especially since it is impossible at
this time to predict the total rmmber of per-
sons who will ultimately seek help, Positive
impacts on the labour market are likely to
be extremely limited ower the short term,
since mary refugees must first overcome

language barriers and acquire the necessary
ddllsto succeed onthe Germanlabeour moar-
ket However, the recent wave of immigra-
tion will lift aggregate demand in the short
termn, thisis expected tolead tohigher lewels
of both private and government consump-
tion.

The irflur of refugees is unlikdy to in-
cTease potential cutput until the longer
terrn. The extent of this increase will ult-
mately depend on how well they suceeed in
being integrated inte the labowur market. In
its medium-term projecicn up to the year
2020, the federal govarnment expects GDF
to grow at inflaton-adjusted rates of about
1149 per wear (see Figure 1), During this pe-
riod, the output gap is assumed to remain
near zero, Potential growthis expected tobe
driven in equal parts by technological pro-
gress (fotal factor productivity) and by the
imputs of labour and capital.
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Figure 1: Gross domestic product, in real terms

5 13
F]
125
3
2 1x
1
115 §
. 0 g
! :
- 110 4
-2
s
-3
- /, hlii]
-5 ,
_/ s
" s
- —
7 o
000 A0l 00z 200 00 2005 0a 2007 2008 00 2010 A1l 201z 013 2014 2015 20ié 017 A18 2019 2020
mmCharge Forn prewous wear inpefoent —Grogs dornesticproduct, chain index
8031/16 ADD 1 MCS/ah 12

DGG 1A EN

www.parlament.gv.at


https://www.parlament.gv.at/pls/portal/le.link?gp=XXV&ityp=EU&inr=103464&code1=RAT&code2=&gruppen=Link:8031/16;Nr:8031;Year:16&comp=8031%7C2016%7C

Pagg 12 GERMANPISCAL PCLICY I THEEUR OPEAT COMNTEXT

3. German fiscal policy in the European context

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

The S5tability and Growth Fact requires
member states to bring their budgets close
to balance ower the medium term and to set
their own binding targets to this end. The
Fact also setsupper limits cn budget deficits
and debt ratios. Compliance with these tar-
gets and limits serves to safeguard the fiscal
capacity of each member state in the Eco-
normic and Monetary Undon. Inthis way, the
Pact requires that all EU Member States pur-
sue stability-criented fiscal policies as a pre-
condiicn for ensuring srong sustainable
growth in Europe.

Lagt wear, Germany again complied
i full with the rules of the Stability and
sTowth Pact. Onthe basis of prudent budget
policies, Germany succeeded in keeping
its nominal deficit well below the upper
lirnit of 324 of GDP In 2015, for the fourth
veal I oa row, Germany’s general govern-
ment budget lencompassing the Federa-
tior, Lédnder, local authcerities and social
security funds, incduding their off-budget

entities) fulfilled the criteria of being cloze
to balance. In 2015, the actual fiscal balance
stood at +0.7% of GDP. Fgure 2 shows that
the general government budget reccrded a
struchural surplus (of 0.8%) again in 2015,
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Figure 2: Comparison of structural and actual fiscal balance (in % of GDP)
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1995: Ex luding a=settransfers associated wath the assumption of the lisbilities of the Treuhandansialf, an agency charged
with liquidating aszets formerly cwened by the East Gerrman governmert, and of the residential construction enterprises
of the former East Gerrmary. Inclusive of these effects, the total government deficit armounted to 9.5% of GDP.

2000: Ex luding URMTS revenue. Inclusive of these effects, the government budset showed a surplus equal to0.9% of GDP.

Thesze surpluses in the genersl gowvern-
ment budget have plaved a key 1ole inre-
ducing the debt-to-GDF ratie. In 2015, the
debt-to-GDF r1atic declined appreciably
by 35 percentage points General gowern-
ment debt is thus on a sustained dewrmward
path, evenn though it is sHll well abodre 64,994
of GDF, the level posted in 2008 when the
geobal financial crisis started. As part of the
reforms adopted in 2011 to strengthen the
Stability Pact, the EU inttoduced the “1/20
rule™ as a way to spur the reduction of ex-
cesdve debt lewels. This rule, which is bind-
ing cn all member states, requires that the
gapbetween amember state's debt leval and
the 60% Maastricht upper limit be reduced
by at least 1720 per wear, averaged owver the
most recent three years, Germany has ful-
filled this requirement for the three-year
petiod frem 2013 to 2015 In additicry as
part of its 2015 Action Programme for the

Euro Plus Pact, Germany pledged to bringits
general gowvernment debt-to-GDP ratio be-
lowsr 7082 by 2016, According to the govern-
ment’s projection, Germany will fulfil this
colnmitment

Germany is currently subject to the pre-
ventive arm of the Stability snd Growth
Pact. Member states subject to measures of
the Fact’s preventive arm must, over the
medinm term, achiewe budgets that are
close to balance of in surplus, To this end,
they set a medium-term objective (MTO)
for their general gewernment structural
budget balance The structural balanceis de-
tarmined by adjusting the nominal balance
for cyclical and one-cff effects The coun-
try-specific MT Oz are binding minimmm re-
quirernents Under the Treaty on Stability,
Cecrdinaien and Governance in Econeom-
ic and Menetar v Undien ithe fiscal compact),
member states whose debt ratios exceed
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60% and whose public finances are at risk
of being unsustainable over the long term
must not post stuctural deficits exceeding
0.5% of GDF. Accordingly, Germoany's Stabil-
ity Programome adopts this upper limit.

The requirements of the Htability and
GTowth Pact's preventive arm also include
an expenditure benchmark, which limits
pearmizsdble increases in government spend-
ing for member states that are on the ad-
justrnent path tewsards their MTO o1 are just
Teaching it. The expenditure benchmoark is
not binding if 3 member state outperforms
its MTO and is ot at risk of failing to com-
pl with the MTO throughout the duration
of the programme. This is the case for Ger-
TILATLY.

In its opinicnn idated 15 June 2015)
ofl Gelmays most recent Stability Pro-
gramme, the Econcmic and Financial Affairs
Cemncl (ECOFIN) noted that the mact oeco-
nomic scenario underpinning Germany's
budget projections had not been endorsed
by anindependent body. In this connectiorn,
the Eurcpesn Commission pointed out the
need for adjustinents to be madein formal-
Iy transposing Regulaticon (EU) No 473/2012
im order to meet the requirements of the
two-pack and the fiscal compact, howew-
ar, it found absolutely no fault in thefaderal
government’s projecions The federal gov-
ermment is currently reviewing options for
making a suitable adjustrnent. This istaking
place in consultation with European Com-
missien autheoriies.

3.2 FRscal situation and strate-
gic direction

I its Jamuary 2006 concusions, the ECOFIN
Couneil welcomed the progress that many
membear states have made in conselidat-
ing their public finances At the same time,
hemsrerer, it ncted that debt levels remain
high in most member states and that acion
is still needed to ensure the long-term sus-
tainability of public finances. The ECOFIN
Ceouneil also emphasized that member states
are obligated to comply with the rules of the
Stability and Growth Pact, to establish the
necessary fiscal buffers, and to avold pro-cy-
clical flscal policies. Purthermore, merm-
ber states should target their fiscal and eco-
nommic policies towar ds three key pricritiasg,
which the Buropesn Council reaffirmed in
its conclusions of 17-18 March 2015 con-
ducting responsible fiscal policies, pursuing
structural reforms to medernise ther econ-
cmies and boosting investment.

The federal government has taken these
ouidelines into account in setting its fiscal
policy. Germnany has succeeded in charting a
fiscal policy course towards growth and sus-
tainable public finances. This success goes
hand-in-hand with the robust parformance
of the German econcmy. Economic growth
is outpacing the mowth rate of potential
cutput, the German economy is producing
at clese to full capacity, and tetal employ-
ment - which new stands at an snmualized
average of 43 milllon per sons - s atitshigh-
ast leval since German rennificaion

In 2016, German fiscal policy will have a
clearly expansonary impact on the econo-
my, due to higher levels of government in-
vesttnent, tax relief for families single par-
ents and low income earners, rising levels
of expenditure by social security funds; and
substantially higher spending on measures
to provide humanitarian assistance to and
Fromote the integration of refugeesz. In the
current situstorn, with the German econ-
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cmy near full capacity, a more expansicn-
ary flscal policy is not adwizable from an
eccnolmic point of wew, because it would
heightery the rigks of sectoral and regional
imbalances, overheating, and fiscal instabil-
iy, which would cause medinm- and leng-
term damage to the econemy in both Ger-
many and the ewro area.

In additior, fiscal policiesthat aim to en-
sure stability mmust also take into account
the fact that, although low interest rates
clearly eaze the burden on public budgets,
current condiicns on capital and financial
marketzmust be viewed as both exceptional
and of limnited dur ation. To ensure that pub-
lic budgets remain on secure footing in the
futire, gevernmments must adopt flzcal poli-
cles that are prepared for the normalization
of global finencial conditions.

Againgt this background, wigilart and
forward-looking fiscal policies and a high
degree of spending discipline are necessary
inerder tofully safequard the gover nment’s
ability to take effective action in the future
and in the case of unexpected events For
this reasor, the federal government is com-
mitted to the goal of achieving balanced
budgets in the wears from 2017 to 2020, Al-
Teadyin 2014 and 2015, Germany succeeded
in dosding its budget without any new bor-
Towing The 2016 federal budget, which was
adopted in MNovemnber 2015 also refrains
from taking on any new debt. Purthermore,
the federal government has committed it-
salf totaking onne new debt in subsequent
vears as weall The feder al cabinet reaffirmed
this commitment on 23 March 2016 when it
adopted its benchrmark figures for the 2017
federal budget and the finandal plan up to
fiscal wear 2020, Germany's Stability Fro-
grammne for 2016 reflects these fizcal policy
targets.

By staying on the path towards con-
solidatiory, the federal government iz rein-
forcing the demestic sources of econem-
ic growth and beolstering the confidence of
businesses and private citizens. Moreowear,

this path has led te a steady reduction in
structural debt and enabled the government
to comply with constitutional debt brakere-
quirements by solid margins isee Figure 3.
Inn this way, the course has been st for the
leng-term sustainability of public finances.
Af the zame time, the healthy state of pub-
lic finances has given the federal gowern-
ment the lesway to provide tar geted tax re-
lief to taxpayers and to further improwve the
expenditure stucture of the federal budget
by targeting spending towards pro-growth
irmresttnent in education, research and infra-
structure,
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Figure 3: Change in the Federation’s structural deficit (in % of GDP)
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The financial balances of the Energy and Clim ate Fund, the Aufboohifefonds (@ special relief fund established to rem edy the
damage caused by the lune 2012 flood s in Germany] and the Local Authority Investm ent Prom otion Fund Kommonal peestiti-
onsférderungsfonds, g special fund to promote investrment atthe local suthority Lewvel]l, all of which are relevant for determining
the Federation™s structural deficit, are taken into account for the 2016-2020 projection period.

3.3 Fiscal policy measures on
the expenditure and
revenue side

Az part of itz strategy of growth-friendly
consolidatior, the federal gowernment isin-
cleasng its spending in targeted areas that
are conducive to economic growth. This fo-
cus iz in line with the recommendations
contained in the ECOFIN Council’'s opinion
tdated 14 Tuly 2015) onn Germary's 2005 Sta-
bility Frogramme, which called on Germa-
Iy to further increaze public investment in
infrasgucture, education and research. In
the pericd from 2009 to 2015, governrmernt
irwestment in Germary has risen at & nom-
inal rate of 3.3% per yeal oh average. [rerest-

ment inresearch and dewelopment (whichis
clazsified under “Other irwestment™) played
a kev role in driving this increase (see Fig-
ured). Intheperiod from 2009 to 2015, gen-
eral gevernmert inwestrnent increased at a
substantially faster pace than owverall gow-
ernment spending fwhich grew at a nomi-
nal rate of 2.5% pel weal o average). Gov-
ernrnent gross capital formation even grew
by 4.2% in 2015, outpacing the increase in
both general government expenditure and
nomminal GDF (which rose by 2.1% and 2 8%,
respectively) R&D investment continued to
make a positive contribution in 2015, while
irmresttnent in machinery and equipmnent
oren ab a particularly fast pace.
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Figure 4: Gross capital formation, average annual increase from 2009 to 2015
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The federal government played a key
role in driving this poditive momenturn
first, by inc easing investment at the federal
level, and second, by providing support for
inwestment at the Ldnder and local anthori-
tvlevels In thisway, the federal governmment
corfimiesto exert tangibleinfluence on the
pricrities that are set for public investment.
For example in 2015 the federal gowvern-
ment increased its investment in tTansport
infrastruchure and will continue to do soin
the coming years. The 2016 federal budget
allocates €122 billien for tramsport inwest-
ment, and this ameunt is poised to rise to
roughly €14 .2 billionin 2018.

In Germany, most public imsrestment is
made by the Lénder and local authorities In
order to open up additicnial scope for pub-
lic irrestmnent, the federal government de-
cided to provide targeted financial relief to
the Linder and local authorities. During the
current legislative period (sdnce late 20130
the Federation is prowviding the Ldnder and
local autherities with €6 billicn infinancal
relief for the purpose of fadlitating the ex-
pansion and upgrading of pre-schocol child
care facilities, schools and higher educa-
tion instituions Alse during the current
legiclative period, the Federation is allocat-
ing an additicnal €3 billicn to promete re-
search particularly within the frameworlk
of the Higher Education Pact, the Pact for
Research and mnesration, and the nitative
for Excellence, seme of the funding will also
go to nen-university research cenfres. Fur-
thermoare, the Faderation is providing local
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autherities with an additional €5 billien in
the years from 2015 to 2018, €15 billlonn of
this funding will be used to boost inwest-
ment by local authorities in general while
the remaining €35 billion will flew into a
special fund for the purpese of prometing
inwvestment by local authorities with inad-
equate financial resources. Many local au-
thorities recently reported that — due to the
multiple challenges associated with provid-
ing assdstance to refugess — they were hav-
ing difficulty adheringto the schedulas they
had previousy set for the planning and im-
plementation of inwestment projects. Duein
part tolocal authorities limited capacity to
callv out complex irfestmnent projects the
federsl governmment is planning to take steps
to bolster ther institutional capabilities
By the end of 2016, the federal governmment
will restructure its agency for public-private
partnerships IGPP Dentschland &%) and re-
vamp the agency's strategy. The aim will be
to pocl expertise for the purpose of assist-
inglocal autheritias that need help in plan-
ning and carrying out imwestnent projects,
thereby enabling them to implement such
Projects as cost-effectively as possble re-
gardless of which procurement method they
choose Purthermere, the Federation is pro-
viding local autherities with an additional
€1 billicn in financial relief per year in 2016
and 2017, the federal goverrment plans to
Taise this amount to €5 billlon per year on
an engolng basis starting in 2018,
Inresponse to the large number of 1ef-
ugees entering Germany, the federal gow-
ermment adopted the Act to Expedite
Agvlumn Procedures (Asvherfahiensbeschle-
unigungagesetz), which puts in place addi-
ticnal impertant measures to help mitigate
the financial burden on the Linder and lo-
cal autharities For example the federal gow-
ernment increazed the share of VAT 1evenue
that is allocated to the Linder, a step that
provided the Linder and local autheorities
with an extra €2 billion in revenme in 2015
In 2016, the VAT reverme allocated to the
Linder iz being increased by an additional

€2 6 billicry, this amount incudes €350 il -
liontohelp the Linder sand local suthoritdes
deliver assisteance to unaccompanied ref-
ugee minors as well as an additional €229
millicn to mprove care and assstance for
all refugee children. It also includes €25 bil-
lion as a dewn-payment by the Federation
to the Linder and local autherities for its
pledged share of the costs to cover (a) ref-
ugee assstance and accommodation and
It additicnal administrative tasks associ-
ated with refugess The costs are measured
starting with the regismation of refugees
and ending with the issuance of a dedision
on their asylum application. The remainder
of the Feder aion’s share of the costs will be
paid in autumn 2016 after o definitive calon-
laticnizmade

The in-migration of refugees iz leading
toahigher demand for housing Inthe past,
the federsl government had stopped pro-
viding federal funding for subsidised hows-
ing and pad partial financial compernsa-
tiontothe Linder instead. Given the curr ent
citcumstances, the Federation hasz adopt-
ad legislative provisions to increase these
colnpensation payments, in the wears from
2016 to 2018, the Federation will support
the Linder with an addiicnal €500 millien
per wear. During the parliamentary proce-
dures topass the 2016 budget, related feder-
al measures were adopted that total approx-
imnately £4.2 billion; this incdudes the higher
collpensation payments to the Linder as
wall as discount-rate sales of faderal proper-
tytothe Linder and local autherities, which
is to be used for subsidized housing. The
federal government will provide additonal
funding for this purpose from 2017 ormrards
as well.

The federal government has made clear
that it is placing a top pricrity on prowvid-
ing the financing to deliver humanitari-
an assistance to the large mamber s of refu-
gees and to carry out refugee-related tasks
A the same Hme it is aware of the chal-
lenge that authorities must also pay atten-
tion to ensuring cost-efficiency, despite the
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ur gertt need for action. In wiew of the fact
that significant extra spending - the uld-
mate amontt of which is diffionlt to pre-
dict - will be required toreceve and accom-
modate asylum-seekers and refugees, the
federal government set aside €5 billien in
Tezarves for this purpese in its second sup-
Plementary budget for 2015 It was possible
to increase the ameunt of these reserves to
£12.1 billicry, thanks to one-off effects that
impreved the final budget results for 2015
Bundesbank profits for the financal year
2015 added an addifonal smount of rough-
Iy €700 million to the reserves Under cur-
rent plans, €61 billion will be withdrawn
from the reserves in 2016 to cower the ex-
fra spending that the Federation will have
to makeinresponsetotherafugee dtuation.
The remaining funds will enable the gov-
ernment to cover further costsin 2017 with-
ot hawving to take on new debt. No funds
from these reserves will be available in 2018
For this reasorn, under the current financal
Plar, budget-wide savings of €67 billien
will be required in 2018 in order to ensure
a balanced budget with no new borrow-
ing. Thiz budget-wide savings requiremernt
serves a5 a call for corresponding action by
policy-makers when they prepare the 2018
federal budget. Af the sametime, it serves as
a clear expressionof the positicn hield bythe
entire federal government that, for the vears
ahead, the door to new borrowing is dosaed.
T ensure sound fiscal and budget pel-
icies, it iz esgential net only to address cur-
Tent challenges but also to identify in ad-
vance basic spending trends and their
medium- and long-term corsequences, in
order to facilitate the adoption of appropri-
ate measures. For example, the effect of ex-
cepticnally low interest rates on debt ser-
vice payments has greatly eased the burden
on government budgets These lower costs
Plaved arcle infurther reducing Germany's
rafic of general gowernment spending to
5DOF, which declined again in 2015 to 43 924,
Howrewrer, this cannot allow policy-malkers
tolose sight of the fact that general gowern-

ment spending on {a) social benefits oth-
el than soclal Tansfers in kind and b)) so-
cial benefits in kind has inc eased markedly
at the same ime;, higher expenditures have
been recorded for pensions, health care and
long-term care, ameng cther things Ac-
cording te the government's projection,
social spending will continue fo rise at an
abowe-average pace. These expenditure
trends must be meonitored diligently in or-
der to ensure that public budgets are also
still able totarget expenditures towards are-
asthat are crucial for futre growth, incdud-
ing education, research and technology.

The revenue side of flacal policy also
contributes to gowth and employment by
prowviding a reliable tax policy framework
and tax relief. I this area as well, thefederal
govarnment isheedingthe Connel’srecom-
mendations Germary's tax system is affec-
tive and fair owerall. The federal governmert
ensres that in the face of internaticon-
al competition, the Germoan tax systemn re-
mains relisble, manageable and competitive.
Due to the robust performance of the do-
mestic economy in particular, together with
record emplovmnent levels and rising wages
and salaries, general governmment tax reve-
nuerecorded a substantial increasein 2015

At the same me, the federal gowern-
ment iz boosting business competitiveness
and consumer purchasing power by provid-
ing targeted tax relief. For example, effec-
tive from 2016 crwards, the fedaral gowern-
ment iz providing citizens with ncome tax
Telief totalling spprorimately €5 billion. In
line with the findings of the federal govern-
ment’s 10th report on subsstence level s the
basic personal allowance and the tax allow-
ance for children hawve been increased for
2018, as they weare last year. [n another step
toreduce bracket creep, tax rates weremod-
ified by a total of just under 1.5% from 2016
ormral ds in order to account for the project-
ed inflaticn Tates for 2014 and 2015 as fore-
cagt inthefederal government’s 2015 spring
projection. To help families that do net ben-
efit from the tax allowance for children, the
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government increased child benefit pay-
ments again in 2016, In additon, the child
supplement for low-income families will be
increased from Muly 2016 onwards Fuorther-
mere, the amnount of tax relief for sngle par-
ents was incleased and scaled according to
thenumber of children.

Initsrevizsion of inheritance and gift tax,
the federal gover nment will take caretoim-
Plemnent the requir ements stipulated by the
Federal Censtituticenal Court in its dec-
sicn of 17 Decemnber 20014, To thiz end, the
federal government aims to establish rules
that are in conformity with the constitution
and that simultanecusy take into account
the needs of small and medium-sized bus-
ness, without fundamentally altering the tax
model This is infended to ensure smocth
generational Tansitons within companies
and to safequard jobs.

Another major tax policy objectve for
the federal governmment during the current
legislative pericd is to enact measures to
combat of oss-border profit-shifting by mul -
tinational companies To this end, it is work-
ing together actively with its G20 partners
to further dewelop internationsl standards
as part of the OECD's baze erosion and prof-
it-shifting (BEPS) project. & focal peint of
these efforts is to improve coordination be-
tween national tax systems, in order to close
tax loopholes and to prewvent harmful tax
competition between countries.

Puthermore Germany is committed to
advancing the global standard on autematic
exchange of financial account information.
On 29 October 2014, 50 courdries sgned a
binding treaty on this issue. The automat-
icexchange of information (AEOT) will start
inmid-2017 the aim isto establish AEOQT as
an internaticnal standard for the purpose
of curtailing tax flight and tax evaszsion by
aliminating barking secrecy. Within the ET,
the new standard is being implemented on
the basis of the Mutual Assistance Directive
ICouneil Directive 2011716/EW), which was
Tevized in Decemnber 2014, In Germargy, the
directive was transposed into national lawr

through the adopion of the EU Mutual As-
sistanice Act (LU-Amtshilfgesetz) sand the Act
on the Exchange of Financdal Account Infor-
mation (Finanzkonten-Informatonsau staws-
choesetz) inlate 2015,

Finally thefederal govearnment also aims
tofurther improwe the efficiency of the Ger-
man tax admindstraticn. Together with the
Linder, it plans to restructure and modern-
iseworkflewsin the tax admini stration with
the aid of new technologles. To this end, on
8 Decermnber 2015, the faderal cabinet adept-
ad a draft bill to modernize taxation proce-
dures. The new law is to enter into force on
1 Jarmary 2017, necessary secondary meas-
ures are expected to be implemented with-
ir sz vears.

34 Implementation of
country-specific fiscal
policy recommendations

The federal gover nment’s fiscal policy strat-
agy and the measures described above ad-
dress the courtry-specific fiscal policy rec-
cmmendations issued by the Councl on 14
Tuly 2015 The Counell recommmends that
iGermary take action to increase public in-
vestmnent in infrastructure, education and
research; to improve the conditions for pri-
vate investment, to ensure adequate public
irwestmnent alse at the Land and local au-
therity level, and to reduce the tax wedge,
aspeciallyfor low-wage earmer &
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Figure 5: The structure of revenues and expenditures in 2015
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Inits country report on Germany, which
was published on 26 February 2016, the
Eurcpean Commissdon confirmns Germa-
ny's progress in addressing the 2015 coun-
try-specific recommendaticns. The Com-
misdon  also  describes the econemic
challenges that Germary continues to face
Germany's 2016 National Eeform Pro-
gramrne (MRP) which was adopted by the
federal cabinet on 12 April 2016, contains
a detailed description of the measures that
the faderal government is taking to address
these challenges and to put the Council's
country-specific recommendatons into ac-
ticrn. The 2016 NRP also 1eports on fa) the
progress that has been achieved and the
measures that have been adopted within the
context of the Burope 2020 Strategy as well
as ib) the implementation of the woluntary
commmtmnents set out in Germany's 2015
Actienn Programme for the Euro Flus Pact,
which the federal government approved on
25 March 2015

By carrying out successful policies to
conisolidate public budgets, induding the
substantial reduction in the general gov-
errmnert debt-to-GDP rato, and by taking
the above-cited measures to boost public
investment, Germargy has fulfilled the wol-
unfary fiscal policy commitments set out in
Germany's 2015 Action Programme for the
Eure Flus Pact.
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4. General government budget balance and debt level:

projection to 2020

Garmany has set a structural balance of
0.5% of GDF asits MTO. This fulfils Buro-
pean Tules! Tequiring general geswernmmnent
budgetsthat are close to balance,

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

Reverme posted dynamic growth in 2015,
Tising by 3.9% In year-cni-year terms This
podtive result was driven in particular by
good conditions on the labour market, with
tax revenue and revenue from soclal secu-
Tity confributions increasing by 47% and
4088, Tespectively. The tax-to-GDF ratio
grew from 226% 1o 22.8%.

Intheprojecion period to 2020, tax rev-
eriie is expected to keep grovwing at a some-
what faster pace (just over 2.5% per year on
aver age) than nominal GDF (2 3% pear year).
Accordingly, the tax ratio iz expected to 1ise
toapproximately 22% of GDF by 2020, This

1 Where notothernyize specified, all data con-

taimed inthis projection are based onthe defini-

tions laid downinthe 2010 European System of

Aoccounts jn accord ance with Regulation (EU] Mo
5422012 and encom pass core budgets and off-
budget entities.

is due beth to(a) rising incomes snd favour-
able labour market conditions as well azs (b)
the fact that demestic demand, which is
mole tax-intensive, will make a larger con-
tribution to agoregate economic activity
than net exports. The year 20016 will be an
excepion here because income tax relief
measures will lead to a below-average in-
creasein tax reverme.

Reverme from social seowity contribu-
tions rose slightly on the year in 2015, to
16.6% of GOF. While the confribution rate
for general pension insurance was reduced
by 02 percentage points the contribution
rate for long-term care insurance was in-
creased by 0.2 percentage points The me-
diumn-term budgetary projecion alse takes
into account the additicnal 0.2 percent-
age point increase in the contributicn rate
for long-term care insursnce that will take
place in 2017

Therewverme ratic - which alse incdudes
cther government reverme such as reverme
from business activities and fees - is pro-
jected tostabilise at around 4414% of GOF in
the coming vears.
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Table 1: Trends in the government revenue ratio

2015 2016 2017 2018 2018 2020

in % of GDP

Taxes 228 22 %4 23 23 23 23
Social contributions 166 16 ¥ 16 ¥ 17 17 17
Taes &socid contribu- g, 39 14 39 34 A0 40 40
tions
Total revenue

Apri 2016 Update 44.6 44 4 a4 4 44 4 44 ¥4 44 4

April 2015 Update 44Y, 43 % 44 44 44 -

Differences between () the total tax ratioand (i) the sum of the tax ratio and the social contribution ratio are dueto

rounding; Figures for the projection period are rounded to 1/4 percentage points of GOP.

Government expenditure increased by
2.9%0in 2015, This increase was driven again
by expenditur ez on social benefits e social
benefits other than social Tansfers in kind
as well as social benefits in kind), which
orew by 44% ontheyear. Interest paynents,
which declined by 5.7% on the vear, had a
sttong dampening effect on expendifire
trends.

During the projection period, general
governmmert expenditure is expected to in-
cIease by roughly 3143 per yeal oL aver-
age, with government consumption rising
at a somewhat faster rate of 4% per year.
Trends in public finances will be influenced
bwa mumber of socdal policy measures that
the federal governmment has adopted dur-
ing the current legidative period, such as
anindease in housing benefits; unding for
a recently adepted, meore flexible form of
parental benefits; full pensions under cer-
tain conditions starting at age 63, pension
increases for mothers with children born
before 1982 improved pensions for per-
sons with reduced earning capacity, and in-
creased funding for labour market policy

instruments. Az a consequence, total social
spending e social benefits other than so-
cial transfers in kind as well as social bene-
fits in kind) will increase at an abowe-awer-
age pace Iising from 232 8% of GDF in 2015
to 24 7% of GODP bythe end of the projection
peried {or from 54.23% of total gowernmnent
expenditure in 2015 to 55.7% by the end of
the projection period).

The successes achieved in terms of con-
solidation benefit Germany in a wariety of
ways — for example by reducing the debt-
to-GDF ratio, which still exceeds the refer-
ence value of 60% of GDF, and by enabling
targeted inwestments to malntain, up-
grade and expand public infrastucture for
the purpose of boosting economic growth.
Cryerall, general government inwestnent
during the peried from 2015 to 2020 is ex-
pected torize by 434% per yeal oh average,
which means that imvesttnent will grow at
a higher rate than total government spend-
ing. In this way, long-term trends will con-
tirme, but at an even faster pace: during the
peried from 2005 to 2015 public inwestmment
Tosebyd 1% pel yeal ol average —at ahigh-
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eI 1ate than expenditure revenue, and GOF
during the same period. In recent years, the
Federation has on multiple occasions, and
using a variety of instruments, taken steps
tosetthe conditions for a sustained inerease
in public irwesttnent. The benchmark fig-
ures for the draft federal budget and finan-
cial plar, which were adopted on 22 March
1016, provide for the contimation of the
governmment’s programme of future-crient-
ed imwestmnents and enable additicnal in-
vesiment spending, particularly in the area
of public infrastiucture. In additicn, in re-
Cert yeals and ol mumerois occasions, the
Federation has helped the Linder and local
authorities to cower the costs of social bene-
fits, thereby frecngup Linder and local au-
therity budget funds for increased irsrest-
ment, among other things. Purthermore by
sefting up the Local Anthority Investmnent
Fromotion Pand (Eommunalinvesttions-
Firderungsfonds), the Feder ationnhias created
an instrurmnent that will help local autheri-

The large mmbers of refugees coming
to Germany e having a perceptible im-
pact on the general government budget. In
2015 just under 11 million refugees were
Tegistered inthe EASY systemn. According to
current eshrnates, costs associated with ref-
ugeeTelated immigraticn are expected to
Tequire - compared with 2014 - addition-
al budgetar v resources totalling Wi of GOF
per wedr in 2016 and 2017, All gowernmnent
lewel s will cover additional costs due to the
Tefuges situnaticn. Howewer, the federal gow-
ernment iz giving additional support tothe
Linder and local authorities to help them
accomnmodate and provide care to refugess.
The Federation has intensified its financial
efforts substantially for 2016 In addition to
extra soclal spending, the Federation s eas-
ing the financal burdens of the Linder and
local autherities by allocating them addi-
ticnal VAT reverme.

Table 2: Trends in the government expenditure ratio

2015 2016 2017 2018 2019 2020
in % of GDP
Apri 2016 Update 429 44 1 44 14 44 44 14 44 1
April 2015 Update 44 43 %, 43 % 43 %y 43 Le =

ties with inadequate financial resources to
imwest more money in public infrastructure.
Consequently, fiscal consclidation has net
been carried cut at the expense of irrest-
ment; on the contrary, successful conseli-
dation policies hawe made it possible toin-
craase investrnent.

Figuresfor the projection period are rounded to 174 percertage points of GDP.

Since expenditure fTends are projected
to outpace the nominal growth rate of GDF,
the expenditure rato is expected to rise to
4414 of GDF in the short term and stabilise
atthislevel ower the course of the projection
period izeeTable 2)
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4.2 Trends in the government
budget balance

The budget surplus of 0.7% of GDF in 2015
has enabled the Pederson to put funds into
the Local fntherity Investment Frometion
Fund and the Ener gy and Climate Fund and
to set aslde reserves needed to manage the
tazks in connection with receiving and ac-
commmnodating refugees and asylurm -secker s
inthe coming vears.

Two new pricrifies in this year’s federal
budget incude (a) measures in connection
with the influx of refugess and (b} internal
and external security To manage the influx
of refugees, measures and funding will be
targeted towards language instructon, in-
tegration programmes, the Federal Office
for Migration and Refugees, and the feder-
al police.

in the coming vesrs. Factors that will have
a mitigating impact on the general govern-
ment budget balance incude the stable up-
swing of the German economy - which will
go hand-in-hand with stabler evenue trends
- and sustained low interest rates for the re-
financing of government debt.

Taking these adverse and mitigating fac-
tors together, the government budget is ex-
pected to remain cdose to balance over the
further course of the projection period.

Postive fiscal balances at all lewels of gov-
ernmnent confributed to the general gov-
ernment budget surplus that was achiewved
im 2015 This is the first time since German
remnification that such an outcome has
been achieved {after revision of the previ-

Table 3: Trendsin the general government balance

2015 2016 2017 2018 2013

in % of GDP

April 2016 Update 0.7
April 2015 Update Ly

0 0 0 0
0 14 L L

Figuresforthe projection period are rounded to 14 percentage points of GDP.

Factors that will have an adwverse impact
cn the general government budget balance
in 2016 and in subsequent years are the in-
creazing outflows of funds from (a) the Lo-
cal Autherity Imwesttnent Promotion Fund
annd the Energy and Climate Fund and ()
the reserves to cover the costs of tasks asso-
clated with the reception and accommeda-
tion of refugees and asylum-seekers Tharl s
to consistent budget consclidation policles
at all governmment levels the Linder and lo-
cal autherifies are alse well-equipped to
manage the financal challenges posed by
the influx of refugees The social security
funds will draw gradually on thelr reserves

olls year's Tesults) In 2015, the Federation
posted a surplus of 03% of GDF, while the
Linder and local autherities each recorded
surpluzes of 0.1% of GDF The social security
funds generated a surplus for the sxth year
imarowin 2015,
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The federal gowernments projections
proceed from the assumption that the Fed-
eration, Linder and local autheorities wdll
further reinforce ther consclidaticn suc-
cesses inthe years up to 2020, This is illus-
trated at the federal lewel by the bench-
mark figures for the financal plan to 2020,
which the federal cabinet adopted on 22
March 2016, these benchmark figures pro-
vide for federal budgets in cash terms) that
Tequile no new b orrowing whatsoewer, With
vel v few exceptons, every govearnmment lev-
el iz expected to achieve balanced budgets
in the coming years. A small deficit is ex-
pected at the federal lewel in 2016 due tothe
abowve-described factors, and in 2018, addi-
tional financial relief preovided by the FPed-
eration is expected tolead to a surplus at the
local autherity level, while causing a cofTe-
sponding deficit at the federal level.

The budgets of social security funds are
expected to be balanced, of to post miner
deficits, in the years from 2016 to 2020, Sur-
Pluzes in recent years especially in the stat-
utory pension and health insurance funds
allowed these systemns to build up large fi-
nancial reserves. As leng as deficits in the
pensicn insurance system can be financed
by drawing on reserves, inceases in confri-
buticrirates will ot be necessary

Table 4: Budget balances according to government level

2015 201s 2017 2018 2015 2020
in % of GDP
Central government 0.3 -1 0 -1 0 0
State government 0.1 0 0 0 0 0
Local government 0.1 0 0 1 0 0
Social security funds 0.2 0 0 0 0 0
General government 0.7 0 0 0 0 0

Figures for the projection period are rounded to 1 4 percentage points of GOP.
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4.3 Trends in the general
government structural
balance

Since 2012, Germarny has complied with its
medium-term budgetary objective of a gen-
eral goverrment sttuctur al deficit no high-
ar than 0.5% of GDF Lastyear, the stuctural
balanuce for the Federation, Linder, local au-
thorities and social security funds was 0.8%
of GDF. To determine the struchiral balance,
the nominal balance iz adjusted for cyelical
influences in accerdance with the commen
EUT method. Parthermere one-off effects
are not taken into account in the structur-
al balance; for the projecticn period this
applies in particular to proceeds from the
spectrumn aucton in 2015 The cash pro-
ceeds received last vear are 1eflected inthe
balance of national accounts during the first
veal when individual licenices can be effec-
tively used, they are consequently treated as
one-off effects and the structural balance is
adjusted accordingly.

According to the projeciern, Germa-
ny's structural balsnce will remain bal-
anced throughout the entire projecion pe-
riod, with an output gap close to zero. This
means that Germary will meet its medi-
um-term budgetary objecive threughout
the entire 2016-2020 period. The apprecia-
ble decline in the sttuctural balance to 0%
of GDF in 2016 shows that Germary's fiscal
policy is having an expansionary impact on
the economy. Because Germany continues
to meet its medinm-term budgetary objec-
tive by a comfortable margin, the expendi-
ture benchmark under Article § of Council
Eegulation (EC) Mo 1466/97 iz not binding
im accordance with the Specifications on the
implementation of the Stability and Growth
Pact.

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

2015 2016 2017 2018 2013 2020

Structural balance

(% of GDP) na 1] 1] 1] 1] 1]
Actual balance

(% of GDP) 0.7 1] 1] 1] 1] 1]
Rl 17 17 1.5 156 16 156

(% change yoy)

Figures for the projection period are rounded to 14 percentage points of GOP.
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4.4  Sensitivity of budget
balance projection

Sensitivity analyses can provide indicators
of how a projected budget balance could be
affected inthe event of deviations from the
macToeconolic assumptons The mod-
el used to analyse the sersitivity of the
budget balance thus takes into account the
possibility that the underlying macroeco-
nemnic assumptions may change. The sensi-
tivity analyais looks at two atarnative sce-
narios for what would ocour as a result of

budget balance

- the budget balance would remain at +348
of GDFin 2016 and weould increase in sub-
sequert years The negative alternative sce-
nario - that is, if actual GOF growth were
half a percentage point lower than the base-
line scenario — would, in purely statistical
terms, produce general governmert budget
deficits from 2016 ormrards: howewer, such
deficits would be consider ably smaller than
the reference walue of 3% of GDP. The sen-
sitiwity analyals shows that Germany's gow-
ernment budget iz well-peised to contime
complying with the guidelines of the Stabil-
ity and Growth Fact.

Table &: Sensitivity of the projection for the general government

GDP trends according to

2015 2016

2017 2018 20135 2020

- general governrment budget balance in 3% of GDP -

- baseline scenario 0.7 0
- alternative scenarios

-L4 pp p.a. comparad

to baseline C
+¥% pp p.a. compa-
red to baseline e

0 0 0 0
-1 -1 -1 -1
112 1t 1 L

11) a Wy percentage point reduction o1 (2) a
Wy percentage point iner ease inthe real GOF
growth rate in the years from 2016 to 2020,
All other assumpticons remain the same g
it iz assumed that the GDF deflator and GDF
colmposition remain constant wis-d-vis the
bazeline scenario. In additicon, it is assumed
that government reverme and expenditure
will respond to the GDF scenarios in aman-
nar consistent with thelr leng-term elastic-
ity. The budget sermi-elasticity used in the
Eurcpean budgetary survellance process is
applied for such purposes. Under the pos-
itiwe alternative scemario — that is if actual
GDF growth were to exceed the federal govw-
ernment’s anmmial projection (the basedine
scentario) by half a percentage point per year

Figures for the projection period are rounded to 1/ 4 percentage points of GOP.
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45 Trendsin debt levels

After decades of rising debt-to-GDP ratios,
snceesshll consolidation policies have con-
tributed to the necessary reversal of this
frend. The debt-to-GDF rabie has dedined
consistently sinece 2013 {see Figure g). It fell
by 24 percentagepoints to 77.2% of GDF in
201% and by 2.5 percentage poirts to 74.7%
im 2014, By the end of 2015 it had decdined
by another 25 percentage points. Mever-
theless, the debt-to-GDF ratio remains well
abowve the Maastricht reference value of 60%
anud 15 51l abeowe the 2008 level of 64 994,
when the global financial criss began.

points to 68442 of GDF. The share of meas-
ures to combat the effects of the European
soverelgn debt crisis is projected to decline
to 2.8 of GDP in the coming vears, while
the share of measures taken to address the
global financial crisis is expected to fall to
£.2% of GDF during this peried. Due to the
fawourable current situatorn, the debt-to-
GDF ratio iz expected to dedine on a con-
tinous bassto approdmately 89 by the
end of the projectionperiod.

This would mean that the debtto-GDF
Tatio would fall to below 608 in the year
2020, thereby achieving cne of the key ob-
jectives contained in the coalitionn agree-

Table 7: Trends in the debt-to-GDP ratio

2015 2016 2017 201e 2019 2020
Debtratio in % of GDP
April 2016 Update 71.2 1R 65 & B3 1% 6l i 5914
April 2015 Update 715 63 14 BE B3 1% Bl L4 -

Figuresfor the projection period are rounded to 14 percentage points of GDP.

The declineinthe debt raticis due large-
Iy to the positive dewelopment of public
budgets, at the same time, the resclution
authorities set up during the global finan-
clal crisis [FMS Wertanagement and -
ste Abwicklungsanstzlt) confinue to wind
dewn ther portfolios maccessfully. The share
of the Maastticht debt ratio attributable to
meaguras taken to address the financial cri-
dsdecdined by 1.1 percentage points to 7.1%
in 2015 The share of debt attributable to
measures to combat the Eurcpean sowereign
debt crisiz remained constant in year-con-
veal terms at 2.1% of GDF.

The ongoing winding down of the reso-
lution authoritied portfolios and the good
coendition of public budgets will contime to
hawe a fawourable impact on the dabt ratic.
Thizratiois expected to contimme its decline
in 2016 falling by roughly 3 percentage

mert between the current governing par-
ties. The target of reducing the debt ratio
to below Toge of GDF - in accordance with
Germany's commitment as part of its 2015
Action Programme for the Euro Plus Pact -
will bereached already in 2016,
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Figure & {llustrates the impact that
measures taken in connection with the fi-
nancial criss and the Puropesn soversign
debt crisis have had on the development of
Gamany's debt-to-GOF ratio (Maastzicht
definition) Beginning in 2008, the debt ra-
tio increased considerably as a reault of
measures to combat the financial crisis The
winding dewn of these measures is playing
a key role in reducing the debt-te-GDF 1a-
tio, Af the same time, measures related to
the Ewropean soveraign debt crisis hawveled
toa substantial increase in debt lewels since
2012, Howewer, when adjusted for these cri-
sisrelated effects, Germars’s debt-to-GDP
Tatio has declined markedly since 2010 and
will fall belowr therefarence walue of 60% al-
Teady in 2016, thanks to the government’s
fiscal consolidation strategy and the fasvour-
able parformance of the aggregate econommy.

Figure &: Debt impact of stabilisation measures taken in connection with the
global financial crisis and the European sovereign debt crisis

in % of GDP

m VAN

L/ ~

s it
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55 . "
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5. Long-term fiscal sustainability and quality of public

finances

5.1 Challenges to the sustaina-
bility of public finances

Fizcal policies that are geared towards long-
termn sustainability must take into account
therisks that could constrain the state's fu-
ture capacity to take effactive policy action.
Already today, Germany’s public budget ex-
pennditures and social security spending are
being driven by the forces of demograph-
ic change - the main feature of which isthe
ageing of the populaton. This trend will
conftimme for the foreseeable future. Accord-
ing tothe forecasts contained in Germany's
153%™ coordinated population projection, the
share of the working-age population will
decline while the share of persons aged 6%
and over will rize.

The federal gover rmert is taking target-
ed action to address the challenges of de-
mographic change and the assodated fiscal
tasks Inthis commection, the federal cabinet
Tezolved on 2 September 2015 to refine and
strengthen its demographic strategy (“Every
age counts greater prosperity and better
quality of life for all generaticns™ before
the gover nment’s next demography summit
takes place in early 2017

5.2 Government revenue and
expenditure from a long-
term perspective

Public budgets facethe pressure of adapting
to condiions that are undergeoing long-last-
ing change Asthe population ages, age—Te-
lated spending will inecrease in proportion
to GDP Purthermore, as the mmber of pen-
doners rises while the number of persons
paving inte the sodal security systemn de-
clines, public reverme will trend dowrwrards.
Once in every legislative period, the Fader-
al Ministty of Finance submits a 1eport on
the sustainability of public finsnces, which
serves an “early warning system”™ for a for-
war ddocking fiscal pelicy. The most recent
report was published on 17 February 2016,
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Pagg 32 LONG-TERM SUSTAIMNARILITY AND QUALITY OF FUELICPINANCES

The projections underlying the report’s
analysls are based on long-term scenari-
oz that map out trends in public finances,
under the assumnpton that current policies
remain unchanged. The core indicators de-
Tived on this basis provide infermation on
the extent to which action needs to be tak-
en today In order to ensure zound public
finances over the long term. One of these
indicaters is the “sustainability gap® The
sustainability gap indicates how much fiscal
cohgelidation would be required today in
order tobalance out all future expenditures
lincuding accumulated gowvernment debt)
against expected revenues If this balance
were to be achieved in a single step today,
Germany's flscal balance would have to be
improwed by an amount ranging frem 1.2%
to 3.8% of GDF, depending on the underly-
ing population project on !

The mustainability gap may be amaller if
demnooraphic frends turn out to be more fa-
vourable than expected For example, im-
migration could hawve a favourable impact if
immigrants are able to gain a quick footheld
inthelabour market Immigr ants do not pay
taxes and sodal security contributions untl
they successfully take up emplovmment, and
it is only at this peint that they can make a
positive corfribution towards reducing the
sustainability gap. But immigration alone
cannot reverze demographic trends in Ger-
mary. At best, the ageing of soclety can be
slewred by sustained higher birthrates. How-
ewer, after decades of smaller successive
generations in Germany, it is Hkely that the
impact of higher future birth rates would
be too small to make a sgnificant contribu-
tion towar ds reducing the sustainability gap
by 2060.

1 Inthe report, long-term projections look at
age-related spending in the following categories:
pensions, health care, long-term care, onemploy -
ment benefits, education and family benefits. In
the baseyear of 2014, thiz spending stood at 25 8%
of GOP and accounted for approximately 60% of
all public spending. By the year 2060, assuming no
change in underlying conditions, age-related spen-
ding will increase by 2.2 to 69 percentage points to
29.1% to 22.7% of GOP.

Positive effects are more likely to be
achieved if more women and clder peo-
ple enter of remain in the labour market.
Lengthening people’s effactive working lives
would likewlse have positive effects. Apart
from this, the leng-term analysis contained
intherepert also confirms that the consoli-
dation of public budgets in recent years has
had a positive impact on the sustainability
of public finences in Germarny. This shows
that, as soclety ages, itisTeascnable policyto
adopt budgets containing no new debt.

5.3 Measures to ensure long-
term sustainability

By inToducdng consttutional mles limit-
ing government debt - known as the “debt
brake™ - Germary established a solid frame-
work for sound leng-term fiscal policy. Ad-
diticnal key conditionsfor ensuring sustain-
able finances include sustainably financed
social security systems as well as structur-
al measures to promote higher labour force
participation rates. To this end, the federal
governmnent has taken a mumber of meas-
ures in recent years to improve the balance
between work and family life to boost in-
vestment in education and research, and to
improve educationytraining and the recruit-
rent of skilled labour. Mevertheless further
structural reforms are necessary in order
to counteract the fiscal effects of an ageing
population

Inn recent wears, Germany has carried out
imnpertant reformes to the statutory pension
insurance systemn — such as the phased in-
cTease of the standard retirement age to 67
- which have substargially improved the
long-term financing of the public pensicn
system. Inorder to ensure that the financial
effects of thereforms are spread fairly across
the younger and clder generations, German
pensicn law has established (a) upper limits
tothe contribution rates paid by indiwidual
workers and (b) guaranteed mindmum pen-
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sion paymment levelz By enacting legisla-
fon to improve pension benefits, the feder-
al governmertt has fulfilled the sodal policy
comnitments set cut inthe coalition agree-
ment between the carrent governing par-
fies. Measures incude {a) full pensions un-
der certain conditions starting at age 62 and
ib) pension increases for mothers with chdl-
dren born before 1953,

Locking at the long term, people who
pay into the statutory pension insur ance
gystemn must net be overwhdmed by de-
mographv-induced increases N pension
payvinents, For this reason, starting in 2019,
the Federation will allocate additional funds
to the systemn, in order to stabilize pension
fund revrerme This extra funding will start
cut at €500 millien in 2019, risdng in year-
Iy increments to roughly €2 billion in 20232,
In this way, thelegally prescribed upper lim-
its to contributon rates and the guaran-
teed minimum pension payrnernt lesels pre-
scribed by law are to be maintsined. In the
area of health care legislation to enhance
the financial structure and quality of the
statutory health insurance system has fized
the emplover share of contributions at 7.2%
of oross wages and salaries, thereby ensuring
that the health care system is financed ina
waythatis conduciveto employment. Inthe
area of long-term care, the federal govern-
ment established a long-term care reserve
fund at the beginning of 2015 Rewermie
amennting te 0.1 cenfributien rate peint
will be allocated to the fund for & pericd of
20 years From 2035 ormards, money will be
drawn from the fund for the purpose of sta-
bilising contribution rates.

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

In crder to deploy scarce financial resourc-
ezin a way that prometes economic growth,
meagures are Needed to improve the quali-
tv of public finances while smultaneously
paving increasing attenton to sustainabil-
ity criteria. In partcular, subsidies are sub-
ject to regular review inaccoerdance with the
federal government’s subsidy policy guide-
lines. The federal government's 25 Subsidy
Eeport, published in Augast 2015, contains a
first-ever sustainability review. This under-
scores the federal government’s infention
to ensure that its subsidy policies are geared
ol e towards the principle of sustainability.

The federal government also alms to
improve the effectiveniess of the federal
budget To this end, spending reviews - ie,
analyses of both the revenue and expend-
iture sides of the budget - will be added to
the government’s budget process. These re-
views will analyse in particular whether
budget resources actually achiewe thelr in-
tended objectives and whether this takes
place in accordance with the principles of
sound financial management. The first re-
view cycle has been concluded successfully,
and the government will take the findings
into account when it prepares the 2017 fed-
eral budget and the medinm-term financial
planto 2020,

In the areas of health care and long-
term care, Teforms hawe taken effect that
will help improwe the quality and efficlen-
cy of the health care systemn over the medi-
um andleng term. For example by adopting
the E-Hedlth Act (D-Health-Gesetz], which
entered into force in 2016, the federal gow-
ernment is promoting digital networks in
the health care system and modearnisng the
legal framework for areliable telematics in-
frasttucture. The increasing use of digital
technology in the health care system can
help enhance both efficlency and the quali-
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ty of care The Hospital Struchire &ct (Rran-
kenhausstrukturgesetz) alms to facilitate the
shift tewrards more efficlent, needs-based,
patient-certred and high-quality health
care structures. A €500 millien structural
fund is being established for this purpose
Adding to thiz an equivalent contribution
by the Linder will result in a total of €1 bil-
lionthat canbeused toreduce excass capac-
itvin hospitals and to promotehospital spe-
clalisation.

With the adoption of the Second Act to
Enhance Long-termn Care (Pflegestdrkungs-
gesetz [I), the federal government iz infro-
ducing a new dedinition of the need for
long-term care and expanding the law gov-
erning long-term care benefits The new leg-
iglationn will also lead to improved assess-
ments of patients’ leng-term care needs,
with the asim of improving the effectiveness
of long-term care insurance expenditures
The new framework also aimsto reduce bu-
Teaucracy — in particular by curtailing the
docurmentaton requirernents for long-term
cale - foI the purpeose of cutting costs and
making leng-term care insurance expendi-
turesmoeretar geted and efficient.

Purther information en individual meas-
ures can be found in the Maticnal Reform
Programme.
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Table 8: Forecast of macroeconomic trends?

2015 2015 2016 2017 2018t
2020 (4)
ESA Code
Index % chan a
2010=100 g p.a
1. Real GDP, chain index Blz 107 35 1.7 17 15 134
2. GDP in respective market Blg 30253 35 3.4 33 314
prices (£bn)
Real utilisation of GDP, chain index
3. Private consurmption P3 105 96 19 19 15 1%
expenditure (2)
4. Government cansumption P3 107 24 2.4 35 24 134
expenditure
E. Gross fixed capital formation P51 111.36 2.2 2.3 25 134
6. Changes in inventories
(GOP growth contribution) (3) P96 > (e L 05y 05y L
7. Exports P& 12383 5.4 3.2 43 445
8. Imports P 120 57 5.8 43 5.7 5%
Contributions torea GDP growth (3)
9. Final domestic demand - 1.5 2.1 15 1L
10. Chan:ge.s. in inventories and 534 PE3 _ 4 0 o 0
net acquisition of valuables
11. External balance of goods B.11 . 0.9 0.4 e 0

and services

1) 2015 Federal Statistical Cffice: Az of: Februany 2016

2016 and 2017 results of the short-term forecast for the 2016 Annual Projection, January 2016
2018 to 2070 results of the medium -term forecast for the 20016 Annual Projection, January 2016
21 Including private non-profit organisations without 3 comm ercial purpozse

3] Contribution to GDP growth rate
(4] Values rounded to1/4
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Table 9: Price developm ents — Deflators?

2015 2015 2016 2017 2018t
2020 (3)
ESA Code
Index % chan a
2010=100 g p.a
1. GDP 10574 21 1.7 13 134
2. Private consumption 106 59 05 11 15 1%
expenditure (2]
3. Public consumption 11089 14 14 2h 134
4. Gross capital formation 108.47 1.3 1.5 17 134
5. Exports 105.08 1.0 0.5 0.7 14
6. Imports 102.59 -158 -0.5 0z 144
1) Federal Statistical Office: As of: February 2016
2016 and 2017 results of the short-term forecastfor the 2016 A nnual Projection, lanuary 2016
2012 £o 2020 results of the mediom-term forecast for the 2016 Annual Projection, Januany 2016
2] Including private non-profit organisations without a commercial purpose
[3) Walues rounded to 14
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Table 10: Labour market trends?
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2018to
2015 2015 2016 2017
ESA Code 2020 (7)
Level % change p.a.
1. Enployment, persons .
d tic) (2) (m) 43.0 0.a 0a 07z Lia
2. Enployrment, hours worked 5.0 11 11 05 0
(3] (bn hours)
3. Unenployment rate (4) (%) - 4.3 4.5 5.0 51
4. Labour productivity (5) .
(2010=100) 1028 049 DA DA 114
E. Labour productivity () .
(2010=100) 104.2 .G A 1.0 114
e el izl e il o 0.1 1540.3 3.9 35 35 3
[Ebn)
7. Compensation per employee 9.8 27 2.4 25 534
(thousand €)
(1) 2015: Federal Statiztical Office: Az of: February 2016
2016 and 2017 results of the shor-term forecastfor the 2016 A nnual Projection, January 2016
2012 £o 2020 results of the mediom-term forecast for the 2016 Annual Projection, Januany 2016
?1Employed persans, domestic concept
[ Mational accounts definition
() Unem plowed (ILC), labourforce
[B1Real GOP per person employed (domestic)
([E] Heal GOP per hour worked
values ronnded to 1 unem ployment rate: value displayed iz value for last year of forecast (2020]
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Table 11: Sectoral balances!

2018to
2015 2016 2017
ESA Code 202002
% of GDP
1. Net lending/borrowing vis-3-vis the L
rest of the world BS 5h 8.5 8.1 L
of which:
- Balance on goods and services 74a 76 7.2 7
2. Net lending/borrowing of households BO 44 45 43 417
3. Net lending/borrowing of general 07 0 0 0

government

4. Statistical discrepancy

[ 2015 Federal Statistical Cffice: As of February 2016

2016 and 2017 results of the short-term forecastforthe 2016 Annual Projection, lanuany 2016
2012 to 2020; results of the mediom -term forecast for the 2016 A nnw gl Projection, Januany 2016

21 Walues rounded to 4 value for last year of forecast (2020)
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Table 12: General government budgetary prospects

2015 2015 2016 2017 2015 2019 2020
E5A Code
€bn st of GDP

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

1. General government 513 1.2 0.7 o] 0 0 ] ]
2. Centralgovernment 51311 100 0.3 -1y 0 -1y ] ]
3. State government 51312 23 0.1 o] 0 0 ] ]
4_Local government 51313 4.1 01 0 0 L 0 0
5. Socialsecu rity funds 5 1314 438 0.2 0 0 0 0 0
General government (5.13)
6. Total revenue TR 13499 44 & 44 14 44 14 44 14 44 14 44 14
7_Total expenditure TE(l) 13287 435 44 15 44 14 44 14 44 15 44 15
4. Net lending /borrowing Bo 2172 07 0 0 0 0 0
9. Interest expenditure D41 43 .5 1.6 1% 1t 1t 144 134
10. Primary balance (2] £9.8 23 1% 1% 1% 1t 114
11. One-off and other tem-
pormry measures (3] us o g 0 0 g g
Selected components of revenue
12 Total taxes
(12=173+12b+12¢) 5909 228 228, 23 23 23 23
12a. Taxes on produc - D2 3261 108 10%  10% 103  10%  10%
tion and imports
12b. Current taxes on
income, wealth, etc b5 3647 121 12 12 44 1244 12 14 1234
1Zc. Capital taxes 091 0.0 0.0 0 0 0 0 0
13. Social contributions el 5012 la.a 168 16 %% 17 17 17
14 _Property income D4 23.3 0.8 L4 L2 s L4 L4
15 Other (4] 134 .6 4.4 4 Ly 4 17 4 4 38
16_= 6. Total revenue TR 13459 44 & 44 14 44 14 44 14 44 14 44 14
p-m.: Tax burden 0 5
(D.2+D.5+D).61+D.91-0.995] (5] 11520 394 30 14 30 % 40 40 40
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2015 2015 2016 2017 2018 2019 020
ESA Code
£bn #% of GDP

Selected components of expenditure

17 Compensation of employ-

1 1 1 1 1
cos + Intormedinte comumption DLtPZ 3744 124 121 121 121 123 1214

i::ﬁgggneiensatm” of D1 2207 7% Tve 7w 7w W T

17h. Interrnediate cansurnption Pz 143.7 47 5 5 = 5 5
1% Social payments
s troi 7216 238 MY 4V 24 24% 4%

CPUR BB 450 14 1% 1% 1% 1%, 1%
benefits (£)
. L D.6311.
18a. Social transfers in kind
ol D&3121. 2523 B3 8 1 B ¥4 B ¥ 8 ¥ ]
lied ket prod

SUpplied wia market producers D63131

12k, Social transfers oth-

o than i ki D&2 4693 155 158  15%  15%  15% 15
19.=9_Interest expenditure D41 485 16 1% 144 1, 1Y, 1%
20_Subsidies D.32 268 09 1 1 1 1 1
21 Gross fixed capitalformation P51 65.6 2.2 24, 7Y, 7Y, 7Y, 21,
22. Capital transfers 0.9 303 10 1 1 1 1 1
23. Other [7) 916 30 3 YDA 3 3 3
24.= 7. Total expenditure TE(l) 13287 429 44 441 441 441 4414
p-m.. Govemnment consumption Pz 5867 104 20 0% 20 20 201

(norninal)

1) Adjusted by the net amount of payments in connection with swaps, sothatTR-TE=E3.

[2) The primary balance corresponda to (B9, line 8) plus (041 line 9],

(314 plus sign means deficit-reducing one-off messures.

[d) P.11+P. 12+P.121+0.29+0.7+0 .9 (except D91]

5] Including those callected by the BN and including an adjustm ert for uncollected tares and social contributions 093 5) if appropriate.
[B) Includes cash benefits [0.621 and DA24) and in-kind benefits (0.621] related to unemployment benefits.

10,2940 4 (except D.41)+ D5+D 7+ E2+P 524K 2408

Figures forthe forecast are rounded to one-quarter.
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Table 13: Mo-policy change projections

2015 2015 201e 2017 2018 2019 2020

€bn % of GDP

1. Total revenue atunchanged
policies

2. Total expenditure at unchanged
policies

13499 445 441 44 441 44 441

1,328.7 4358 441 44 L4 44 14 44 44 14

Figures forthe forecast are rounded to one-guarter.

Table 14: Amounts to be excluded from the expenditure benchmark

2013 2015 201e 2017 2018 2012 2020

€bn % of GDP
1. Expenditure on EU programimes : L L
fully matched by EU funds revenue e 0.1 s s s : .
2. Cy\:ln.:d urenployment benefit 4 02 1, 0 0 0 0
expenditure
3. Effect of discretionar y revenue 3.4 01 0 0 0 0 0
measures
:I;“I?euenue increases mandated by 5 01 0 0 0 0 0

Figures forthe forecast are rounded to one-guarter.

Table 15: General government debt developments (Maastricht debt ratio)

2015 2016 2017 2018 2019 2020

ESA Code
% of GDP
1. Gross debt 712 BB ¥  B5% B3I Bl 59
2. Change in gross debt ratio -35 -3 -2 14 -2ty -2t -l
Contr bution to changes in the Maastr icht debt ratio
3. Primary balance 2.3 1% 1 %a 1%a 1% 1 %4
4. Interest expenditure 041 18 1 %% 1 %4 14 1% 1 %4
E. Stock-flow adjustment -0.1 - ¥ -4 -1y -4 0
pan.: Imnplicit interest rate on debt (1) 2.2 2 2 2 2 21

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

Figures forthe forecast are rounded to one-quarter.
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Table 16: Cyclical developments

2015 2016 2017 2018 2013 2020

ESA Code
% of GDP
1. Real GDP growth (%) 1.7 1.7 1.5 1h 154 154
2. Net lending of genera government B9 07 -0.1 0. -0.1 0.0 0.0
3. Interest expenditure 041 1A 1.4 1.3 1.2 1.2 1.3
4. One-off and other ternporary 00 00 01 0.0 00 00
measures (1)
5. Potential GOP growth (%) 1.5 1A 17 1A 1.5 15
contributions: 0.0 0.0 0.0 0.0 0.0 .0
- labour 05 0.5 0k 0.4 0.2 0.3
- capital 0.4 0.4 0.4 0.4 0.4 0.4
- total factor productivity 05 05 0.7 oA 0s ns
6. Output gap -0.3 -0.1 -0.3 -0.2 -0.1 0.0
7. Cyclical budgetary component -0.2 0 -4 0 0 0
8. Cyclically-adjusted balance 2 - 7) ns 0 L 0 0 0
9. Cyclically-adjusted primary balance ac 114 14 1 1 1
B+ 3
10. Structural balance (3 - 4) na 0 0 1] 1] 0
LA plus sign means deficit-red ucing one-off measures.
Figures forthe forecast related to government accourts are roonded to ane-quarter.
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Table 17: Divergence from previous update
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ESACode 2015 2016 2017 2018 2019 2020
Real GDP growth (%)
Previous update 1.5 15 1.3 1.3 13 =
Current update 1.7 1.7 1.5 1k 1h 15
Difference 0.2 0.1 0.2 0.3 0.3 =
General government net lending B9
(% of GOP)
Previous update 1 0 L L 14 =
Current update 0.7 ] ] 0 0 ]
Difference L -4 - L =ik - 14 =
General government gross debt
(% of GOP)
Previous update 71 4% B8 ¥ G5 BE3%  Bli: =
Current update f1.2 bE Ya b3 ¥a B3 Yz Bl ¥a 594
Difference - L -4 - L - iy - =
Figures for the forecast relsted to government accounts are round ed to one-quarter.
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Table 18: Long-term trends in age-related general government expenditure

2010 2020 2030 2040 2050 2060

Expenditure in % of GDP
(pessimistic basic variant “T-" / optimistic basic variant “T+)

Pension expenditure (1) 9.9 97 /95 07100 11771008 1247113 13.3/118
Healthare expenditure (2)
on statutory health insurance
B — 7.1 TR/T7B 8.2 /8.0 g5 /8.2 gh /8.l 8.7 /80
payments for civil servants
Long-term care expenditure (3) 0.8 1.0/1.0 13 /1.2 17/15 22/18 25/158
Unemployment benefits (4) 3.7 24722 30714 28715 28 /1.5 29/715
Spending on education and
childare (5) 4.1 4.0 /40 42 /4.2 42743 4.1 /4.2 4.2/ 4.4
Expenditure on the family
benefits m (6) 1.8 16/ 1A 16 /17 16717 14 /1.7 16717
Total age-related axpenditure 271 263 /260 28R /266 30.3/2B.0 314/285 327F/291
Assumptions
Productivity growth () (7] 0.6 10/08 15/189 18420 16 /1.8 1a/189
GDP growth (3) 0.9 1.4/1.4 11/18 N9 /15 09 /16 0.7 /15
Labour foree participation rates
(%)
- Men (15 to 64) g4.5 85.4/85.0 860 /865 B50/85.4 BLO /864 BG.1/85T
-'Women (15 to 64) 746 7O95 /735 B22 /825 B25/828 B30/83.3 B35/ 840
Unermployrment rate (%] B.4 38/ 38 55 /3.0 55430 55 /30 5.5/3.0
Old-age dependency ratio 311 351,/347 455 /450 547 /50.2 585 /512 (417537
Total population (im) 81.7 B15/82.2 795 /818 7FRA /806 732 /78R RI.2/TVRH
Population aged 65+(m) 16.5 184 ,/18.4 2227218 2380/23.4 240/232 2389/232
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Table 18: Continuation

Thevalues shown have been consolid sted to take into account cross-payments between individual sub-budgets. Last u pdate of
the projections (2020-20600; 2010 base vear, data and legal situgtion s of 20 June 2015,

Sources: sctual values for 2010 Federal Statistical Office, German Pension Insurance, Federal Ministry of Health, Federal Em-
plowment Agency, Federal Ministry of Labour and Social Affairs, Federal Ministrr of Finance, Fed eral Ministry for Family Affairs,
Temor Citizens, YWomen and Youthy projections [2020-2060); Professor Martin Werding [Hubr-Unmeersitat Bochum) projections
for the fourth Sustainshility Report by the Federal Ministry of Finance, Cologne 2016

1] Stetutory pension insurance and cvil servants’ pension,

(21 Statutory healthinsorance and medical sssistance paym ents for civil servants and eligible rel stives.

[21Long-term care insurance.

[ Unemploymentinsurance, otherexpenses of the Federal Employment Agency and basic provizsion forjob seekers including
accom modation costa).

&1 Public education spending (including child-care facilities) sccording to the defintion used inthe Education Finance Report.
(8] Child benefit, tax-free allowances for children under the Incom e Tax Aok, parental benefit,

[PIeasured by labour prod uctivitg .

Comments: The figures shown reflect two variants: T-7 which iz based throughout on slightly pessimistic sssumptions, and
“T+", which is based throughout on slightly optimistic assumptions. Figures on produ chivity growth and GOP groweth refer to
changes com pared with the previous 10-yvear period. The old-age dependency ratio is based onthe definition of 3 working-age
population s aged 15-64.

Table 19: Technical assumptions

2018to
2015 2016 2017 2020
Short-term interestrate (annual average in %) 0.0s 0.05 005 0.05
USD /€ exchange rate (annual average) 1.11 1.09 1.05 1.09
Growth of German sales markets (in %) (1) 2.3 314 4 17
Oil price (Brent, USD/barrel) 52 34 40 47
() Walues rounded to 174
Table 20: Contingent liabilities
% of GDP 2015
Public guarantees 16.4%
Of which: linked to the finandial 0A
*Vear 2014
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