
Report on the Sustainability of Public Finances
2020





Report on the Sustainability of Public Finances
2020

Fifth Report on the Sustainability of Public Finances





i

Foreword
Fifth Report on the 

Sustainability of Public Finances  

Foreword

With the publication of the fifth Sustainability 
Report, the Federal Ministry of Finance is once 
again looking far into the future. We describe the 
effects that demographic trends will have on Ger-
many’s public finances in the long term and identify 
ways to further enhance their sustainability. This 
is important because sustainable public finances 
are not only essential in enabling the state to take 
action; they are also a prerequisite for intergener-
ational equity and social cohesion in our country.

The report sets out encouraging results. Public 
finances and social security systems are in a bet-
ter position, including from a long-term perspec-
tive, than was the case just a few years ago. Good 
economic conditions in Germany, together with 
a responsible, forward-looking and pro-invest-
ment fiscal policy, are having a positive impact. 
For example, employment has reached a record 
high and workers’ contributions are strengthening 
social security systems. Debt has fallen below the 
60% threshold. At the same time, the federal gov-
ernment has made good use of its fiscal space to 
achieve record levels of investment and the biggest 
increase in disposable incomes in over ten years.

The sustainability of our public finances is also 
being boosted by higher labour force participa-
tion among women, older people and people with a 
migrant background, as well as by targeted support 
for the immigration of skilled workers.

We have achieved a great deal. Our public finances 
and social security systems are prepared for what 
the future may bring.

 

Olaf Scholz  
Federal Minister of Finance



Summary
Fifth Report on the 

Sustainability of Public Finances 

ii

Summary

1. The economy and society are always changing, 
and public budgets must constantly adjust 
accordingly. A forward-looking policy is one that 
takes timely decisions to address the challenges 
involved. Demographic change is one of the 
biggest sources of structural upheaval.

2. The Report on the Sustainability of Public 
Finances published by the Federal Ministry of 
Finance is an established early warning system 
that looks at demographic challenges that will 
affect the viability of the economy and society in 
future. Sustainability analyses – based on policies 
currently in force and simulations of future 
(demographically driven) additional expenditure 
– are used to calculate a fiscal adjustment 
requirement. This shows the scale of the long-term 
increase in public debt if no adjustments are made 
on the revenue or the expenditure side.

3. Since the last report was published in 2016, 
public finances have improved significantly, 
not least as a result of high employment and 
lower public interest expenditure. The federal 
government has consistently used the resulting 
fiscal space to boost pro-growth and future-
focused expenditure and, in particular, investment. 
For example, in the current legislative term, 
federal investment is around 30% higher than in 
the previous legislative term, which is roughly 
double the increase in total expenditure. The 
projected debt trend shows that public finances 
and social security systems are in a sound position, 
even looking to the long term. If more optimistic 
assumptions are used, current general government 
debt is expected to fall significantly in relation 
to GDP by 2040. Even if pessimistic assumptions 
are made across the board, only a minor fiscal 
consolidation would be needed from today’s 
perspective in order to comply with the debt ratio 
of 60% of GDP by the same year. 

4. The results show that the combination of 
targeted revenue increases and moderate public 
debt, together with a changed approach to public 
investment that is boosting potential growth, 
mean that it is possible to successfully cushion the 
burden of demographically driven expenditure 
while at the same time strengthening social 
cohesion. 

5. For the long-term perspective covering the 
period to 2060, the report’s sustainability analysis 
puts the fiscal adjustment requirement at between 
0.24% of GDP, using favourable assumptions, and 
2.27%, using detrimental assumptions, if debt is to 
remain below the threshold of 60% of GDP.

6. The anticipated long-term trend in interest 
rates plays a key role in the sustainability of public 
finances. In line with the principle of budgetary 
prudence, both of the main scenarios in the 
report’s projections assume that interest rates will 
rise much more rapidly and sharply than current 
market expectations.

7. The 14th Coordinated Population Projection 
published by the Federal Statistical Office in June 
2019 updates the key demographic data used in 
the long-term fiscal projections. The most recent 
demographic trends have transformed the overall 
picture. Greater uncertainty regarding migration 
is taken into account in the current projections 
by including a wider range of trends in the 
assumptions.

8. Despite the difference in the starting 
position, Germany still faces the prospect of a 
strong demographic ageing process. While the 
younger birth cohorts have grown as a result 
of net migration and higher birth rates in 
recent years, the fact that there is a very large 
baby boomer generation has not changed. The 
current decade will already see a decline in the 
working-age population and an increase in the 
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retired population as a result of the baby boomer 
generation leaving the labour market.

9. According to the projections, ageing-driven 
public expenditure will rise significantly from the 
mid-2020s and reach a new high around 2040 after 
the baby boomer generation has retired. However, 
population ageing and the demographically 
driven rise in expenditure will continue beyond 
that date. In other words, demographic change 
is not a temporary problem that simply results 
in temporary fiscal strain; instead, it represents a 
permanent challenge for public financial planning. 

10. A fiscal policy that intends to use the available 
fiscal reserves to cope with public burdens caused 
by ageing requires the disciplined, consistent 
use of fiscal space to strengthen the capacity of 
social security systems and to invest in improving 
the macroeconomic base in the coming years. 
Enhancing the quality of public expenditure – via 
a pro-investment approach or outcome-oriented 
mechanisms, for example – remains a constant 
task in order to maintain a balance between fiscal 
sustainability and the capacity of social security 
systems.

11. The increasingly probable scenario of sustained 
low interest rates would significantly alleviate the 
pressure on public debt associated with an ageing 
society. If the low interest rate world continues 
for a long period, many answers in the report’s 
long-term analyses would have to be re-examined. 
For example, a real interest rate of 0% would 
result in debt not reaching the 60% limit again 
until 2040 in the pessimistic scenario, while in the 
optimistic scenario debt would still be well below 
this limit in 2060, at just under 48%. The absence 
of sustainability problems would change the 
priorities of fiscal policy. Improving productivity 
and the foundations for economic growth would 
become even more important. Low interest rates 
in the long term would open up additional leeway 
for investment to stimulate economic growth. 

12. A tax-policy strategy rooted in 
intergenerational equity plays a key role in 
allowing the financing requirements for strong 
social security systems to be distributed fairly 
among everyone in society. A broad base of 
tax revenue ensures that all groups in society 
contribute to the sustainable financing of social 
security systems and avoids placing too much 
pressure on contribution-based financing.

13. According to the model scenarios, the 
burden on social security systems can be limited 
effectively. Key structural policy approaches to 
addressing sustainability risks include:

 ● boosting the labour supply, especially with 
regard to women, older people, and people 
with a migrant background;

 ● enhancing the productive potential of the 
working population; and

 ●  increasing the economy’s productivity.

14.  The ability to combine family life and work is one 
of the keys to sustainable finances in the long term. 
This requires a holistic approach, starting with the 
time requirements of a working day. Measures in this 
area contribute to higher labour force participation 
among women. The expansion of all-day childcare 
helps to increase the number of hours worked by 
women – which is below average by international 
standards – and raise it to the level of near full-time 
employment. An increase in employment that is 
close to full-time enables women to perform more 
productive activities and makes greater use of 
their qualifications. This is also shown by Sweden, 
a country that serves as a benchmark for higher 
employment in terms of both participation rates and 
number of hours worked. 
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15.  There has been a remarkable rise in labour force 
participation among people aged 55 and above in 
recent years. In addition, a growing number of people 
are continuing to work after retirement. This reflects 
changes in people’s life plans, with a shift towards a 
more active role for older people in the economy and 
society. Many people choose to continue working 
not just for financial reasons, but for intangible 
reasons, for example because they enjoy the work, 
because they want contact with other people or 
because they are seeking new challenges in working 
life. The current trend shows that a flexible transition 
into retirement offers considerable potential for 
employment among older people.

16.  The migration of workers is an important 
key to addressing demographic challenges. 
Without migration, the labour force would shrink 
significantly. In particular, the immigration of skilled 
workers who remain in Germany can help to expand 
the labour force. 

17.  Policies that foster advancement through 
education, ensure a fair and inclusive labour market 
and boost entrepreneurial self-employment can also 
facilitate higher labour force participation among 
people with a migrant background. With regard 
to recent and current inflows of migrants, the top 
priority is to ensure that refugees who are willing and 
eligible to remain in Germany are integrated into the 
labour market and acquire the necessary skills.

18.  A crucial factor for Germany’s long-term 
prosperity, in light of demographic change, is to 
ensure that the labour force has the skills that will 
be needed in the future. This requires a strong 
education system with good schools, a robust 
vocational training system and a competitive 
higher education curriculum. Additionally, in an 
era of technological change, lifelong learning is a 
requirement for successful and fulfilling careers. 
Improving state support for continuing education 
and training will give all employees and job seekers 
more opportunities to acquire new skills, for example 
in the field of digital technology.

19.  It is important to ensure that unemployed 
people who are capable of work do not become 
permanently disconnected from the labour 
market. This is the aim of measures to enhance the 
integration of older people and people in long-term 
unemployment into the labour market, for example 
via wage subsidies. Support for longer effective 
working lives contributes to a marked improvement 
in fiscal sustainability.

20.  In an ageing society, the efficient provision 
of a needs-based and high-quality healthcare 
system and long-term care infrastructure plays a 
particularly important role in securing the long-
term sustainability of public finances. Factors that 
contribute to this include greater coordination 
between the out-patient and in-patient sectors as 
well as the digitalisation of administrative processes. 
If people can spend more years of their increased life 
expectancy in good health, and if the provision of 
benefits is as efficient as possible, then the impact on 
the sustainability gap will be that much greater.

21.  On the whole, technological advances and 
digitalisation are likely to have a positive impact 
on fiscal sustainability. In particular, the country’s 
growth prospects improve significantly. However, 
technological developments can also have a negative 
effect on the labour market by increasing the scale 
of the mismatch caused by new skill requirements. 
Steps should therefore be taken to support workers’ 
ability to adapt to changed skill profiles, in the 
interests of those affected and the economy as a 
whole. 

22.  Investment in the areas of digital infrastructure, 
education, science and research not only boosts 
Germany’s capacity for innovation, but also 
promotes a more efficient and productive 
economy. This can attract productivity-enhancing 
private investment and create more favourable 
macroeconomic conditions for reforms that increase 
sustainability. 
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23.  Securing the sustainability of public finances also 
means supporting Germany’s economy and society 
as they accelerate their shift towards digitalisation, 
sustainable practices and climate action. To this end, 
public investment has been significantly expanded 
and sustained in recent years. The Climate Action 
Programme’s comprehensive and systematically 
coordinated instruments and measures are intended 
to increase the incentives for companies and private 
households to engage in climate-friendly behaviour, 
with the aim of lowering CO2 emissions in all sectors 
and achieving the 2030 climate targets. 

24.  Securing sound finances and enhancing growth 
potential are firmly anchored in the overarching 
goals and action areas specified in the Demographic 
Strategy and the German Sustainable Development 
Strategy. This is an example of how the federal 
government’s cross-sectoral strategies strive to link 
up individual policy areas while simultaneously 
incorporating the principle of sustainable public 
finances.
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Fifth Report on the  
Sustainability of Public Finances

A state that is capable of taking action in the long 
term is the basis for social cohesion and a thriving 
economy. Sound public finances are a key founda-
tion for this.

The Report on the Sustainability of Public Finances 
is an established instrument with which the Fed-
eral Ministry of Finance can look ahead at the long-
term challenges and opportunities facing Germa-
ny’s economy and society. The report focuses on 
the extent to which demographic change will affect 
public budgets and social security systems in the 
coming decades and challenge the state’s capacity 
for action.

Of course, an effective fiscal policy must also take 
additional challenges into account – these include 
the possible consequences of climate change, dig-
ital transformation, or financial market shocks. 
However, such challenges are more the domain of 
discretionary policy decisions and are therefore not 
the main focus of this report.

Fiscal sustainability is an embodiment of the con-
cept of sustainable development. Germany’s Sus-
tainable Development Strategy offers proof that 
the federal government places a high priority on 
strengthening this concept in all areas of policy. 
The Strategy serves as a blueprint for comprehen-
sive policies that are fit for the future. It outlines an 
overarching responsibility for sustainable devel-
opment in economic, environmental and social 
terms, for all generations. In other words, sustain-
able development and the sustainability of public 
finances are issues that complement and reinforce 
each other.

The Sustainability Report provides the means to 
quantify the effects of demographic change on 
the development of public finances in Germany. It 
serves as a strategic planning instrument for a for-
ward-looking and, at the same time, proactive fis-
cal policy.

Long-term projections do not constitute “genu-
ine” forecasts of long-term fiscal trends; instead, 
they give insight into the hypothetical evolution of 
public finances assuming no policy change, on the 
basis of reliable demographic data. They are based 
on numerous assumptions and therefore contain a 
great degree of uncertainty. Subject to these restric-
tions, they show possible future trajectories.

This fifth Sustainability Report1 provides answers 
to the following key questions in the current demo-
graphic, macroeconomic and, not least, fiscal pol-
icy context:

How resilient are Germany’s public finances 
to the impending effects of demographic 
change, and what are the opportunities and 
risks for public finances and social security 
systems as a result of demographic change, 
including in light of the current period of low 
interest rates?

How can a forward-looking fiscal policy strat-
egy limit the pressures on the sustainability 
of public finances caused by an ageing soci-
ety and ensure they are distributed in a way 
that reflects intergenerational equity? In this 
context, it is important to look, in particu-
lar, at public expenditure and revenue, as 
well as at the potential implications for debt 

1 See also Federal Ministry of Finance (2016, 2014, 2011, 2008 
and 2005).
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sustainability of a long period of low interest 
rates.

What fields of action in terms of structural 
policy help to prevent risks to the sustainabil-
ity of public finances from materialising?
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1. Challenges to fiscal sustainability due to 
demographic change

Germany is undergoing a pronounced demo-
graphic transformation. Structural demographic 
changes signal a trend towards an ageing popu-
lation. It is already the case today that one in two 
people in Germany are above the age of 45, while 
one in five are above the age of 66. At the same time, 
Germany is experiencing unusually high levels of 
immigration by young people, in particular, and a 
trend towards rising birth rates. 

All else being equal, the ageing of the population 
will result in disproportionately higher public 
spending relative to gross domestic product (GDP) 
in policy areas affected by ageing. This has implica-
tions for future public budgets.

A central question is this: If current policies remain 
unchanged, will the state be able to meet – at the 
same level it does today – the demands that are 
placed on it in the future, and can existing obliga-
tions in the ageing-sensitive areas of pensions, the 
labour market and healthcare be fulfilled sustain-
ably? The concept of fiscal sustainability therefore 
assesses in fiscal policy terms the state’s capacity to 
meet existing obligations over the long term. This 
is essential for trust in the state’s capacity for long-
term action.

1.1 Starting position in terms of 
fiscal and economic policy

The economic situation has weakened slightly after 
a fairly long period of strong economic growth, but 
remains positive. The German economy has slowed 
markedly following a 1.5% increase in real GDP 
in 2018. After growing by 0.6% in 2019, the Ger-
man economy is expected to pick up again some-
what this year and grow at a rate of about 1%.2  

2 Federal Ministry for Economic Affairs and Energy (2019).

A somewhat muted but nonetheless positive trend 
is also expected for the labour market, with very 
low unemployment rates. 

Despite weaker economic growth, both the federal 
budget for 2020 and the fiscal plan for the period 
to 2023 do without new borrowing. The federal 
budgets have contained no new borrowing since 
2014. The Federation is thus making an important 
contribution to general government budgetary 
consolidation.

In 2020, the general government budget (federal, 
Länder (Germany’s 16 states), local authority and 
social security budgets) will once again show a sur-
plus: after reaching 1.9% of GDP in 2018, the sur-
plus declined to 1.4%3 in 2019 and is expected to be 
½% of GDP in 2020. One reason for this reduction, 
besides the lower level of economic growth, is, in 
particular, the implementation of priority meas-
ures contained in the coalition agreement. 

The structural balance of the aggregate public sec-
tor budget, adjusted for cyclical and one-off effects, 
will be around ½% of GDP in 2020 and is expected 
to continue to show a small surplus in the follow-
ing years. The medium-term budgetary objective 
for the general government structural deficit under 
the Stability and Growth Pact (a maximum of 0.5% 
of GDP) is thus clearly met.

3 Federal Statistical Office (2020).
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Table 1: Trends in public finances 2018 – 2023

The favourable conditions resulted in a continued 
fall in the Maastricht debt ratio last year, to a pro-
jected 60% of GDP.4 The reduction in the debt ratio 
is being positively influenced by the fact that pub-
lic finances remain in a sound position and by the 
planned portfolio reduction at the resolution agen-
cies established by the Federal Agency for Financial 
Market Stabilisation. The ratio is projected to fall 
further, to 54% by the end of 2023. This represents 
an important contribution to securing the long-
term sustainability of public finances.

1.2 Demographic change

The Federal Statistical Office published the results 
of the 14th Coordinated Population Projection at 
the end of June 2019. The official statistical projec-
tions are based on sound empirical analyses of key 
demographic trends and show how the size and 
structure of the population would develop on the 
basis of plausible demographic assumptions. 

By comparison with the previous population pro-
jection, published in 2016, there has been a signif-
icant change in the base level – particularly with 
regard to younger residents. The population of Ger-
many reached a new high in 2018, at around 83 mil-
lion people. Compared with the population projec-
tion used in the last Sustainability Report, a good 

4 The actual figure for the 2019 Maastricht debt ratio will be 
published by the Bundesbank at the end of March 2020.

1½ million more people than expected are now liv-
ing in Germany. Although the mortality rate will 
remain higher than the birth rate in future, popu-
lation growth will probably continue until at least 
2024, in view of the current high level of net immi-
gration. The population is only expected to shrink 
in the long term.

At the same time, demographic ageing in Germany 
is continuing apace, in view of the age structure of 
the population and the rise in life expectancy. For 
example, the average age of the population in 2018, 
at 44, was 5 years higher than in 1990, the year of 
German reunification. Over this period, the num-
ber of people aged 67 and above rose by 54% to 15.9 
million. Nonetheless, there were just under 52 mil-
lion people of working age in 2018. The cohorts of 
the baby boomer generation, born from 1955 to 
1970, are now approaching the end of their working 
lives, however, and the first cohorts will be retiring 
during the 2020s. The number of people over the 
age of 67 is likely to increase by a further 5 to 6 mil-
lion over the next two decades, to at least 20.9 mil-
lion people. 

The projections show significant differences in 
regional trends for the period to 2060. Assuming 
moderate trends in the birth rate, life expectancy 
and net immigration, by 2060 the size of the pop-
ulation would decline by 4% in the western Länder 
but would fall by 18% in the eastern Länder (exclud-
ing the city-states in both cases). By contrast, the 
population of the city-states would grow by 10%. In 

2018 2019 2020 2021 2022 2023

% of GDP

General government balance 1.9 1.4 ½ 0 0 ½

Structural net lending/borrowing 1.4 1.3 ½ ¼ ¼ ½

Maastricht debt ratio 61.9 60.0 58¼ 56¾ 55½ 54.0

For years based on a projection (from 2020 for the balance and net lending/borrowing, and from 2019 for the debt ratio), the figures have 
been rounded to the nearest quarter percentage point of GDP.

Source: actual data: Federal Statistical Office (2020), Federal Ministry of Finance (2020), Deutsche Bundesbank (2019); projection: Federal 
Ministry of Finance (2019), as at 19 November 2019.
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Land 2018 2020 2040 2060

Baden-Württemberg 6,965 7,027 6,427 6,121

Bavaria 8,263 8,331 7,532 7,025

Berlin 2,354 2,385 2,364 2,264

Brandenburg 1,541 1,518 1,285 1,061

Bremen 429 431 388 386

Hamburg 1,193 1,213 1,185 1,167

Hesse 3,933 3,955 3,575 3,409

Lower Saxony 4,917 4,932 4,300 4,096

Mecklenburg-Western Pomerania 999 974 787 674

North Rhine-Westphalia 11,203 11,181 9,683 9,065

Rhineland-Palatinate 2,556 2,549 2,192 2,042

Saarland 621 609 482 440

Saxony 2,437 2,393 2,094 1,871

Saxony-Anhalt 1,345 1,296 985 850

Schleswig-Holstein 1,764 1,772 1,548 1,402

Thuringia 1,308 1,264 985 861

Source: Federal Statistical Office (2019b).

all of the Länder, the working age population, con-
sisting of people aged between 20 and 66 years old, 
would shrink over the period from 2018 to 2060: by 
16% in the western Länder and 30% in the eastern 
Länder (excluding the city-states in both cases), and 
by 4% in the city-states (see Table 2).

Table 2: Number of people aged 20 to 66 over the period to 2060, broken down by Land 
in thousands

As a result of the growing importance of immigra-
tion and the uncertainty about how birth rates will 
develop, long-term demographic projections are 
becoming more volatile and thus less certain. That 
is one important reason why the Federal Statistical 
Office is providing information about a wider range 
of potential trends, with variants showing how key 
demographic assumptions – birth rates, mortality 
and migration – influence population trends. 

Despite the changes in the starting position, the 
new projections show that the ageing process, as 
a secular trend, almost inevitably sets in over the 
period to 2040, no matter which demographic 
assumptions are chosen. The ageing process will 
shape the expenditure trend of public budgets and 
social security systems in the coming decades.
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Step 1
Compilation of 

background scenarios
   

Projection of 
demographic, 

labour market and 
macroeconomic trends

Step 2
Projection of public 

expenditures and 
public revenues

   

Separate projection 
of individual age-

dependent expenditure 
areas; extrapolation of 
other expenditures and 

revenues

Step 3
Extrapolation of 

general government 
budgetary situation

   

Determination of 
annual fiscal balances, 

extrapolation of the 
debt-to-GDP ratio

Step 4
Identification of fiscal 

sustainability gaps
   

Identification of 
sustainability gaps (long-
term and medium-term) 

based on calculations 
of increases in the debt 

ratio resulting from 
demographic factors

2. Projections on the long-term sustainability 
of public finances

Selected population projections are used, with the 
help of modelling (Figure 1), to produce a range of 
possible trends for the labour market and the econ-
omy as a whole (Step 1 in Figure 1), which serve as 
background scenarios for the budget projections. 
The budget projections cover only those public 
expenditures that will be systematically affected in 
terms of their size and structure by demographic 
trends (Step 2). Other future trends or possible cri-
ses are deliberately not taken into consideration or 
quantified. It is assumed that expenditures which 
are not examined in greater detail can, like reve-
nues, be extrapolated using the GDP growth rate.

On the basis of the aggregated projections, overall 
public finance figures can be extrapolated (Step 3) 
and it is possible to quantify the extent to which the 
demographically driven expenditure trend diverges 
from the GDP growth rate. Fiscal policy adjustment 
measures are necessary if the rate at which demo-
graphically driven expenditure increases is higher 
than the GDP growth rate, which is the same rate 
at which revenues rise. What are referred to as “sus-
tainability gaps” quantify the rise in the debt ratio 
that would otherwise result (Step 4). 

Figure 1: Methodological basis of calculations in the Sustainability Report
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2.1 Conceptual basis of the 
sustainability analysis

Intertemporal government budget constraints are 
at the heart of the definition of fiscal sustainabil-
ity. It is true that a government is not required to 
balance its budget every year without borrow-
ing or to repay accumulated debt in full within a 
certain timeframe. From an economic perspec-
tive, there can be good reasons for borrowing to 
finance government expenditure, particularly in 
the field of short-term economic policy and growth 
policy. Nonetheless, simply to maintain its credit- 
worthiness, a government must be able to cred-
ibly demonstrate that its future revenues will be 
able to cover its accumulated debt and all future 
expenditures over a virtually infinite time hori-
zon. This is regarded in the literature as a condition 
for the long-term sustainability of public finances 
(Blanchard 1990). For analysis purposes, this condi-
tion is met if the sum of the net present values of all 
future primary balances (budget surpluses before 
interest payments) is higher than current debt. 

Whether the requirements arising from inter-
temporal budget constraints are met can only be 
examined by modelling the future trend in the pri-
mary balance, based on a number of assumptions 
– particularly regarding the future trends in GDP 
growth and interest rates. In the case of a positive 
real interest rate, primary balances in the distant 
future are so heavily discounted that they only have 
a marginal influence on the results. Sustainability 
gap indicators show the scale of the action needed 
to meet the condition of sustainability. Common 
indicators show the annual correction of the pri-
mary balance that is necessary to comply with 
intertemporal budget constraints. They are thus 
a yardstick for the action that needs to be taken 
regarding public finances as a result of long-term 
trends, assuming no policy change. This approach 
forms the basis for both the European Commis-
sion’s regular Fiscal Sustainability Reports and the 

Sustainability Reports produced by the Federal 
Ministry of Finance.5 

However, the indicators for indefinite periods of 
time are only defined if the interest rate on gov-
ernment bonds is not persistently below the GDP 
growth rate. Otherwise, statements on the long-
term sustainability of public finances can only be 
based on less meaningful results concerning the 
trend in the debt ratio – such as compliance with 
certain debt targets within a specified period of 
time.

In this report, the sustainability gap is identified 
using indicators that calculate the size of a sus-
tained, immediate adjustment of the primary bal-
ance for indefinite periods or for the purpose of 
meeting a debt target at a specific point in time, as 
well as indicators that assume a gradual budgetary 
adjustment over several years.

2.2 Methodological basis of the  
long-term projection

This report – like its predecessors – covers the pub-
lic budgets of the Federation, Länder, local author-
ities and social security systems. The time span of 
the analysis covers the period of the current pop-
ulation projection, from 2018 to 2060, and charts 
a hypothetical trend in public finances, on the 
assumption of no policy change. Thus the report 
does not take into account the ways in which addi-
tional structural reforms and a forward-looking fis-
cal stance could significantly enhance sustainabil-
ity and thereby improve the stability and strength 
of social security systems. The methodological 
descriptions and simulation results are based on the 
findings of a research project commissioned by the 

5 Alternatively, the sustainability of public finances can be 
measured using what is known as “generational accounting”. 
This concept, too, is based on intertemporal government 
budget constraints, focusing on calculations of the scale 
of intergenerational redistribution, assuming no change to 
current fiscal policy, and the associated (explicit and) implicit 
government debt.
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Federal Ministry of Finance and carried out by the 
ifo Institute, Munich, in collaboration with Profes-
sor Martin Werding of Ruhr-Universität Bochum. 

Given the long projection horizon, there is a great 
deal of uncertainty about many factors that influ-
ence the sustainability gap. Assumptions there-
fore have to be made so that sustainability analy-
ses can be performed for certain demographic and 
economic possibilities. To make allowance for the 
uncertainty about future trends, two base variants 
limit the range of possible trends. The assumptions 
used in the two base scenarios are plausible options 
from today’s perspective, not extreme values: vari-
ant T- applies assumptions that have a consistently 
detrimental impact on public finances (pessimis-
tic variant), while variant T+ uses assumptions that 
are consistently favourable for the development of 
public finances (optimistic variant).6 The presenta-
tion of the two base variants is supplemented by 
alternative analyses that illustrate the effect of dif-
ferent assumptions and modelling approaches as 
well as key policy parameters.

In addition, this report focuses on the period lead-
ing up to 2040, which is the timeframe in which the 
baby boomer generation reaches retirement age. 
The demographic trend for this time horizon can 
be foreseen with relative clarity. There is greater 
uncertainty regarding the more long-term projec-
tion for the period leading up to 2060.

When projecting age-related public expenditure, 
gender-differentiated results are calculated for 
each birth cohort. Underlying economic conditions 
are mapped using a macroeconomic model that 
takes specific national characteristics into account. 
Extrapolations of social security expenditure take 
into account the effects of contributions on bene-
fit levels.

Based on the projected trends in individual expend-
iture areas, scenarios are created for the future tra-
jectory of the general government budget. On this 

6 Further information about variants T- and T+ is provided on 
p. 17.

basis, sustainability gaps are identified for pub-
lic finances on a medium and long-term time 
horizon (see Figure 2 for the individual compo-
nents of the overall projection). Like public reve-
nues, the remaining expenditure areas are assumed 
to increase in line with GDP and thus to have no 
influence on the sustainability gap, which is also 
expressed relative to GDP. In order to fully identify 
the need for fiscal and economic action resulting 
from demographic trends, the analysis also does 
not take into account the fact that social security 
contributions are subject to an adjustment stipu-
lated by law.
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Figure 2: Individual components of the overall projection
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3. Data and key assumptions

The starting year for the long-term projections is 
2017 or 2018, with the actual data for that year. The 
main projections also take into account the state of 
fiscal planning as of September 2019. For the period 
from 2019 to 2023, benchmark figures are incorpo-
rated from the federal government’s medium-term 
projection and – based on that – the projection of 
the government budget as defined by the Maas-
tricht Treaty, as well as the corresponding estimates 
of the demographically sensitive public expendi-
ture examined here.

3.1 Assumptions relating to 
population trends

The sustainability projections are based primarily on 
plausible scenarios for future demographic trends 
contained in the 14th Coordinated Population Pro-
jection produced by the Federal Statistical Office. 
While the previous projection incorporated the 
results of the 2011 census, the current projection pri-
marily takes into consideration the migration that 
has since taken place and the uncertainties regard-
ing the future trend in net migration. As far as future 
demographic developments are concerned, alterna-
tive assumptions are made regarding the key param-
eters of fertility, life expectancy and net migration. 

The most recent figure available for the total fertil-
ity rate is 1.57 children per woman. In the long term, 
trends towards starting a family later in life and ris-
ing childlessness can be observed. The annual birth 
rate has risen since 2012, partly as a result of a higher 
fertility rate among immigrants. For the projection, 
a fall in the fertility rate to the long-term average of 
1.43 is assumed in the pessimistic scenario, while an 
increase to 1.73 is assumed in the optimistic scenario.

It is assumed that life expectancy will continue to 
increase. At present, life expectancy is around 78.4 
years for newborn boys and around 83.2 years for 
newborn girls. It is thus lower in Germany than in 
some other European countries. A moderate further 

increase can be expected as a result of more favour-
able living conditions, a decline in smoking rates 
and improvements in medical care. The core scenar-
ios assume that life expectancy will rise to up to 86.2 
years for newborn boys, and by 6.4 years to up to 89.6 
years for girls.

Net migration, i.e. the difference between immigra-
tion into and emigration from Germany, depends 
on potential migration from and migratory pres-
sure in the regions of origin, on Germany’s eco-
nomic attractiveness and, not least, on German and 
European migration policies. The Federal Statisti-
cal Office has extrapolated the current trend of high 
net migration in the projections and, in the variant 
involving lower net migration, assumes a decline in 
net migration to 110,500 people in 2030, after which 
net migration remains constant. On average, this 
means net migration of 147,000 people per year over 
the period to 2060 (an increase of 47,000 compared 
with the previous projection), which is roughly 
equivalent to average immigration to the old Federal 
Republic of Germany, prior to reunification, from 
1955 to 1989 (Figure 3). The variant involving higher 
migration is modelled on the assumption of a fall in 
net migration to 300,000 people from 2030, which 
means an average net migration of 311,000 people 
per year (an increase of 111,000 compared with the 
2015 projection). This average is around the level of 
average immigration from 1990 to 2018, including 
recent migration flows, which are currently declin-
ing. These two variants are used in the core scenarios.
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Figure 3: Net migration for Germany 
 

The assumptions used in the Sustainability Report 
are set out in variants 4 and 21 of the 14th Coor-
dinated Population Projection.7 Particularly in 
the more optimistic variant, there are significant 
changes compared with the previous Sustainabil-
ity Report as a result of an increase in the fertility 
rate from 1.6 to over 1.7 and, above all, an increase 
of 100,000 in net migration. While the higher fer-
tility rate has a limited effect initially and only 
has a stronger impact in the more distant future, 
the effects of the changed assumptions regarding 
annual net migration are noticeable immediately.

7 Variant 4: Relatively old population; variant 21: high fertility 
and high net migration; see Federal Statistical Office (2019a).

The following assumptions are made in the base 
variants:

 ● Variant T-: The total fertility rate returns 
from 1.57, the most recent figure available 
(2017), to 1.43 by 2040 and subsequently 
remains constant; life expectancy at birth rises 
continuously for women over the period to 
2060, from 83.2 years, the most recent figure 
available (2015–2017 life table), to 89.6 years, 
and rises from 78.4 years to 86.2 years for 
men; annual net migration falls from 386,000 
people, the most recent figure available (2018), 
to 110,500 people by 2030 and then remains 
constant at this level.

Source: Werding et al. (2020), Federal Statistical Office (2019a).
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 ● Variant T+: The fertility rate increases further 
to 1.73 by 2040 and subsequently remains 
constant; life expectancy rises continuously 
for women to 88.1 years by 2060, and to 84.4 
years for men; annual net migration stabilises 
at 300,000 people by 2030 and subsequently 
remains unchanged at this level, which is 
higher than the long-term average.8

8  The Federal Statistical Office (14th Coordinated Population 
Projection, 2019, pp. 41–44) points out that this level of net 
migration requires sustained high immigration from outside 
Europe, which is not yet taking place in this form.

These assumptions mean that, in the pessimistic 
variant T-, the total population – starting at around 
82.8 million in 2017 – moves fairly steadily to a level 
of 74 million people by 2060. By contrast, in vari-
ant T+ the population steadily rises to around 86 
million people. This is a significant departure from 
the previous population projection in 2015, which 
assumed a decline in the population in both of the 
variants used, to 69 or 77 million people (Figure 4).
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Source: Federal Statistical Office (2019a, 2015).

Figure 4: Size of the population (1990 – 2060) in the base variants
in millions
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The demographic process of population ageing, 
while still important, is less of a factor compared 
with the previous population projection because of 
the inflow of younger people and sustained higher 
levels of immigration. For the sustainability of pub-
lic finances, the most important measure of change 
in population structure is the change in the old-
age dependency ratio (the number of individuals 
aged 65 and above per 100 individuals aged 15 to 
64). Starting at a level of 31.6 in 2013, the old-age 

dependency ratio rises to 47.8 by 2060 in variant T+ 
and to 59.9 in variant T- (equivalent figures in the 
13th Coordinated Population Projection as a com-
parison: 53.7 in T+, 64.1 in T-). The rise in the old-
age dependency ratio for the resident population 
takes place at different speeds in two phases, in the 
period from 2020 to 2035 and, after a pause, in the 
period from 2040 to 2060 (Figure 5).

Figure 5: Old-age dependency ratio1 (1990 – 2060) in the base variants 

1   Old-age dependency ratio (population 65+/15–64) x 100 
Source: Werding et al. (2020), Federal Statistical Office (2019a, 2015).
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Another important factor in the projections below 
is that there will be a significant increase in the pro-
portion of people in the 80+ age group. As a result, 
expenditure on long-term care for this group will 
probably also rise, with corresponding effects on 
public expenditure growth.

3.2 Macroeconomic trends

Demographic change directly affects the labour 
market and macroeconomic trends via the size of 
the labour force. In addition, changes in the popu-
lation structure can influence labour markets, pro-
ductivity and economic growth, interest rates and 
prices. For these “indirect” relationships, plausible 
assumptions from today’s perspective are made 
about the future development of macroeconomic 
parameters, establishing a corridor between an 
optimistic (T+) and a pessimistic (T-) trend.

3.2.1 Labour market trends

The trend in labour force participation and labour 
supply is a key determinant of future growth. 
Changes in the labour force participation of suc-
cessive age cohorts can be projected into the future 
using a cohort-specific approach.9 The most impor-
tant trends include the rise in labour force partic-
ipation for women and for older people aged 55 
and above. The labour force participation rate for 
women aged 15 to 64, for example, increased from 
70% in 2000 to 79.4% in 2017 (around 92.5% of the 
comparative value for men). The following assump-
tions are made about the future trend in labour 
force participation10:

9 The Cohort Simulation Method was developed by the OECD 
(Burniaux et al. 2004) and adapted by the EU’s Ageing Working 
Group for the projections produced in the framework of the 
EU’s Ageing Report (see European Commission and Economic 
Policy Committee (2017), Part I, Annex A.1).

10  The participation rates diverge from the microcensus data to 
compensate for undercoverage of people solely in marginal 
employment in the microcensus (see Werding 2020, p. 14f.).

 ● In the more pessimistic base variant T-, the 
labour force participation rate for women 
continues to rise to 95% of the rate for men by 
2040, and to 95.6% of the rate for men by 2060. 
The labour force participation rate for men 
aged 15 to 64 is 85-86% of all men.

 ● In the more optimistic base variant T+, there 
is a somewhat stronger rise in the female 
labour force participation rate to 95.3% 
and subsequently 95.7% of the labour force 
participation rate for men of the same age 
over the same periods. The labour force 
participation rate for men rises to around 87% 
by 2040 and subsequently remains mostly 
constant. 

The labour force participation of older people aged 
55 and above has risen, against the background of 
the standardisation of the retirement ages for stat-
utory pensions, the introduction of pension reduc-
tions in the case of early retirement, and the phased 
increase in the retirement age to 67 for statutory 
pension insurance, which began in 2012. How-
ever, the average retirement age has stagnated 
since 2014. The base variants assume that the aver-
age retirement age will rise from around 64 (2017) 
to just under 66 (T-) or just under 67 (T+), mainly as 
a result of the effects of the phased increase in the 
standard retirement age to 67 by 2031. 

The structural component of long-term unem-
ployment is captured by the statistically deter-
mined rate of unemployment consistent with 
constant wage inflation (known as the “non-accel-
erating wage rate of unemployment” or NAWRU). 
According to calculations, the NAWRU was over 7% 
in the mid-1980s and reached around 8.3% at the 
turn of the millennium. The actual unemployment 
rate was even higher at times. However, over the 
past fifteen years there has been a significant reduc-
tion in the NAWRU. In 2018, the NAWRU and the 
actually observed unemployment rate were identi-
cal, at a historically low level of 3.2%.

14



Fifth Report on the 
Sustainability of Public Finances  Data and key assumptions

For the base variants, the trend in the unemploy-
ment rate is based on the federal government’s 
medium-term projection until 2023. After that, 
it is assumed that the unemployment rate of the 
domestic population approaches a long-term 
level of 5.5% (T-) and 3.5% (T+) by 2040, and subse-
quently remains constant. The slight increase in the 
NAWRU contained in the medium-term projection 
is extrapolated in a linear fashion until it reaches 
the level of 5.5% in 2040, based on the assumptions 
of the pessimistic variant. The optimistic scenario, 
by contrast, uses the average value of the past five 
years as the level of the NAWRU and thus assumes 
that a further improvement in structural unem-
ployment is not realistic within the existing insti-
tutional framework.

The assumed labour force participation rates of 
new immigrants take into account the process of 
their integration into the labour market. Expe-
rience shows that, in their first year in Germany, 
immigrants have a very low labour force partici-
pation rate, which then converges with that of the 
resident population within 15 years.11 To reflect the 
higher structural unemployment of new immi-
grants, their NAWRU is weighted more highly for a 
fixed period. As a result of the rising proportion of 
immigrants in the labour force, the base scenarios 
assume, in the long term, a NAWRU of 4.0% (T+) or 
5.7% (T-), which would mean the NAWRU remains 
below the average level since reunification, 6.8%. 

In the mid-1990s, more than 3 million people were 
unemployed, before a marked reduction in unem-
ployment took place in the 2000s. In 2018, around 
1.5 million people were unemployed. Cyclical 
effects play no role in the long-term projections; 
the number of unemployed people is the product 
of the labour force and the structural unemploy-
ment rate (NAWRU). The base scenarios show a rise 
in the number of unemployed people to approxi-
mately 1.7 million people (T+) or 2.3 million people 
(T-) by 2040. In the following years, as the reduction 
in the size of the labour force almost offsets or even 

11 See Brücker et al. (2015).

overcompensates for the slight rise in the NAWRU 
in terms of the absolute unemployment figures, the 
number of unemployed people in 2060 is around 
1.8 million (T+) or just under 2.1 million (T-). The 
number of people in employment, or in other 
words the difference between the labour force and 
the number of unemployed people, is expected to 
decline from 44.6 million at present to 34.1 million 
(T-) or 43.0 million (T+) people in 2060, depending 
on the scenario.

The number of hours worked is the product of the 
number of people in employment and the average 
number of hours; this is used in the calculation of 
macroeconomic trends. In the base variants, the 
average number of hours per person in employ-
ment is kept constant at the 2018 level over the 
entire projection period.

Employees who are in jobs subject to social secu-
rity contributions have made up just under 
71% of all people in employment on average 
in recent years. The base scenarios assume that 
the proportion remains constant at this level. 
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Figure 6: The labour force and people in employment (1991 – 2060) in the base variants
 in millions

3.2.2 Productivity trends and potential growth

After real GDP fell by around 5.6% in 2009 in the 
wake of the financial crisis, the economy as a 
whole experienced positive growth in the follow-
ing years. Between 2010 and 2018, the average 
real rate of growth was around 2% per year. This 
was the result of a favourable cyclical trend. How-
ever, the key factor in the long-term projection of 
GDP is supply-side potential output, the devel-
opment of which is determined by the availabil-
ity of the production factors of labour and capital 

and by technological progress.12 As growth in the 
capital stock is relatively slow, growth effects are 
mainly caused by changes in factor productivity 
and labour input.

12  Potential output is calculated using the modified EU method 
(MODEM), which was developed by the ifo Institute together 
with other leading German economic research institutes for 
the Joint Economic Forecast (Joint Economic Forecast 2019).

   Sources: Werding et al. (2020).
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Technological progress is measured by the growth 
rate of total factor productivity (TFP), as a resid-
ual component left over in growth accounting that 
cannot be attributed to labour or capital. A decline 
in total factor productivity growth has long been 
observed in developed economies. In the 1950s 
and 1960s, total factor productivity growth in Ger-
many was still around 1.5% per year, and it has 
since declined to an average of around 0.7% per 
year, while experiencing large short-term fluctu-
ations. The long-term trend depends, in particu-
lar, on the extent to which fundamental techno-
logical advances can lead to productivity gains. The 
base scenarios assume that total factor productivity 
growth remains constant at 0.6% (T-) or 0.8% (T+) 
per year from 2024. 

The factor of labour is also included in the pro-
jection of potential output. Demographic change 
results in a reduction in the number of people in 
employment resident in Germany, particularly in 
variant T-, and this is only partially offset by immi-
gration. Structural unemployment rises in line with 
assumptions; technological progress is limited. 
On the basis of these assumptions, potential out-
put will continue to grow, but more slowly. In the 
positive scenario T+, these effects are much more 
favourable. Over the period from 2020 to 2060, an 
estimated annual potential growth of 1.1% in T+ 
and 0.5% in T- is reached.

Figure 7:  Potential output (1991 – 2060) in the base variants
in € billion

    Source: Werding et al. (2020).
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3.2.3 Interest and inflation

The interest rate to be paid on public debt has an 
important influence on the development of the 
general government budget. In sustainability anal-
yses, the rate of inflation plays a role only in con-
nection with interest rate trends, because all nomi-
nal values are adjusted using the same deflator. 

The projections map the implicit interest rate, 
defined as “interest expenditure in relation to gov-
ernment debt in the preceding year”. Consequently, 
this does not represent the current market inter-
est rate on new debt issued by the government, but 
rather all relevant interest payment obligations 
in relation to all outstanding debt. This “implicit” 
interest rate is currently 1½% in nominal terms. 

A sustained period of low market interest rates (as is 
currently being observed) affects the implicit inter-
est rate as higher-interest government debt is grad-
ually replaced by lower-interest debt. Conversely, 
an – assumed – renewed rise in market interest 
rates would only gradually push up the implicit 
interest rate on the entirety of government debt. 
Around one-sixth of the outstanding federal debt 
is refinanced by the Finance Agency of the Fed-
eral Republic of Germany each year. The general 
government interest rate is above the federal yield 
curve. 

Figure 8:  Current and forward federal yield curves
Nominal interest rate in % p.a.

Source: Reuters, as at 30 December 2019.
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The overview of the yield curve shows that, at the 
end of 2019, the Federation was able to issue debt at 
negative nominal interest rates up to a maturity of 
around 15 years. The forward interest rates, which 
reflect the markets’ expectations, also suggest that 
interest rates may remain low for a long time to 
come. The maturity structure of current govern-
ment debt is also a clear barrier to a rapid rise in 
the burden of interest payments on public budgets.

Very cautious assumptions have been made in 
both base variants regarding the future interest 
rate trend, in the form of a long-term rise in inter-
est rates. The increase assumed in the base scenar-
ios should be seen as a safety margin that reflects 
the principle of budgetary prudence and takes into 
account the fiscal policy risks of a change in inter-
est rates.

For the period covered by medium-term planning, 
the assumptions contained in the federal govern-
ment’s draft budgetary plan are used, which include 
a moderate rise in the implicit interest rate over the 
period to 2023. For the long term after this point, it is 
assumed that the interest rate rises very slowly but 
steadily, resulting in the real interest rate return-
ing to the long-term average of 3% per annum in 
2060, which, if the rate of inflation is 2% per annum, 
means an interest rate of 5% per annum in nom-
inal terms. The interest rate is assumed to remain 
constant at 2% from 2024 onwards. The interest 
rate assumptions in comparable calculations by the 
European Commission use similar levels.

The prospect of a low interest rate world is also 
included in the sustainability analysis, given that 
the current, empirically observed trend in interest 
rates is expected to continue in the long term, and 
to reflect the broad range of views in current dis-
cussions among experts.

Table 3: Assumptions used in the Fifth Sustainability Report 

Variant T– Variant T+

Demographics

Total fertility rate 1.43
(from 2040)

1.73
(from 2040)

Life expectancy at birth (years)

– Women 89.6 (2060) 88.1 (2060)

– Men 86.2 (2060) 84.4 (2060)

Net migration 110,500
(from 2030)

300,000
(from 2030)

Labour market

Unemployment rate (%) 5.6 (2040) 3.7 (2040)

5.7 (2060) 4.0 (2060)

Rate of registered unemployed (%) 7.7 (2040) 5.1 (2040)

7.8 (2060) 5.5 (2060)

Average retirement age (years) +1 (by 2060) +2 (by 2060)

Macroeconomic trends

Total factor productivity (% p.a.) 0.6 (from 2024) 0.8 (from 2024)

“Implicit” interest rate on government debt (real) 0.3 (2030)
1.2 (2040)
3.0 (2060)

Inflation rate (% p.a.) 2.0 (from 2024)

Source: Werding et al. (2020).
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4. Main results of the base variants

The macroeconomic and demographic assump-
tions are the main basis for the budget projections, 
which notably take into account the various social 
security schemes, civil service pensions and bene-
fits (including healthcare and long-term care), basic 
income support for job seekers, education (includ-
ing childcare), and a number of core elements of the 
family benefits system. The projections are based on 
an assumption of no policy change and an assump-
tion that all changes that have been adopted under 
prevailing law as at 30 June 201913 (fully) enter into 
effect during the projection period.

No policy change assumption

Old-age pensions: 2012 saw the start of a 
phased increase in the standard retirement age 
to 67 over the period to 2031; current pensions 
are increased in accordance with the applica-
ble pension adjustment formula, taking into 
account that the net income replacement rate 
before tax for a standard pension is to reach 
48% by 2025 (and the contribution rate does 
not rise above 20% before 2025); other ele-
ments of the 2018 and 2014 pension reforms 
are also taken into account. 

Regarding civil service pensions and benefits, 
it is assumed, for the purpose of simplification, 
that the legal framework in the Länder and lo-
cal authorities reflects federal law on civil service 
pensions and benefits. The extrapolation of civil 
service pensions is based on gross wage growth 
and changes to the maximum and average 
pension rates that have been enshrined in law. 
 

13 Consequently, this does not take into account the plans for a 
basic pension, in particular; the 0.1 percentage point reduction 
in the unemployment insurance contribution rate with effect 
from 1 January 2020; and the dynamic allowance for statutory 
health insurance contributions paid by compulsorily insured 
beneficiaries of occupational pension schemes, which was 
introduced as of 1 January 2020 and will account for around 
€1.2 billion per year.

Statutory health insurance: Statutory health 
insurance continues to provide comprehen-
sive cover; alongside current improvements 
to healthcare, past reforms have the effect of 
moderating expenditure. Average, age-specif-
ic healthcare expenditure is extrapolated us-
ing the per capita GDP growth rate. In general, 
spending on civil servants’ medical care is ex-
trapolated in line with statutory health insur-
ance expenditure.

Statutory long-term care insurance: Increases 
in the number of benefit recipients and in pro-
vision as a result of the three Acts to Strength-
en Long-Term Care (Pflegestärkungsgesetze) 
between 2014 and 2016 are taken into consid-
eration; benefit levels remain constant relative 
to the expected cost trend. Gross wage growth 
is a key factor used to project forward the ex-
penditure trend in recent years.

Unemployment insurance and basic income 
support for job seekers: The effects of cur-
rent legal changes (the Inclusion Act (Teil-
habechancengesetz), the “Skills Drive in the 
Labour Market”) are felt in the coming years. 
The Federal Employment Agency’s benefits 
are otherwise extrapolated using average net 
wage growth. The costs of basic income sup-
port for job seekers take into account gross 
wage growth and the multi-annual average 
of regular reassessments of standard rates. 
 
Public education expenditure: The effects 
of agreements between the Federation and 
Länder on the provision of additional resourc-
es for expanding and operating higher edu-
cation institutions are felt permanently from 
2021 onwards. Public expenditure on child-
care for children under the age of three is in-
creased to the extent that this appears neces-
sary as female labour force participation rises. 
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Family benefits: Changes to the relevant ben-
efits as a result of the Strong Families Act 
(Starke-Familien-Gesetz) are taken into ac-
count. The benefits are subsequently provided 
at an unchanged level.

Other public expenditure: Expenditure not 
explicitly covered by the projections remains 
constant in the projection period as a percent-
age of current GDP.

Public revenue: The convention when cal-
culating indicators for the sustainability of 
public finances is to assume that all pub-
lic revenue remains constant in the projec-
tion period as a percentage of current GDP. 

4.1 Expenditure projections in 
specific policy areas

4.1.1 Statutory pension insurance

Public expenditure on the statutory pension insur-
ance system is, in financial terms, the most signifi-
cant of the highly demographically sensitive areas. 
Pension reforms enacted in 2004 and 2007 (addi-
tion of a sustainability factor to the pension adjust-
ment formula and phased increase in the retire-
ment age from 65 to 67) have had a substantial 
impact on expenditure trends in the statutory pen-
sion insurance system, which is a pay-as-you-go 
system partly financed by a federal subsidy.

Reforms have been introduced against the back-
drop of favourable conditions in recent years. They 
include the introduction of early retirement with 
full benefits for people who have paid into the pen-
sion system for an especially long period of time 
(retirement at 63); the increase, in two phases, of 
the extent to which child-raising periods are cred-
ited for mothers of children born before 1992; and 
improvements, in several phases, to reduced earn-
ing capacity pensions for new cases.

Under the 2018 pension reform, two commitments 
apply for the period from 2019 to 2025: the net 
replacement rate before tax for a standard pension 
will not fall below 48% during this period, and the 
statutory pension insurance contribution rate will 
not rise above 20%. If necessary, additional federal 
funding is to be provided to cover any funding gaps 
that may result from these commitments. In June 
2018, the federal government established a com-
mission to find ways to put the old age provision 
systems on a sustainable footing from 2025 and 
allow their continued development, and in this way 
to create the foundation for a new, reliable inter-
generational contract; the Commission is to pub-
lish recommendations in the spring of 2020.

Although statutory pension expenditure is sub-
ject to significant upward momentum as a result of 
demographic ageing, a number of trends relieve the 
strain on pension finances. These include, in par-
ticular, the recent robustness of the labour market, 
the rise in the labour force participation of women 
and older people, but also, in the medium term, the 
use of a pension adjustment formula to balance 
pension levels and demographic trends.

The projected increase in pension expenditure 
reflects the expected rise in the old-age depend-
ency ratio. Starting from 9.1% of GDP in 2018, pen-
sion expenditure increases to 11.3% of GDP by 2060 
in the favourable scenario and 13.1% in the unfa-
vourable scenario. This makes for a total increase 
of 2.2 (T+) or 4.0 (T-) percentage points of GDP. The 
favourable trends already taking place limit the rise 
in pension expenditure. Particularly in the case of 
the assumptions used in the optimistic scenario, 
the expenditure increases are much more mod-
erate than projected in the Fourth Sustainability 
Report.
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4.1.2 Statutory health insurance

The second-largest area of expenditure, after public 
pension expenditure, is healthcare and long-term 
care as a whole. These are demographically sensi-
tive areas, because healthcare expenditure per indi-
vidual and the risk of needing long-term care both 
rise with age, albeit to differing degrees.

The 2007 Act to Strengthen Competition in the 
Statutory Health Insurance System (GKV-Wettbe-
werbsstärkungsgesetz) was a fundamental reform 
with significant effects on the trend in healthcare 
expenditure. Alongside numerous changes relating 
to the financing of the system – the introduction 
of the “Health Fund”, an expansion in federal subsi-
dies for the statutory health insurance system, and 
the transition to a morbidity-based risk-structure 
compensation scheme from 2009 – more inten-
sive competition has been fostered between health 
insurance funds, which should help to moderate the 
rise in healthcare expenditure in the long term. The 
same is true of the 2011 Act on the Reform of the 
Market for Medicinal Products (Gesetz zur Neuord-
nung des Arzneimittelmarktes). On the other hand, 
other laws introduced by the federal government 
in recent years are primarily intended to improve 
healthcare for patients, as well as to enhance pre-
vention, health promotion and health protection, 
and these laws can be expected to result in higher 
expenditure; there will also be efficiency savings 
in the long term. The projections are based on the 
current profiles for gender-specific and age-spe-
cific per capita statutory health insurance expend-
iture, on the basis of the law as it currently stands, 
broken down by insurance status and taking into 
account the effects of the increase in female labour 
force participation.

Uncertainty surrounds how healthcare expenditure 
will be affected by the trend in age-specific risks of 
disease as life expectancy increases (“healthy age-
ing”) and by technological advances in medicine. 
Against this background, purely “demographic” 
effects of the trend in statutory health insurance 
expenditure are projected for the base variants on 

the basis of the changing age structure of insured 
persons.

Healthcare expenditure in the framework of stat-
utory health insurance consists mainly of benefits 
in kind that reflect current medical knowledge. The 
purely demographic impacts on the trend in statu-
tory health insurance expenditure prove not to be 
especially strong. Following a rise in expenditure 
during the period covered by the medium-term fis-
cal plan, only a slight increase takes place in base 
variant T+. In the more pessimistic base variant T-, 
there is a somewhat bigger increase in expenditure 
in relation to GDP over the period to 2050. Start-
ing from a value of 6.9% of GDP in 2018, expend-
iture is projected to rise, on the basis of the simu-
lations, by 0.2 (T+) or 0.8 (T-) percentage points to a 
level between 7.1 and 7.7% of GDP in 2060, and to 
between 7.3 and 7.6% of GDP by 2040.

4.1.3 Statutory long-term care insurance

Far-reaching changes have recently been made to 
the legal framework, leading to improvements in 
provision. This includes, for example, the intro-
duction of a new definition of “need for long-term 
care”, combined with a new assessment process 
for assigning people to a specific grade of care. A 
35% increase in the number of people categorised 
as being in need of long-term care has resulted in 
additional long-term care insurance expenditure. 
Nonetheless, the institutional similarities between 
statutory long-term care insurance and statutory 
health insurance in terms of the definition of the 
group of insured persons mean that the projections 
of the future trend in statutory long-term care 
insurance expenditure can be based on the projec-
tions of statutory health insurance expenditure.

In principle, there are two approaches that could 
be taken when extrapolating the rise in expendi-
ture per benefit recipient: ongoing increases in line 
with either the inflation rate or wage growth. The 
general inflation rate, which the law has established 
as a guideline for future adjustments in provision 
since 2008, is intended to slow expenditure growth 
in long-term care insurance in the medium term. 
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This rule thus plays a disciplining role. If rigorously 
applied, however, the share of the costs to be paid by 
those in need of care would rise over time, given the 
labour intensity of long-term care; this would, to an 
extent, run counter to the assumption of no pol-
icy change. For the base variants, it is assumed that 
long-term care expenditure is adjusted in line with 
gross wage growth. It is thus implicitly assumed 
that the benefit levels provided by long-term care 
insurance remain more or less constant, measured 
in terms of the full costs of care. Compared with an 
adjustment in line with inflation, this assumption 
means a much bigger increase in expenditure. In 
the more pessimistic base variant T-, expenditure 
rises relative to GDP in the projection period, and 
this increase only slows towards the end of the pro-
jection period. In variant T+, the rise in expenditure 
relative to GDP starts to slow earlier, from 2023. 
Starting from 1.2% in 2018, the level of expenditure 
is therefore expected to increase by between 0.7 
and 1.4 percentage points to 1.9% (T+) or 2.6% (T-) 
of GDP by 2060. Expenditure growth is less strong 
over the period to 2040, with increases of 0.4 or 0.6 
percentage points.

4.1.4 Civil service pensions and benefits, 
including healthcare and long-term care

Civil service pensions are the second-biggest old 
age provision system in Germany, after the statu-
tory pension insurance system.14 The decision on 
whether reforms to the statutory pension system 
should also be applied to civil service pensions is 
always taken on a case-by-case basis. The Federa-
tion applied the 2004 and 2007 pension reforms 
(including retirement at 67) to civil service pen-
sions, with adaptations to reflect the differences in 
the systems. Although there is no legal obligation 
for Länder civil service law to track federal civil 
service law on issues of pay, pensions and bene-
fits, there are clear indications that the approaches 
remain similar. It is therefore assumed across the 
board in the projections that the legal framework 

14  2016 Report on Old Age Provision, Bundestag printed paper 
18/10571 of 2 December 2016, p. 11.

in the Länder and local authorities reflects that for 
federal civil service pensions and benefits.

Data on the retirement of civil servants is used 
in the extrapolation, and the fact that civil serv-
ants have a life expectancy above the average for 
the population as a whole is taken into account. In 
other respects, it is assumed that the trend in civil 
servants’ remuneration, and thus also their pen-
sions, reflects general gross wage growth.

Figure 9 shows that public service staff are, on 
average, older than the average for all people in 
employment, and that the public service will be 
disproportionately affected by the retirement of 
the baby boomer generation. The projections show 
that expenditure on civil service pensions and ben-
efits, based on these assumptions, will experience a 
moderate to significant increase relative to current 
GDP over the period to 2060. Personnel expendi-
ture and expenditure on civil service pensions and 
benefits plays a much bigger role for the budgets of 
the Länder and local authorities. It must be kept in 
mind in this context that civil service pensions and 
benefits, as part of the personnel costs, are generally 
financed from current budget funds.

Elements of a fully funded system were added to 
the civil service pensions and benefits system as 
early as 1998 by the Pensions Reform Act (Ver-
sorgungsreformgesetz), which created a basis for the 
establishment of civil service pension reserve funds 
by the Federation and the Länder. In several Länder, 
these have already contributed to the financing of 
expenditure on civil service pensions and bene-
fits, or are to be used to alleviate the financial bur-
den on public budgets in the future. The Federation 
intends to begin withdrawals from its civil service 
pension reserve fund from 2032. In addition, the 
Federation has been regularly transferring funds to 
the “federal civil service pension fund” for new civil 
servants since 2007; this special fund is to pay for 
parts of the expenditure on civil service pensions 
and benefits in future. Several Länder have also 
established civil service pension funds.

23



Fifth Report on the 
Sustainability of Public Finances Main results of the base variants

Figure 9: Age structure of public service staff, 2018

Alongside expenditure on pensions and other bene-
fits, expenditure on the civil service benefits system 
is also taken into account; in this system, civil ser-
vice employers meet a share of the healthcare and 
long-term care costs of civil servants, civil service 
pensioners and their families. The starting point 
for the projections is aggregate actual expendi-
ture, which is broken down based on the struc-
tures for people in the statutory insurance systems 
and then extrapolated in line with the approaches 

used for statutory health and long-term care insur-
ance. Expenditure on civil service benefits is also 
an important component of ageing-driven public 
expenditure.

Starting from 2.1% of GDP in 2018, the projection 
of all civil service pensions and benefits, including 
healthcare and long-term care, shows an increase 
to 2.5 or 2.8% of GDP by 2040, reaching 2.3 or 3.1% 
of GDP in 2060.
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4.1.5 Unemployment insurance and basic 
income support for job seekers

The key factor influencing the future trend in 
expenditure in the area of unemployment insur-
ance and basic income support for job seekers, in 
an unchanged legal framework, is the trend in the 
number of people in unemployment. This is heav-
ily influenced by the demographic decrease in the 
labour pool, but also by long-term trends such as 
the spread of digital technology in the world of busi-
ness and the working world, a process also referred 
to as “digitalisation”. Projected expenditure on peo-
ple in unemployment in the base variants essen-
tially reflects the assumptions made with regard to 
the non-accelerating wage rate of unemployment 
(NAWRU), the number of people in employment 
and the migration of workers. It is assumed that the 
NAWRU of the resident population settles at 3.5 
(T+) or 5.5% (T-) by 2040 and then remains constant. 
Expenditure on basic income support for job seek-
ers is also taken into account in the projections, and 
is extrapolated using net wage growth.

As a result, the proportion of public expenditure 
on people in unemployment relative to current 
GDP remains close to the current level of 2.3% of 
GDP throughout the entire projection period in the 
more optimistic variant T+. In the more pessimis-
tic variant, however, the assumed renewed increase 
in the NAWRU results in this proportion rising to 
3.4% of GDP in 2040, after which it mostly remains 
constant.

4.1.6 Education, childcare and family benefits

Public expenditure on education and family ben-
efits is also affected by demographic change. How-
ever, family and education policy can also help to 
proactively shape demographic change or even to 
reverse it in certain respects. The decrease in the 
number of children and adolescents has led to a 
“demographic dividend” in recent decades, allevi-
ating the burden on public budgets. This is coming 
to an end, however, as is shown by current trends 
such as the rising proportion of students in the rel-
evant birth cohorts and an increased fertility rate. 

Public education expenditure includes expenditure 
by regional and local authorities on child day care, 
general-education and vocational schools, higher 
education institutions, and support for learners. 
The aggregate expenditure for various levels of the 
education system is broken down to give per cap-
ita expenditure, and education expenditure per 
learner is extrapolated using gross wage growth.

For child day care, it is assumed that the number 
of day care places needed for children aged under 
three and for children aged between six and ten 
continues to increase proportionally with the pro-
jected increase in female labour force participation. 
Otherwise, it is assumed that the most recent gen-
der-specific and age-specific participation rates in 
the education system remain unchanged in future.

Unlike in other areas, the optimistic base variant 
T+ results in sustained higher expenditure in rela-
tion to current GDP than the more pessimistic base 
variant T-. Higher birth rates and slightly higher 
female employment in T+ lead, cumulatively, to 
a trend of rising expenditure that comes into full 
effect around 2040, when expenditure is higher not 
only because more childcare places are needed for 
young children, but also because a larger genera-
tion of students is in higher education. The expend-
iture trends do not vary a great deal between the 
two variants.

The projections also cover key instruments in the 
field of family policy, and in the family benefits sys-
tem they specifically take into account child ben-
efit, the effects of income tax allowances for chil-
dren, and the parental allowance. For future years, 
it is assumed that the relevant amounts are regu-
larly adjusted in line with general wage growth. 
The family benefits system also pushes up educa-
tion expenditure and thus reinforces the projected 
trends: higher birth rates mean that expenditure 
is higher in the more optimistic variant T+ than in 
variant T-. These differences become clearly appar-
ent from 2030. 
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Starting from 5.5% of GDP in 2018, total expendi-
ture on education and family benefits rises by 0.1 
(T-) or 0.7 (T+) percentage points to 5.6 or 6.2% of 
GDP in 2060 (and to 5.7 or 5.9% of GDP by 2040). 
Particularly on the basis of the assumptions made 
in variant T+, the higher number of children would 
lead to a demographic burden that disappears 
in the long term when the relevant birth cohorts 
enter the labour market.

4.2 Aggregate expenditure 
projections

For the calculations on the sustainability of public 
finances, the individual projections carried out on 
the basis of consistent assumptions for demograph-
ically sensitive areas of expenditure are aggregated 
(Figure 10).15 In 2018, the total of all expenditure 
included in the analysis came to approximately 
25.7% of GDP, which is just under 60% of general 
government spending.

The aggregate expenditure in relation to GDP 
taken into account in the projections begins ris-
ing steeply from the mid-2020s, mainly as a result 
of the baby boomer generation gradually leaving 
the labour market. In the fiscally more favourable 
variant T+, the projected rise over the period from 
2025 to 2040 is equivalent to around 2.3 percentage 
points of GDP. By 2060, the aggregate expenditure 
ratio rises by a further 0.9 percentage points and 
reaches 29.2% of GDP (bringing the total increase to 
3.2 percentage points). In the more pessimistic vari-
ant T-, total demographically sensitive expenditure 
increases quickly in the period to 2040, by around 
3.6 percentage points, and subsequently grows by 
a further 2.4 percentage points by 2060, reaching 
32.8% of GDP (a total increase of 6.0 percentage 
points).

15   In aggregation, it is necessary to consolidate or eliminate 
double counting due to transfers between the sectors.
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Figure 10: Aggregate expenditure ratios for demographically sensitive expenditure (2010 – 2060)  
in the base variants  
% of GDP

Table 4: Demographically driven expenditure ratios (2010 – 2060) in the base variants

Source: Werding et al. (2020)
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Actual expenditure Variant T - Variant T +

Variant T-

Year Pensions Healthcare
Long-term 

care Civil servants
Unemployment 

benefits
Education and 

family Total a)

2010 9.7 6.6 0.8 2.0 3.5 5.8 26.8

2015 9.1 6.8 1.0 2.1 2.4 5.6 25.4

2020 9.4 7.1 1.3 2.2 2.2 5.5 26.0

2025 9.9 7.3 1.3 2.4 2.2 5.5 26.8

2030 10.4 7.3 1.5 2.6 2.6 5.6 28.1

2035 11.0 7.4 1.6 2.7 3.0 5.7 29.3

2040 11.4 7.6 1.8 2.8 3.4 5.7 30.4

2045 11.8 7.7 2.1 2.9 3.4 5.5 30.9

2050 12.2 7.7 2.3 2.9 3.6 5.4 31.4

2055 12.7 7.7 2.5 3.0 3.4 5.5 32.1

2060 13.1 7.7 2.6 3.1 3.4 5.6 32.8
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Table 4: continued

4.3 Net lending/borrowing and debt 

Net lending/borrowing and debt can be determined 
on the basis of the budget projections relating to 
ageing costs. As revenue and non-demographical-
ly-sensitive expenditure are extrapolated using the 
GDP growth rate, the change in demographically 
sensitive expenditure in relation to GDP directly 
reflects the change in the primary balances. 

Figure 11 shows the calculated trend in the gen-
eral government primary balance and the trend 
in net lending/borrowing, which includes inter-
est payments. While in 2018 there was still a gen-
eral government primary surplus of 2.6% of GDP, 
the current medium-term fiscal plan expects this to 
gradually decrease. After 2023, the primary surplus 
shrinks significantly, especially in the more pessi-
mistic base variant T-, and becomes a primary defi-
cit between 2029 and 2035. The primary deficit in 
2060 is between 1.5 and 5.1% of GDP, a difference 
of 4.1 or 7.7 percentage points compared with the 
starting value in 2018.

Variant T+

Year Pensions Healthcare
Long-term 

care Civil servants
Unemployment 

benefits
Education and 

family Total a)

2010 9.7 6.6 0.8 2.0 3.5 5.8 26.8

2015 9.1 6.8 1.0 2.1 2.4 5.6 25.4

2020 9.4 7.1 1.3 2.2 2.2 5.5 26.0

2025 9.6 7.3 1.3 2.3 2.1 5.5 26.4

2030 9.9 7.2 1.4 2.4 2.2 5.7 27.0

2035 10.2 7.3 1.5 2.5 2.2 5.8 27.7

2040 10.5 7.3 1.6 2.5 2.3 5.9 28.3

2045 10.8 7.3 1.7 2.4 2.4 5.9 28.6

2050 11.0 7.2 1.9 2.3 3.1 6.0 28.8

2055 11.2 7.1 1.9 2.3 2.5 6.1 29.0

2060 11.3 7.1 1.9 2.3 2.5 6.2 29.2

a)   Payments between subsidiary budgets have been eliminated.
Source: Werding et al. (2020).
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Figure 11a: General government net lending/borrowing (2010 – 2060) in the base variants 
Primary balance (as a % of GDP)

Source: Werding et al. (2020).
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Figure 11b: General government net lending/borrowing (2010 – 2060) in the base variants
Net lending/borrowing (as a % of GDP)

Source: Werding et al. (2020).
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Net lending/borrowing takes interest payments 
into account, and therefore shifts to a deficit ear-
lier than the primary balance. With refinanc-
ing interest rates rising over time and additional 
debt accumulating as a result of deficits driven by 
demographic trends and interest rates, net lend-
ing/borrowing then picks up additional momen-
tum compared with the primary balance. In 2018, 

net lending/borrowing showed a surplus of 1.9% 
of GDP. In the base variants, net lending/borrow-
ing gradually deteriorates and reaches a deficit of 
between 4.9% and 13.8% of GDP at the end of the 
projection period. In other words, the trend in net 
lending/borrowing is also strongly affected by the 
future trend in interest rates.

Figure 11c: General government net lending/borrowing (2010 – 2060) in the base variants
Debt (as a % of GDP)

Starting from the level of debt at present, approxi-
mately 60% of GDP, the debt graph shows the future 
trend, taking projected net lending/borrowing into 
account. In both scenarios, the debt-to-GDP ratio 
falls further in the coming years. Net borrowing then 
drives an accelerating renewed rise in debt. Based on 
the no policy change assumption, and without tak-
ing the debt rule enshrined in the Basic Law (the Ger-
man constitution) into account, debt reaches 73% of 
GDP again in 2060 in scenario T+, and around 185% 
of GDP in T-. 

4.4 Interest rate assumptions and 
low interest rate scenario

The interest rate trend for the refinancing of public 
debt is a source of considerable uncertainty. While 
in the past the average interest rate for German 
government debt was 3% per annum in real terms, 
it has already fallen significantly below that level 
following the financial and economic crisis. Cur-
rently, not only is the real interest rate for federal 

Source: Werding et al.  (2020).
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debt negative; so too is the nominal interest rate for 
many maturities.

Actual interest expenditure for government debt 
with different residual maturities is, at around 
1.5%, roughly the level of the current inflation rate. 
There is no end in sight to this period of low inter-
est rates. Given the level that has been reached, the 
average refinancing interest rate would continue to 
fall even if the market rate rose by one percentage 
point.

An intensive and contentious debate about the 
causes of the current interest rate situation and 
about what lies ahead is taking place between 
economists – both within Germany and at interna-
tional level. There are two main schools of thought 
regarding the explanation for the current period of 
low interest rates being experienced by almost all 
developed economies. A number of eminent econ-
omists believe the most important cause is a sav-
ing glut, with an excess of savings putting pres-
sure on interest rates. This is regarded as being 
due to fundamental causes rooted in demographic 
change, which are consequently leading to a neg-
ative “natural” rate of interest that could continue 
for a long period.16 The other hypothesis is that the 
low interest rates are due to a money glut caused by 
the leading central banks’ expansionary monetary 
policy. Neither of these explanations point to the 
interest rate situation changing in the near future. 
Against this background, it is impossible to predict 
whether, when or by how much the interest rate for 
German government debt, currently regarded as 
particularly low-risk, will rise again. From today’s 
perspective, however, a long period of low interest 
rates seems probable.17

16  See the arguments put forward in Blanchard (2019), Demary 
and Voigtländer (2018), Eichengreen (2015), Fuest and Gros 
(2019), Goodhart and Pradhan (2017), Holtfrerich et al. (2019), 
Papetti (2019) and Rachel and Summers (2019).

17  See the in-depth analysis in Von Weizsäcker et al. (2019).

Sustainability indicators and interest rate 
assumptions  

In the context of sustainability analyses, a 
critical threshold exists for the future trend in 
interest rates: if the interest rate falls persis-
tently below the GDP growth rate, the burden 
decreases because financing shifts to the fu-
ture. The debt-to-GDP ratio would fall even if 
the interest paid to service government debt 
were always financed by new borrowing. An 
implicit tax on the financing of future burdens 
would become a form of implicit relief. At the 
same time, however, this has an adverse im-
pact on the role of financial assets in facili-
tating an intertemporal shift in consumption, 
for example for the purpose of retirement 
savings. For the sustainability analyses un-
dertaken here, the assumption of a persistent 
negative interest rate-growth differential has 
a further consequence: the sustainability indi-
cator S2 is not defined if the interest rate paid 
to service government debt is persistently 
lower than the GDP growth rate. Statements 
on the long-term sustainability of public fi-
nances can then only be based on less mean-
ingful results concerning the trend in the debt 
ratio – such as compliance with certain debt 
targets within a specified period of time.

In view of the uncertainty about the expected 
interest rate trend, the possibility of a signifi-
cantly slower and more muted rise in the real inter-
est rate is examined (and, alternatively, a more 
rapid increase). In addition, more extreme variants 
are examined in which the relevant interest rate 
remains very low for the entire projection period, 
breaching the condition that it may not fall persis-
tently below the GDP growth rate. Figure 12 depicts 
the following interest rate assumptions, taking into 
account an inflation rate of 2%:
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 ● Real interest rate of 1.5% by 2060: the real 
interest rate rises much more slowly than in 
the base variants and reaches 1.5% per annum 
in 2060.

 ● Real interest rate of 0% by 2060: the real 
interest rate rises only minimally over the 
entire projection period and reaches 0% per 
annum in 2060. 

 ● Real interest rate of -2% by 2060: the real 
interest rate falls over the entire projection 
period and reaches -2% per annum in 2060.

 ● Real interest rate of 3% from 2040: the real 
interest rate returns to its historical average 
more quickly than is assumed in the base 
variants, and reaches 3% per annum in 2040.

Figure 12: Scenarios for the trend in interest rates for government debt over the period to 2060
Nominal interest rate in % p.a.

The information refers to average annual interest expenditure for all outstanding government debt with different residual 
maturities. 

Sources: Deutsche Bundesbank, Werding et al. (2020).
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Regarding the results of the Sustainability Report, 
changes in interest rate assumptions have no influ-
ence on the trends in ageing-driven public expend-
iture or, consequently, on the primary balances. 
Instead, they are reflected in net lending/borrow-
ing and the trend in debt ratios, which are highly 
responsive to varying interest rates. A slower rise or 
a continued decline in the interest rate significantly 
cuts their projected growth.

Irrespective of the question what “interest rate 
world” the future holds, the debt-to-GDP ratio that 
has been reached as a result of past deficits repre-
sents the “long-term memory” of budgetary pol-
icy, and current fiscal policy can do little to change it 
in the short term. Following a reduction in the debt 
ratio in recent years as a result of budgetary surpluses 

and low interest rates, this favourable trend can con-
tinue for some time, given the “inertia” in the financ-
ing system. After reaching a historic high of 81.8% of 
GDP in 2010 and 60% of GDP in 2019, the ratio is 
projected to reach a low of around 48% in 2028 (T-) 
or around 38% in 2035 (T+). Only afterwards does it 
begin rising again in both base scenarios. Long-term 
growth in primary deficits driven by demographic 
change translates into a rise in the debt ratio by the 
end of the projection period. In 2060 it reaches just 
under 75% of GDP in variant T+, and up to around 
185% of GDP in variant T- in combination with 
sharply rising deficits. In the event of persistently 
lower interest rates (a real interest rate of 0%), debt 
would only rise to 48% or 128% of GDP, which in the 
optimistic scenario for the period to 2060 represents 
a sustainable fiscal position. 

Figure 13: General government debt (2010 – 2060) in the base variants T+/T- and in the low interest rate 
scenario 
% of GDP

       Quelle: Werding u. a. (2020)
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A world of persistently low interest rates can there-
fore alleviate fiscal sustainability problems and 
limit the pressure on public debt associated with an 
ageing society. If the low interest rate world con-
tinued for a sustained period, many answers in 
the report’s long-term analyses would have to be 
re-examined. For example, an assumed real interest 
rate of 0% would mean there was no sustainabil-
ity gap in the long term if the demographic condi-
tions were favourable. This would change the prior-
ities of fiscal policy. Improving productivity and the 
foundations for economic growth would become 
even more important. Low interest rates in the long 
term would open up additional fiscal leeway for the 
state to stimulate economic growth.

In an economy with lower interest rates in the long 
term, both private and public sector investment 
would become worthwhile at lower returns than in 
a high interest rate world. This scenario would also 
result in a re-examination of pay-as-you-go and 
fully funded systems when assessing the financ-
ing of social security systems. In other words, the 
interest rate trend is immensely important for eco-
nomic and fiscal policy strategy.

4.5 Outlook in connection with the 
baby boomer generation over the 
period to 2040

The baby boomer generation is typically defined 
as those born between 1954 and 1969. Those are 
the birth cohorts for which the total fertility rate 
is higher than necessary to sustain population lev-
els. The oldest cohorts are thus already reaching the 
statutory retirement age in 2019/20. In the coming 
years, the number of people retiring will continue 
to increase until around 2030. That is when the 
largest birth cohort, that of 1964, will reach the stat-
utory retirement age. The cohorts with very large 
numbers of people entering retirement will subse-
quently decline until the mid-2030s. However, the 
baby boomers will still be very much present as 
pensioners and, above all, as recipients of health-
care and long-term care benefits.

According to the projections, employment 
reaches a historic high in 2020, with just under  
33 million people in jobs subject to social security 
contributions. It subsequently declines as a result 
of the baby boomer generation retiring, by a total 
of 5% to 15% over the coming two decades, subject 
to the assumptions made, with a particularly steep 
decline in the late 2020s.

In parallel with employment, the number of peo-
ple employed in jobs subject to social security con-
tributions, a key figure in terms of the funding basis 
for social security systems, also declines over the 
next twenty years. At the same time, the number of 
pensioners (new and existing pensioners) increases 
significantly by 2040, resulting in a considerable rise 
in the equivalised pensioners’ dependency ratio, 
i.e. the number of pensioners (normalised to the 
“standard pensioner”) per 100 contributors (receiv-
ing the average gross pay subject to social security 
contributions), from over 52% today to between 
64% and 75% in 2040.18

18  Given that the old-age dependency ratio, as a purely 
demographic indicator, rises in the long term by around 40% 
to 50%, the rise in the equivalised pensioners’ dependency 
ratio is relatively low. This is because of the assumptions made 
relating to employment (including the average retirement age) 
and unemployment.
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Table 5: Employees, people retiring and pensioners (2010 – 2040)

Slower GDP growth and the disproportionate 
rise, relative to GDP, in pension expenditure and 
other types of demographically sensitive expend-
iture have a direct impact on the general govern-
ment budget. Germany’s medium-term budget-
ary objective of 0.5% of GDP under the European 
Fiscal Compact is not met, depending on the vari-
ant, from 2027 onwards (T-) or from 2032 at the lat-
est (T+). This is due to the demographically driven 
deterioration in the primary balance. Against this 
background, the debt ratio continues to decline 
until 2028 or 2035, reaching just under 50% or even 
just under 40%. However, it begins rising again over 
the period to 2040; depending on the assumption 
made, it increases to slightly over 40% or 60% of 
GDP. The analyses thus show that public finances 
are sustainable in the projection period until 2040. 
Sound state finances are the starting point for a 
strong, forward-looking social security system.

Year
Employees in jobs subject to social 
security contributions (thousands)

Pensioners (thousands) Equivalised
pensioners’ dependency ratio

(per hundred contributors)New pensioners Existing pensioners

a) Variant T–

2010 27,967 766 20,492 55.4

2015 30,771 992 20,822 52.2

2020 32,968 1,067 21,822 52.7

2025 31,502 1,179 22,696 57.8

2030 30,212 1,196 23,626 63.6

2035 28,936 1,126 24,532 70.0

2040 27,694 997 24,822 75.2

b) Variant T+

2010 27,967 766 20,492 55.4

2015 30,771 992 20,822 52.2

2020 32,962 1,052 21,385 51.6

2025 31,846 1,028 21,471 54.1

2030 31,431 1,074 21,893 56.6

2035 31,033 1,161 22,752 60.6

2040 30,716 1,074 23,229 63.8

Sources: Federal Employment Agency, Deutsche Rentenversicherung (German Pension Insurance); Simulation Model SIM.17 (Social 
Insurance Model, version 2017).
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5. Key results for fiscal sustainability

The long-term sustainability of public finances is 
assessed using indicators that quantify the demo-
graphically induced adjustment requirement in 
terms of sustainability gaps and supplement this 
with qualitative assessments.

5.1 Results for the sustainability gap

The sustainability indicators used serve two ana-
lytical purposes. Firstly, they quantify the action 
that has to be taken by the state in order to comply 
with the intertemporal budget constraint over an 
infinite time horizon. Secondly, they measure the 
action that has to be taken by the state in order to 
comply with a specific debt ratio by a specific point 
in time19. 

The most comprehensive indicator, S2, quantifies 
a hypothetical need for action, as a percentage of 
GDP, which, if implemented immediately, would 
permanently eliminate all sustainability problems 
projected today. The aim is that debt growth should 
not persistently outpace GDP growth. Otherwise 
– if the real interest rate is higher than the rate of 
growth – debt would exceed every limit. S2 thus 
shows the improvement in primary balances, as a 
percentage of annual GDP, that would be needed 
from the base year of the projection (in this case 
2018) onwards in order for future public revenues 
to cover all public expenditure along with debt ser-
vice costs from the starting period. The indicator 
is intended to illustrate the sustainability of public 
finances, and should not be interpreted as a recom-
mendation for consolidation. An immediate elimi-
nation of the sustainability gap is in any case not a 
realistic option, given the uncertainty surrounding 

19  The established concept of sustainability indicators is 
based on earlier work by the OECD and the EU Economic 
Policy Committee (Economic Policy Committee (2001; 
2003); European Commission (2006; 2009)). The European 
Commission’s current Fiscal Sustainability Report looks at the 
indicator S2 in detail.

future trends, which is shown by the margin 
between T+ and T-, for example.

In the context of fiscal policy monitoring, it is also 
instructive to look at the size of the fiscal adjust-
ment required to comply with the 60% target for 
the debt-to-GDP ratio set by the European Stabil-
ity Pact, for example for the near-term period until 
2040. Another indicator, known as S1, quantifies 
the consolidation required to achieve this.

Variants of the indicators replace an adjustment 
taking place in a single step in the base year with 
a phased adjustment. Spreading the consolidation 
out over time increases the size of the total correc-
tion required; the cost of delay is the price of opting 
for a gradual adjustment, rather than a full, imme-
diate correction.

The results for the S2 and S1 indicators are shown 
in the table. In the more optimistic base variant T+, 
the long-term indicator S2 shows an adjustment 
requirement of 1.49% of GDP, and of 4.10% of GDP 
in the more pessimistic base variant T-. The assump-
tion of no policy change applies to all of the areas 
of public expenditure examined here. If the adjust-
ment is spread across five annual steps, adjust-
ments of around 0.3% to 0.8% of GDP are necessary 
each year; the cumulative adjustment requirement 
is then slightly higher, at around 1.52% or 4.22% of 
GDP.
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Table 6: Sustainability indicators for the base variants

The adjustment requirement calculated for the 
long-term indicator S12060 in order to comply with 
the objective of a debt-to-GDP ratio of 60% in 2060, 
namely 0.24% or 2.27% of GDP, is significantly 
lower than in the case of the S2 indicator. The S12040 
medium-term variants relating to 2040 show that 
it is possible to keep the debt ratio below 60% of 
GDP over the period to 2040, despite the effects of 
demographic change starting to be felt in the near 
future. Only in the more pessimistic base variant T- 
is a moderate adjustment required in this period, of 
around 0.3% (or five annual steps of 0.06%) of GDP. 
This positive finding is also a result of pro-growth 
fiscal policies in recent years.

5.2 Fiscal sustainability in a low 
interest rate environment

The results of the sustainability indicators pre-
sented in Chapter 5.1 are based on the assump-
tion, rooted in the principle of budgetary prudence, 
that the nominal interest rate for government 
debt will steadily rise again to 5% by 2060. In view 
of the uncertainty about whether the low interest 
rate environment will persist, the effects of a lower 
interest rate or a more rapid rise in the interest rate 
have also been examined.

For the S12060 sustainability indicator, which meas-
ures the consolidation required to achieve the spec-
ified debt ratio of 60% of GDP by the end of the pro-
jection period, persistently low interest rates result 
in a significant improvement, as debt can be refi-
nanced much more cheaply. If the state did not 
have to pay interest over the period to 2060 (nom-
inal interest rate of 0%), the indicator for the base 
scenario T- would improve by 0.84% of GDP to 
a consolidation requirement of 1.43% of GDP to 
comply with the 60% limit.

Indicators Base variant T+ Base variant T-

Cumulative adjustment 
requirement

Adjustment steps 
(2020–24)

Cumulative adjustment 
requirement

Adjustment steps 
(2020–24)

Medium-term indicators for the period to 2040

S12040 -1.16  -0.23  0.28 0.06

Long-term indicators for the period to 2060

S12060 0.24 2.27

S2 1.49 4.10

S22020–24 1.52 0.30 4.22 0.84

Permanent improvement in the primary balance of the general government budget as a percentage of current gross domestic product; 
immediate adjustment (2020), adjustment in individual steps (2020–24). Underlying fiscal policy objectives:
S1X:   Achieving a debt ratio of 60% in the year X.
S2:    Complying with the government intertemporal budget constraint over an infinite time horizon.
Source: Werding et al. (2020) .
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Table 7: S12060 sustainability indicator – interest rate variants

When looking at long-term time horizons, an 
attenuating factor is that future liabilities are less 
heavily discounted in the case of a low interest rate, 
and so the “implicit government debt” associated 
with an increase in primary expenditure rises in 
relative terms. Conversely, early adjustments are, in 
the case of a lower interest rate, less impactful in 
the form of savings on interest payments.

A key conclusion of the discussion on interest rates 
is therefore that a sustained period of very low 
interest rates may reduce the sustainability prob-
lems that are foreseeable today. This would create 
leeway that should be used to boost growth, among 
other purposes. Nonetheless, prudence is advisable, 
as a strategy of allowing debt to grow in the belief 
that low interest rates will persist would expose 
public finances to a substantial interest rate risk. 
This is also shown by the scenario depicting a real 
interest rate of 3% per annum from 2040.

5.3 Looking back at previous 
sustainability analyses:  
a comparison

In the wake of the financial crisis, the Federal Min-
istry of Finance published sustainability reports in 
2011 and 2016 covering a similar timeframe to that 
of the current report, namely the period to 2060, 
on the basis of the population projections avail-
able at the time of each report. In any compari-
son, however, allowance must be made for limited 

comparability between the projections used, as 
they are based on different underlying data and 
assumptions regarding future trends. Not only does 
the current report draw on updated data; it also 
considers significantly revised population projec-
tions, uses a more comprehensive macroeconomic 
model, and includes other modelling adjustments. 
There are also differences that can be attributed to 
changes in the legal framework.

The graph (figure 14) depicts the projected debt for 
a pessimistic base variant T- in each of the three 
reports. It shows that the projected debt trends 
have improved consistently since 2011, which 
can also be interpreted as an indicator that public 
finances have become more sustainable and fit for 
the future. For each of the years shown, there is a 
clear drop in the anticipated level of debt from one 
projection to the next. Partly as a result of active 
steps taken by policy-makers, the demographic risk 
for public finances has been deferred significantly, 
with critical debt levels such as the 60% thresh-
old being reached much later if policy remains 
unchanged. These improvements are also attribut-
able to the fact that the no policy change assump-
tion only applies at the point in time when each 
projection was produced.

Interest rate variants for base scenario T- S12060 Δ S12060

Base variant (rise in the real interest rate to 3.0% by 2060) 2.27%

Rise in the real interest rate to 1.5% p.a. by 2060 2.07% -0.21%

Rise in the real interest rate to 0% p.a. by 2060 1.82% -0.45%

Nominal interest rate of 0% p.a. until 2060 1.43% -0.84%

Rise in the real interest rate to 3% p.a. from 2040 2.44% +0.17%

Source: Werding et al. (2020) .
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Figure 14: Comparison of debt trends since the Third Sustainability Report
% of GDP

In the Fourth Sustainability Report, published in 
2016, the long-term indicator S2 showed an adjust-
ment requirement of 1.22% of GDP in the more 
optimistic base variant T+, and 3.81% of GDP in the 
more pessimistic base variant T-. By comparison, 
the S2 value is slightly higher in the current report.

However, the S2 indicators presented in the two 
reports are not directly comparable, as they are 
based on different assumptions, particularly with 
regard to labour market and interest rate trends. 
Changes in the assumptions made regarding the 

level of structural unemployment (NAWRU) and a 
temporarily higher level of registered unemploy-
ment among newcomers lead to higher sustain-
ability gaps. In addition, the current report uses 
a very cautious assumption regarding the future 
trend in interest rates. As Table 7 shows, an assump-
tion that gave greater weight to the current interest 
rate level would close the sustainability gap to a sig-
nificant extent.
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5.4 Sensitivity analyses

The results of the long-term projection not only 
depend on the key assumptions made with regard 
to demographic trends, the labour market and 
other macroeconomic conditions; specific expend-
iture areas (such as healthcare and long-term care) 
are also subject to considerable uncertainties that 
are not demographically driven. These uncertain-
ties are quantified so that the sensitivity of the 
sustainability gap can be shown. In addition, the 
sensitivity analyses provide initial indications of 
economic policy options.

Moving gradually from the more pessimistic vari-
ant T- to the more optimistic assumptions of sce-
nario T+ (Figure 15) shows that, within the range 
of plausible scenarios, achieving lower unem-
ployment rates has a major impact on long-term 
expenditure trends. More favourable assumptions 
on unemployment (a reduction in the non-accel-
erating wage rate of unemployment (NAWRU) to 
4.0% or even 3.0%) are responsible for about half 
of the improvement in the expenditure and debt 
trend over the transition to T+. This finding under-
lines the economic and fiscal importance of acti-
vating unused resources in the labour market in 
attaining the goal of sustainability.

Higher growth in multifactor or labour produc-
tivity proves to have a minor effect on the pro-
jected trend in expenditure. Amplified GDP growth 
and higher tax revenues are countered here, it is 
assumed, by stronger expenditure growth. None-
theless, the higher incomes and prosperity associ-
ated with stronger productivity growth could make 
dealing with the economic effects of demographic 
change easier in political terms, for example by 

significantly mitigating distributional conflicts. 
Higher GDP per capita also means a more attrac-
tive level of prosperity by international standards, 
and thus provides, for example, greater incentives 
for net immigration by workers. In addition, pro-
ductivity growth provides leeway for the budget 
and for the quality of public finances.

In the analysis, a larger increase in the actual length 
of working lives is also clearly beneficial for sus-
tainability. However, larger pension entitlements 
from more working years partly offset the effects 
of longer working lives on the expenditure ratio, 
especially if increases in the length of working lives 
tail off.

A rise in the birth rate in Germany would slow 
down the ageing of society, although the effect of a 
higher birth rate would show through only gradu-
ally. A sharp increase in birth rates, say to the level 
of the United States (1.9) or France (2.0), would ini-
tially require additional public expenditure on edu-
cation and childcare. Over time, the increase in the 
labour force would make a positive contribution 
to sustainability. However, this is not visible in the 
projections before 2055.

The results can be translated into values for the sus-
tainability indicators and the relative contribution 
of the individual factors.
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Figure 15: Assumptions in the base scenarios and their effect on aggregate expenditure ratios (2010 – 2060)
% of GDP

Source: Werding et al. (2020). 
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Table 8: Effects of the sensitivity parameters on the sustainability gap in the transition from the  
pessimistic to the optimistic scenario

Unknowns in connection with long-term trends 
in public health expenditure can be taken into 
account by looking at the effects of age-specific 
morbidity and technological advances in medi-
cine. To model favourable effects, it can be assumed 
that at least some of the increased life expectancy 
is spent in good health. In parallel, it is possible to 
assume that less use is made of provision under 
statutory long-term care insurance. To this end, the 
age profiles of health expenditure and prevalence 
rates in long-term care insurance are extended by 
0.75 years for each year of additional life expec-
tancy. The consequence of “healthy ageing” would 

be a marked reduction in the sustainability gaps. 
The effects of medical progress, on the other hand, 
could also lead to a marked widening of the sus-
tainability gaps, depending on the assumed size 
of the cost impact of medical progress. If health-
care expenditure in the statutory health insurance 
system rose at a rate half a percentage point a year 
higher than the per capita GDP growth rate, the 
effects would be reversed. 

Contribution of an assumption variation to the sustainability gap as a percentage of GDP Δ S2

Higher fertility of 1.73 rather than 1.43 children per woman +0.25

Lower life expectancy (increase to 84.4 years rather than 88.1 years for men and 84.4 years rather than 89.6 years for women) -0.20

Higher migration: net immigration of 300,000 people from 2030 rather than 110,500 people -1.12

Longer working lives: working lives become 1 year longer by 2037 -0.44

Lower unemployment rate: non-accelerating wage rate of unemployment (NAWRU) of 3.5% rather than 5.5% and  
a correction factor for immigrants of 1.7 rather than 1.3 

-1.06

Higher productivity -0.05

Source: Werding et al. (2020).
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6. Fiscal policy framework and future-proof 
social security systems

A sound fiscal base and sustainable security sys-
tems are the foundation for the long-term sustain-
ability of public finances. 

Expenditure and revenue trends are dependent on 
developments in the economy and the labour mar-
ket, and these trends both shape and are shaped 
by public finances. Public obligations can only be 
assessed in the context of how strong the economy 

is. It is essential to pursue clearly designed fiscal and 
growth policies, together with a comprehensive 
strategy that combines labour market, education, 
family and social policies. Key policy responses also 
include the improvement of structural conditions 
in Germany by ensuring sound public finances, 
maintaining strong social security systems, and 
making public budgets more outcome-oriented 
(see Figure 16).

Figure 16: Parameters for sustainable public finances
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6.1 Options in national fiscal policy

6.1.1 Institutional anchors

The state can only discharge its functions on behalf 
of the public satisfactorily if it retains adequate fis-
cal space in the long term. With the introduction 
of the budget rule – the statutory limit on govern-
ment debt – the principle of sustained balanced 
budgets and the concept of long-term fiscal sus-
tainability have been enshrined in the Basic Law 
(Grundgesetz), the German constitution. 

Closely linked to the budget rule is a federal early 
warning system to detect impending budget crises 
at an early stage and enable timely countermeas-
ures to be taken. The Stability Council regularly 
monitors the federal and Länder budgets, recom-
mends suitable consolidation measures and, where 
necessary, agrees on an adjustment programme 
with the level of government concerned. It is sup-
ported by an independent advisory board.

Focusing on risks – such as the interest rate risk for 
government debt – is essential for a forward-look-
ing fiscal policy. However, higher interest rates 
would typically go hand in hand with higher rates 
of growth, and so it is important not to overesti-
mate the interest rate risk, either. The sustainabil-
ity analyses show that a fiscal policy based on the 
requirements enshrined in the Basic Law and in EU 
law helps to limit sustainability risks to a significant 
extent.

To comply with the budget rule’s procedural 
requirements, the “benchmark figures” process 
has been established for the federal budget prepa-
ration procedure. This has substantially simpli-
fied the negotiating and coordination processes 
between the governmental departments and the 
Federal Ministry of Finance. Departmental respon-
sibility has been strengthened. This makes it all the 
more urgent to ensure that the decisions taken by 
government departments lead to a fiscally sound 
and efficient allocation of resources. Regarding 
the outcome-oriented approach to the budget, the 

coalition agreement for the current legislative term 
contained a commitment to strengthen and fur-
ther develop spending reviews. Thematic spending 
reviews examine selected policy fields or horizon-
tal tasks of the public administration to deter-
mine whether the objectives that are being pursued 
remain a priority, whether they are being achieved, 
and whether functions are being discharged effi-
ciently. Four spending review cycles examining 
the effectiveness and efficiency of individual or 
horizontal areas of the federal budget have now 
been completed. In the fifth cycle, taking place in 
2019/2020, the cabinet has instructed that a review 
be conducted, together with selected departments, 
of typical support programmes in the policy area of 
“continuing education and training, reintegration 
into work, and business start-ups”. This spending 
review is expected to be completed in March 2020. 

The federal government also regularly reviews 
whether subsidies are targeted, efficient and neces-
sary, and publishes the results in its Subsidy Report. 
Subsidy policy guidelines, as a voluntary commit-
ment by the federal government, serve to enhance 
the subsidy system’s transparency, accountabil-
ity and governance. Their implementation is sup-
ported by sustainability impact assessments and 
regular evaluations of subsidies. Sustainability is a 
guiding principle of federal government policy and 
aims to promote the achievement of intergenera-
tional equity, social cohesion, quality of life, and the 
fulfilment of international responsibility; it thus 
includes the aim of fiscal sustainability.
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The current Subsidy Report20 also takes into 
account a systematic evaluation of 33 tax expendi-
tures, which was commissioned by the Federal 
Ministry of Finance.21 

Finally, a mandatory “sustainability check” of all 
bills and guidelines is intended to ensure that 
demographic trends are taken into account in all 
policy decisions.

20 See Federal Ministry of Finance (2019a).

21 See Thöne and Gerhards (2019).

6.1.2 Pro-growth spending and tax policy

A glance at the structure of the federal budget 
shows that sectoral policy areas at federal level are 
affected by demographic change to a considera-
ble degree. Already at present, the federal budget is 
dominated by the field of social security (see Fig-
ure 17). Social expenditure accounts for around 
51% of the federal budget in 2020. This compares to 
around 41% of total expenditure in 2000.22

22  Social expenditure is defined here as Functional Area 2 
(expenditure on social security, family affairs and youth, 
and labour market policy) in the system of classification by 
function; it excludes civil service pensions and benefits, which 
are part of Functional Area 0. 

2000 2020

Source: Federal Ministry of Finance.

Pensions 

27.8% 

Labour market 
10.6% 

Other social  
expenditure 

12.9% 

        Civil service 
pensions and benefits 

2.5% 

Interest expenditure

3.5% 

Other 

federal expenditure 

42.7% 

Pensions 
26.8% 

Labour market 
6.0% 

 Other social  
expenditure

Civil service     8.4% 
pensions and benefits 

2.6% 

Interest expenditure 

16.0% 

Other 
federal expenditure 

40.2% 

Figure 17: Structure of federal budget expenditures – 2000 and 2020 compared

45



Fifth Report on the 
Sustainability of Public Finances Fiscal policy framework and future-proof social security systems

Against this background, it remains important 
to boost pro-growth expenditure. Investment in 
strong, well-equipped schools, child day care cen-
tres and universities, as well as in infrastructure for 
transport, communication and settlement, plays a 
key role in increasing the productivity of the econ-
omy as a whole and in maintaining favourable 
growth and employment conditions. The Federa-
tion is therefore hugely expanding its investment 
spending in areas that are important for Germany’s 
future. As the sustainability analyses show, a strong 
pro-investment approach in public budgets can, in 
the favourable scenario, also help to reduce the sus-
tainability gap (by around 0.2 percentage points). 

At general government level, it is important to 
ensure that all levels of government are able to take 
action and invest. The Länder and local author-
ities have received financial relief on a large scale 
in order to boost their ability to take action. In this 
legislative term, the federal government is support-
ing the Länder and local authorities with regard to 
many important tasks for the future, such as social 
housing, the upgrading of local public transport, 
broadband roll-out and equipping schools with 
digital technology.

It is foreseeable that demographic change will have 
substantial impacts on the tax system. A key factor 
in the question of how tax revenues will develop as 
the labour force shrinks and the old-age depend-
ency ratio increases is how retirement income is 
taxed relative to income during working life, as 
well as how the consumption ratio and consump-
tion patterns change in an ageing society. Simula-
tions for the time horizon of 2040/2060 do show 
demographic change having a dampening effect 
on tax revenue, leading to a decline in the tax ratio 
after 2030.23 Nonetheless, there are considerable 
unknowns as a result of the complexity of the tax 
system and the growing interdependence between 
taxes and the finances of social security systems. 
The German Council of Economic Experts24 there-

23 See, for example, Calahorrano et al. (2016).

24 German Council of Economic Experts (2019).

fore concludes that assuming a stable revenue 
ratio/tax ratio in long-term projections remains 
the right approach.

One of the core tasks of a proactive fiscal policy is 
to secure a sustainable revenue base and to put in 
place an efficient, fair, pro-growth system of taxes 
and social security contributions. A strategy rooted 
in intergenerational equity plays a key role in ensur-
ing that the financial challenges arising from social 
security systems can be distributed fairly among 
everyone in society. A sound economic base helps 
to ensure that all groups in society make a suita-
ble contribution to the sustainable financing of 
social security systems and that taxpayers are not 
required to shoulder too great a burden.

One of the principles on which the financing of the 
state is based is that of taxation in accordance with 
ability to pay. That will remain the case in future. In 
addition, the tax system must evolve to ensure that 
the digital economy and the financial sector make 
a suitable contribution to the financing of the state 
and, in particular, of social security systems.

The federal government will also ensure a pro-
growth and fair tax framework for companies over 
the long term. To this end, the federal government 
continuously monitors Germany’s competitive-
ness as a location for business, including against 
the background of tax cuts in the United States 
and neighbouring European countries such as the 
United Kingdom, Belgium and France. The aim is 
to ensure that German companies, especially small 
and medium-sized businesses, remain competitive 
on the global stage.

The ongoing work at national and international 
level to tackle tax fraud and tax avoidance is also 
important. Large companies with global operations 
must not be allowed to avoid paying their fair share 
towards financing the state through cross-bor-
der profit shifting. Germany is therefore working 
intensively with its European and international 
partners to develop a global effective minimum tax 
rate for companies.
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6.2 A sustainable fiscal policy in the 
European framework

The European Stability and Growth Pact provides 
a rules-based framework for the coordination and 
surveillance of national fiscal policies in the EU, 
which is intended to prevent excessive deficits and 
debt levels and thus prevent non-sustainable sit-
uations. The Pact’s corrective arm is underpinned 
by the excessive deficit procedure. This procedure 
is launched if a Member State exceeds the budget 
deficit limit of 3% of GDP anchored in the Treaty 
or fails to sufficiently reduce its public debt if it is 
above the threshold of 60% of GDP. In the Pact’s pre-
ventive arm, the medium-term budgetary objective 
(MTO) for each EU Member State helps to secure the 
long-term sustainability of public finances. Age-
ing-driven sustainability risks are among the fac-
tors taken into account in country-specific budget-
ary objectives, in the form of a general government 
structural fiscal balance, with higher risks leading 
to more demanding objectives. The focus is on the 
question of what level of debt will allow a state to 
finance the fiscal challenges arising from demo-
graphic change. Every three years, the European 
Commission uses an agreed procedure to calculate 
how high a Member State’s medium-term budget-
ary objective may be.

The S1 and S2 indicators map the effects of the pro-
jected long-term expenditure trend as a result of 
demographic change in the context of the medi-
um-term budgetary objective. If Germany’s pri-
mary surplus could be kept constant at the value 
projected for 2023, the long-term sustainabil-
ity of public finances would be ensured, resulting 
in a continuous decline in debt ratios. Using the 
assumptions in the base scenarios, however, the 
projections show a consolidation requirement over 
the period to 2060 in the amount of the S12060 indi-
cator value.

6.3 Future-proofing social security 
systems

Demographic change will have a dampening effect 
on growth in tax revenues and social security con-
tributions, simply as a result of the decline in the 
number of people in employment in the com-
ing decades. A holistic policy approach is needed 
to ensure a sustainable relationship between age-
ing-driven expenditure and the public revenue 
base. This is particularly true with regard to the 
pay-as-you-go statutory social security systems.

6.3.1 Pensions

Demographic trends pose a major challenge for 
pensions. That said, the 2019 pension insurance 
report currently shows a welcome trend in the 
finances of the statutory pension insurance system: 
at the end of 2019, the sustainability reserve – given 
the contribution rate floor – was around €40 billion 
or 1.8 months of expenditure, with a replacement 
rate before tax of 48.2%. Germany’s phased increase 
in the standard retirement age to 67 has improved 
the long-term finances of the public pension sys-
tem. The effective retirement age rose from 63.5 in 
2010 to 64.1 in 2012, and has remained at this level 
ever since.

To divide the burden of demographic change 
between young and old in the interests of inter-
generational equity, and to ensure acceptance and 
reliability in the case of both pensioners and con-
tributors, maximum contribution limits and a min-
imum level of provision have been laid down in law 
for the statutory pension insurance system for all 
pensioners and contributors. The income replace-
ment rate will be kept at 48% until 2025 (first com-
mitment). The contribution rate for pension insur-
ance will not exceed 20% during the period to 2025 
(second commitment); in addition, a contribution 
rate floor of 18.6% for the period to 2025 is being 
introduced in order to stabilise the contribution 
rate.
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According to current projections, federal payments 
to the pension insurance system will reach a total 
of €98 billion in 2019 and rise to around €114 bil-
lion by 2023. In addition, the federal budget allo-
cates €2 billion each year between 2021 and 2024 to 
build up a provident fund to address demographic 
change, in order to close, by 2025, a financing gap 
in the general pension insurance system caused by 
the contribution rate.

Lawmakers have also decided to significantly 
improve provision for those who receive a reduced 
earning capacity pension. The period with which 
these pensioners are credited is being increased, 
in a single step, to 65 years and eight months for 
new pensioners in 2019. It will subsequently be 
increased to 67 years, in line with the increase in 
the standard retirement age. This measure resulted 
in €0.1 billion in additional expenditure in 2019. 

In the case of children born before 1992, the parent 
who had primary responsibility for raising the child 
is now credited with a further six-month child-rais-
ing period in his or her pension; currently, just 
under ten million pensioners are benefiting from 
this. As a result of this new rule, Deutsche Renten-
versicherung (German Pension Insurance) incurred 
€3.8 billion in additional expenditure in 2019. At 
the same time, lawmakers have decided to make 
additional payments of €500 million annually, ris-
ing on the basis of specified rules, from the federal 
budget to the statutory pension insurance system 
from 2022 to 2025. 

On 19 February 2020, the cabinet decided to intro-
duce a supplement to top up the pensions of peo-
ple with below-average income who have paid 
into the statutory pension insurance system over 
many years. This basic pension supplement will 
increase the pension of insured people who have 
at least 33 qualifying years. Around 1.3 million peo-
ple will benefit from the basic pension, 70% of them 
women. For people with high housing costs, the 
basic pension is to be flanked by the introduction 
of allowances for certain social security benefits. 

The basic pension will be fully financed by tax rev-
enue via an increase in the general federal subsidy.

In May 2018, the federal government established 
an independent “Reliable Intergenerational Con-
tract Commission” to develop a long-term strategy 
for the further development of statutory pension 
insurance, occupational pension schemes and pri-
vate personal pension plans after 2025. The Com-
mission is to present its report by March 2020. 

With the Act to Strengthen Occupational Pensions 
(Betriebsrentenstärkungsgesetz), which entered into 
force in 2018, the federal government has taken 
new approaches to making occupational pension 
schemes more common. The “social partnership 
model” allows defined contributions to be specified 
in a collective agreement, without the employer 
making any further guarantees or accepting any 
further liabilities. Opt-out systems can be agreed on 
the basis of a collective agreement, with employees 
being automatically enrolled in the occupational 
pension scheme unless they explicitly opt out. If 
employees exercise their entitlement to deferred 
compensation, employers must pass on the saved 
social security contributions (a minimum of 15% of 
the deferred compensation) to the pension fund. In 
addition, the limit up to which payments to pen-
sion funds or direct insurance schemes are tax-free 
is being raised. Low earners benefit from a specific 
tax model in which 30% of the additional contri-
butions made by the employer are subsidised. As 
part of the coalition decision taken on 10 Novem-
ber 2019, this subsidy is to be doubled in future. 
In this context, the attractiveness of occupational 
pensions is to be enhanced by the Act on a Statu-
tory Health Insurance Contributions Allowance for 
Occupational Pensions (GKV-Betriebsrentenfreibe-
tragsgesetz) adopted by the cabinet on 18 Novem-
ber 2019. Under this law, recipients of occupational 
pensions who are compulsorily insured in the stat-
utory health insurance system will benefit from 
dynamic allowances in relation to their statutory 
health insurance contributions, amounting to a 
total of around €1.2 billion each year. 
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In the case of private personal pension plans, the 
annual basic supplement provided as part of the 
“Riester” incentives for old-age provision has been 
increased from €154 at present to €175. Payments 
from occupational pensions as a result of Riester 
contracts are no longer taken into account when 
calculating contributions to statutory health insur-
ance or statutory long-term care insurance. Finally, 
an allowance ensures that payments of up to around 
€200 per month from additional voluntary old-age 
provision are not offset against basic income sup-
port in old age. It is now up to the parties to collec-
tive agreements to seize the opportunities offered 
by the Act to Strengthen Occupational Pensions 
and implement them across the board.

With regard to private old-age provision, the fed-
eral government is strengthening the interests of 
life insurance policy-holders by providing last-
ing protection for interest guarantees. In the field 
of insurance, the regulations have been adapted to 
reflect the requirements in a low interest rate envi-
ronment, in order to ensure the long-term stabil-
ity of the life insurance system. Although the meas-
ures taken have proved effective for the most part, 
further specific adjustments are needed in the low 
interest rate environment. Further improvements 
are to be made in relation to consumer protection 
and the supervision of life insurance policies. In 
addition, there are plans for the introduction of a 
statutory ceiling on commission for life insurance 
policies and residual debt insurance policies.

6.3.2 Healthcare and long-term care

The growing percentage of older people in the total 
population results in greater demand for health-
care and long-term care. The federal government’s 
most recent healthcare reforms address this chal-
lenge. Sustainable financing of healthcare provi-
sion is a key aspect.

In the statutory health insurance system, the fed-
eral government has enacted a number of reforms 
that have boosted the quality and cost-effective-
ness of care. Important measures to ensure cost-ef-
fective and needs-based hospital care have been 

introduced in the Hospital Structure Act (Kranken- 
hausstrukturgesetz). The funding available in the 
Structural Fund for Hospitals was significantly 
increased by the Nursing and Care Staff Support 
Act (Pflegepersonalstärkungsgesetz) and the Fund 
was extended until 2022. In total, the Structural 
Fund has €4 billion in funding available for the 
period from 2019 to 2022 (€1 billion per year), half 
of which comes from the Health Fund’s liquidity 
reserve and the other half from budget funds of the 
Länder. This is intended to support hospital special-
isation and the adaptation of in-patient care capac-
ity to reflect actual needs, as well as to enhance the 
quality and efficiency of hospital care.

Enhanced cross-sectoral integration of the in-pa-
tient and out-patient system, with greater use of 
telematics applications, is vital to ensuring contin-
ued good and efficient healthcare. 

The Innovation Fund was set up to support inno-
vative forms of healthcare and research initiatives 
that are intended to contribute to coordinated and 
cross-sectoral healthcare. It originally had €1.2 bil-
lion in funding for the period to 2019, which the 
Digital Healthcare Act (Digitale-Versorgung-Gesetz) 
increased to €200 million per year and extended 
until 2024. Effective forms of and approaches to 
healthcare will subsequently be incorporated into 
the standard healthcare services.

Digitalisation holds great potential for improved 
procedures and more efficient healthcare. One 
key instrument in this context is electronic health 
records, which can be used to provide medical data, 
at the request of the insured person. Health insur-
ance funds are required to make electronic health 
records available to people insured by them from 
2021 at the latest. In addition, the federal gov-
ernment is driving forward the introduction of 
a nationwide telematics infrastructure. This will 
gradually connect all stakeholders in the statutory 
health insurance system and ensure information 
can be exchanged securely between sectors and 
systems. Doctors’ and dentists’ practices have been 
connected first as part of the nationwide introduc-
tion of this infrastructure.
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In the framework of the Digital Healthcare Act, 
pharmacies and hospitals are required to connect 
to the telematics infrastructure by 30 September 
2020 and 1 January 2021 respectively. Participation 
is voluntary for midwives, physiotherapists and 
long-term care and rehabilitation facilities. In addi-
tion, the quality and efficiency of the health sys-
tem is to be enhanced by facilitating tele-consulta-
tions between medical professionals and providing 
simpler access to video consultations for patients. 
The planned introduction of e-prescriptions is also 
intended to lower costs and enhance patient safety.

The effects of rising life expectancy and the decline 
in the birth rate in recent decades also pose chal-
lenges for statutory long-term care insurance. The 
aim of statutory long-term care insurance, as an 
autonomous branch of the social security system, 
is to provide social protection against the risk of 
requiring long-term care. The statutory long-term 
care insurance system is intended to help peo-
ple requiring long-term care who, because of the 
degree of care required, are dependent on solidar-
ity-based support in order to lead as independent 
and self-determined a life as possible. Long-term 
care insurance and the framework for care pro-
vision have therefore been developed further by 
the First, Second and Third Acts to Enhance Long-
Term Care (Pflegestärkungsgesetze), with the aim 
of maintaining high-quality, dignified and needs-
based care and support in future. The First Act to 
Enhance Long-Term Care, which has been in force 
since 1 January 2015, improved provision for peo-
ple in need of care and their families. Patient-to-
staff ratios in residential long-term care facilities 
were also increased. The Second Act to Enhance 
Long-Term Care further improved provision for 
people in need of care. A new definition of “need 
for long-term care” and a new assessment process 
were introduced with effect from 1 January 2017; 
the three former categories of care were replaced by 
five grades of care. 

As a result, people in need of care with physical or 
mental impairments have equal access to provi-
sion under long-term care insurance. This repre-
sents a marked expansion in the number of people 

benefiting from this provision. The rising num-
ber of people in need of care (according to pro-
jections produced by the Federal Statistical Office) 
make it necessary, alongside the improvements to 
provision, for the system’s financing structures to 
be placed on a sustainable footing. For this reason, 
the contribution rate for statutory long-term care 
insurance was increased in two steps by a total of 
0.5 percentage points by the Acts to Enhance Long-
Term Care. Intergenerational equity in the funding 
of statutory long-term care insurance is being fur-
ther enhanced by the establishment of a long-term 
care provident fund. For a 20-year period, start-
ing in 2015, an amount constituting 0.1 percent-
age points of the statutory long-term care insur-
ance contributions is being appropriated each year 
to the long-term care provident fund in order to 
mitigate the increases in the contribution rate in 
subsequent years, from 2034, when the baby boom-
ers reach the age when they are likely to need long-
term care. In 2034, the first of the baby boomer 
birth cohorts will reach the age of 75, an age when 
the likelihood of requiring long-term care rises sig-
nificantly. Around €1.4 billion is currently added to 
the fund each year.

More people than originally expected have made 
use of the various improvements to provision in 
the framework of the Acts to Enhance Long-Term 
Care. Measures involving expenditure have also 
been implemented in the framework of the Imme-
diate Action Programme on Long-Term Care and 
the Nursing and Care Staff Support Act. With effect 
from 1 January 2019, the contribution rate for stat-
utory long-term care insurance has been increased 
by a further 0.5 percentage points to ensure a stable 
contribution rate until 2022.

With the implementation of the results of the 
“Concerted Action on Long-Term Care” initia-
tive, preparations are being made for steps, such as 
improved pay for care workers, which could lead 
to further expenditure increases – including in 
the field of nursing. If enshrined in law, the pack-
age of measures recommended in the Commis-
sion’s final report would, in all likelihood, result in 
higher expenditure, mainly in relation to statutory 
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long-term care insurance, but also in the case of 
statutory health insurance.25

6.3.3 Other social security expenditure

To improve the general conditions for employment 
and reduce the burden on contributors, legislation 
was adopted that reduced the contribution rate for 
unemployment insurance by 0.4 percentage points 
with effect from 1 January 2019. A statutory instru-
ment reduced the rate by an additional 0.1 percent-
age points for a fixed period until the end of 2022. 
Another statutory instrument lowered the rate by 
a further 0.1 percentage points, to 2.4%, with effect 
from 1 January 2020, again for a fixed period until 
the end of 2022. 

The advance maintenance payments system, 
another pillar of social security, was significantly 
upgraded with effect from 1 July 2017, and now 
reaches around 820,000 children.26 In principle, 
all children who live with a single parent receive 
advance maintenance payments up to the age of 
18 if they do not receive maintenance, or do not 
receive it regularly, from their other parent. This 
ensures that single parents and their children who 
do not receive maintenance from the other parent 
are given reliable and stable financial assistance in 
an amount that, together with child benefit, reaches 
the non-taxable subsistence level for a child.

When advance maintenance payments are made, 
the child’s right to maintenance, if any, is trans-
ferred to the Land making the payments, which 
seeks to recover the maintenance from the main-
tenance debtor. In 2019, the Federation and Länder 
together spent around €2.18 billion on advance 
maintenance payments. Revenues from main-
tenance recovered from maintenance debtors 
amounted to €360 million. The Federation and the 
Länder are continuing their intensive joint efforts 
to improve recovery.

25  Bertelsmann Foundation (2019).

26  Administrative statistics on advance maintenance payments 
(2019), Federal Ministry for Family Affairs, Senior Citizens, 
Women and Youth.

Around one million families with more than 
two million children live in economically pre-
carious circumstances. The Strong Families Act 
(Starke-Familien-Gesetz) aims to protect families on 
low incomes more effectively from poverty, meet 
children’s needs, and ensure that work pays even 
for those on low incomes. To this end, the child 
supplement has been increased and redesigned. 
The threshold at which families used to abruptly 
lose eligibility for this benefit has been abolished by 
eliminating the income caps. From 2021, the level 
will vary in line with the report on minimum sub-
sistence levels. The benefits that form part of the 
education and participation package are being fur-
ther improved. Single parents, in particular, bene-
fit from the provisions of the Strong Families Act. 
The application process for families is being sim-
plified to ensure that benefits reach those who need 
them. In addition to the assistance provided under 
the Strong Families Act, all parents who receive the 
child supplement, benefits under Book II of the 
Social Code (Sozialgesetzbuch) or housing benefit 
will in future be exempt from paying fees for child 
day care centres under the Good Daycare Facilities 
Act (Gute-KiTa-Gesetz).
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7. Structural policy measures

Key policy approaches that Germany is taking to 
address challenges to fiscal sustainability include 
strengthening labour markets and boosting the 
labour supply, enhancing the productive poten-
tial of the working population, and increasing the 
economy’s productivity, efficiency and investment 
capacity. International benchmarks provide guid-
ance for national action in this context.

7.1 Labour market policy approach

One of the keys to sustainable public finances is 
mobilising the extended labour force. Projections 
show that a forward-looking design of the labour 
market holds considerable potential.27 The federal 
government is therefore pursuing a strategy to help 
people in Germany develop their individual poten-
tial, in particular by promoting higher structural 
labour force participation among women, older 
people and people with a migrant background, 
but also by boosting labour productivity. Although 
considerable progress has already been made in 
these areas in recent years, a glance at the situation 
abroad shows that there is still potential to catch up 
relative to countries with even higher labour force 
participation rates.

It can be concluded from the analyses that higher 
labour force participation generally has a positive 
impact on the long-term sustainability of public 
finances. In the case of female labour force partici-
pation, there is sizeable scope for further increases, 
mainly in terms of the amount of hours worked 
by individuals. In addition, labour force participa-
tion among older people and the future trend in 
the average length of working lives are key factors 
in addressing the effects of demographic change. 
Looking to the more distant future, this is particu-
larly true if suitable conditions exist and incentives 
are put in place by policy-makers.

27 Türk et al. (2018).

7.1.1 Unlocking the potential of female labour 
force participation

To enable women to increase their participation 
in the labour market, it is necessary to disman-
tle obstacles to an expansion of the labour supply 
and improve the public infrastructure for balanc-
ing family life and work. Although female labour 
force participation has risen sharply in recent years, 
on average it still lags behind the participation rate 
for men. Women are also much more likely to be 
employed part-time rather than full-time; their 
average weekly working time is much lower than 
that for men. Female labour force participation also 
varies a great deal by region; it is much higher in 
eastern Germany than in western Germany.

The Sustainability Report’s base variants already 
assume a further rise in female labour force par-
ticipation. Female employment as a percentage of 
male employment (for people aged 15 to 64 in both 
cases) is currently 92.6%. It is assumed that this per-
centage will increase to around 96% by 2030 and to 
around 97% by 2045. This would bring the partici-
pation rate in the coming decades to levels that are 
already seen today in benchmark countries such as 
Sweden and Finland.
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Female employment: comparison with 
Sweden

A European country where conditions are 
similar to Germany but that has a much high-
er level of female employment is Sweden. 
The labour force participation rate for women 
(aged 15 to 64) in Sweden is 76%, compared 
to 72.1% in Germany. Meanwhile the partic-
ipation rate for men (79%) is slightly lower 
than in Germany (79.9%), possibly because 
family responsibilities and paid employment 
are distributed differently in Sweden. In ad-
dition, Sweden has developed the public in-
frastructure that allows family life and work 
to be combined. If Germany were to reach 
Sweden’s level of female employment, the 

sustainability gap could be reduced by an es-
timated 0.4 percentage points.

Sweden also reformed its wages tax and in-
come tax system in the early 1970s to remove 
disincentives for dual-earner households. 
Separate income tax assessments for spouses 
were introduced in 1971. By comparison with 
the income-splitting system used in Germany, 
this can create a greater incentive for spous-
es to share the time devoted to paid employ-
ment and unpaid care work more equally.

 

Figure 18: Labour force participation for women (aged 15 to 64) in Sweden and Germany

Source: Eurostat (24 October 2019).
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Good childcare options also enable employ-
ees to work more hours per week. Around 
one-third of women in employment in Swe-
den work part-time, compared to around half 
in Germany. The average weekly working time 
for women in Germany is 30.5 hours per week 

(men: 38.7), which is the third-lowest level 
among EU countries and well below the EU 
average of 33.7 hours. That said, the EU com-
parison is skewed by the comparatively low 
level of female labour force participation in 
some other countries.

Figure 19:  Average weekly hours of work in main job for women and men in employment 
in Sweden (SE) and Germany (DE)

However, a rise in female labour force par-
ticipation to the Swedish level would also be 
likely to have more far-reaching consequenc-
es for the social security system and public 
services. For example, Sweden’s expenditure 
on professional long-term care is currently 
3.2% of GDP (and is expected to rise to 4.1% 
by 2040), compared to just 1.3% of GDP in 
Germany (a level that is expected to increase 
to 1.8% of GDP by 2040). 

 
 

Expenditure on the provision of professional 
childcare, which allows shift work, for exam-
ple, is 1.1% of GDP in Sweden, according to 
the OECD, and thus significantly higher than 
in Germany (0.2% of GDP). 
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It is assumed that labour force participation for 
men and the average number of hours worked 
for all people in employment remain constant. As 
women currently work fewer hours on average 
than men, the unchanged average number of hours 
worked, despite rising female labour force partici-
pation, means a slight rise in the number of hours 
worked per woman.

If families are to save time and money on child-
care, care for family members and care work in the 
home, Germany must have a high-quality childcare 
infrastructure in place that can meet demand; this 
can only be achieved through joint efforts by the 
Federation, Länder, local authorities and providers. 
The federal government has already established 
initiatives for this purpose.

The Good Daycare Facilities Act enhances the qual-
ity of the early childhood education and care pro-
vided by child day care centres and childmind-
ers throughout Germany and relieves the financial 
burden on parents in terms of fees. The coalition 
agreement for the current (19th) legislative term 
includes a commitment to introduce a legal entitle-
ment to all-day care for primary-school-age chil-
dren from 2025; this is intended to enhance chil-
dren’s opportunities for participation and to make 
it easier to combine family life and work. Maternal 
labour force participation is also boosted by fam-
ily benefits that help mothers to return to work 
quickly and support couples in sharing family and 
work commitments in a spirit of partnership.

More flexible working time models enable couples 
to share household work and paid work more effec-
tively; they also boost the number of hours worked 
by women and indirectly increase the effective 
working lives of the productive labour force. This 
is the purpose of the Act on the Further Develop-
ment of the Law on Part-Time Work – Introduction 
of Temporary Part-Time Work (Gesetz zur Weiter-
entwicklung des Teilzeitrechts – Einführung einer 
Brückenteilzeit), which entered into force in 2019; 
it ensures that employees who have chosen to 
work part-time for a fixed period can subsequently 
return to their previous hours.

Finally, higher labour force participation requires a 
change in gender roles and gender-specific labour 
norms (including the distribution of unpaid and 
paid work). The distribution of unpaid care work 
in society is an equality indicator (the federal gov-
ernment’s Second Gender Equality Report puts the 
gender care gap at 52.4%). The causes of the gender 
care gap are currently being studied, appropriate 
measures are being identified, and civil society ini-
tiatives are being developed to promote a fair dis-
tribution of unpaid care work.

The measures described above support an expan-
sion in near full-time employment and thus coun-
teract a decline in the labour supply. An increase 
in employment that is close to full-time enables 
women to perform more productive activities and 
makes greater use of their qualifications. Nonethe-
less, it is clear that it may take decades for a funda-
mental change in gender roles to take place and for 
the full effects of these measures to be felt.

7.1.2 Increasing labour force participation 
among older people

In addition, an increase in labour force participa-
tion among older people can help to address the sus-
tainability issues caused by demographic trends, as it 
can broaden the contributor base while limiting the 
increase in average pension duration. Older employ-
ees are a key part of the world of work, with impor-
tant experience and potential.

The Act Facilitating a Flexible Transition from 
Employment into Retirement and Strengthening 
Prevention and Rehabilitation in Working Life – 
also known as the Flexi-Pensions Act (Flexirenten- 
gesetz) – has improved the options for organising 
the transition from working life to retirement in line 
with employees’ individual life plans. This encour-
ages older workers to remain in work for longer. 
Various supporting measures are intended to make 
it easier to remain in the labour market and make 
employment a more appealing prospect for people 
of retirement age. They include continuing educa-
tion/training and skills development, age-friendly 
workplaces and working conditions, and health 
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promotion. Pensions policy can also play an impor-
tant role by creating financial and administrative 
incentives that encourage longer working lives.

There has been a remarkable rise in labour force 
participation among people aged 55 and above in 
recent years.28 People are retiring later – against the 
backdrop of a positive labour market trend – partly 
because of the standardisation of the retirement age 
for all types of old-age pension, together with the 
introduction of pension deductions for early retire-
ment and pension supplements for those who retire 
later; since 2012, this trend has primarily been due to 
the increase in the standard retirement age for stat-
utory pension insurance. The base variants assume 
that this trend will continue, albeit at a different 
pace after the phased increase in the standard retire-
ment age to 67 is completed in 2031. However, there 
is some uncertainty about the scale of the behav-
ioural effects resulting from the current change in 
the law. International studies show that older mem-
bers of the labour force do not remain active in large 
numbers for a significant period beyond the stand-
ard retirement age; there are exceptions, however, 
such as Portugal, Japan and New Zealand.

Nonetheless, a growing number of people are con-
tinuing to work after retirement. This also reflects 
changes in people’s life plans, with a shift towards 
a more active role for older people in the economy 
and society. Many people choose to continue work-
ing not just for financial reasons, but for intangible 
reasons: they may decide to take up a job subject to 
social security contributions or marginal employ-
ment after retirement because they enjoy the work, 
because they want contact with other people or 
because they are seeking new challenges in working 
life, for example.

The federal government believes this trend will con-
tinue in future. Besides the changes in people’s life 
plans, this process of change will be further rein-
forced by, for example, the increase in the standard 
retirement age to 67 together with the impending 

28  See Federal Statistical Office 2019a; Federal Employment 
Agency 2019.

sharp rise in the population aged 65 and above as the 
baby boomer generation reaches this age. Improved 
options for flexible retirement will also underpin 
and support this process.

According to Federal Employment Agency statistics, 
the number of employees in jobs subject to social 
security contributions who are above the stand-
ard retirement age more than doubled between  
30 June 2010 and 30 June 2018, rising from 122,000 to 
246,000 people. In June 2018, there were also around 
one million people in marginal employment who 
were above the standard retirement age. According 
to the Federal Statistical Office, over-65s in marginal 
employment worked 9.7 hours per week on average 
in 2018.29 

A projection has calculated the impact on sustain-
ability of a continued trend towards longer effec-
tive working lives beyond 2030. The model assumed 
that – although the standard retirement age remains 
unchanged at 67 – the average effective retirement 
age increases in the long term by a further 1.5 or 2.5 
years by 2060 (to between 67.5 and 69.5). This fur-
ther rise in the average retirement age significantly 
reduces fiscal strain, although retiring later also 
increases pension entitlements. It is mainly the last-
ing shift in the size of the economically active pop-
ulation relative to the retired population that has a 
positive impact on the primary expenditure-to-GDP 
ratio and the debt ratio in this case. A substantial 
increase in the length of working lives, which has 
stagnated in recent years, could reduce the sustain-
ability gap by 0.8 to 0.9 percentage points.

29 See Bundestag printed paper 19/12486.
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7.2 Vocational training, continuing 
education/training, skills 
development, and the integration 
of people in long-term 
unemployment

One of the keys to Germany’s long-term pros-
perity, in view of demographic change and dig-
ital transformation, is for the labour force to con-
tinue to have the skills needed in future. A strong 
education system with good schools, a sound and 
up-to-date vocational training system, and inter-
nationally competitive institutions of higher educa-
tion all help to achieve this. In an era of technologi-
cal change, lifelong learning offers a foundation for 
successful and fulfilling careers.

In December 2018, the federal government adopted 
its new Skilled Labour Strategy with the aim of con-
tinuing to secure and increase the supply of skilled 
labour in future, against the backdrop of far-reach-
ing transformation processes (global competition, 
demographic change – the effects of which are 
being increasingly felt – and the rapidly advancing 
process of digitalisation). The existence of a grow-
ing labour shortage and, simultaneously, a labour 
surplus (as a result of a skills mismatch) is regarded 
as the biggest challenge. Against this background, 
the Skilled Labour Strategy concentrates on three 
pillars: securing and expanding Germany’s pool of 
skilled labour with workers from Germany (first 
pillar), from other EU countries (second pillar) and 
from outside the EU (third pillar). The Strategy is 
designed as an ongoing process that takes place in 
the form of a dialogue between the federal gov-
ernment, the social partners, the Länder, chamber 
organisations and the Federal Employment Agency.

Both vocational training and academic education 
improve young people’s employability. In this con-
nection, the reorganisation of the Alliance for Ini-
tial and Further Training (Allianz für Aus- und Wei-
terbildung) agreed by the federal government, the 
social partners and the Länder in August 2019 has a 
key role to play. The Alliance for Initial and Further 

Training has the overarching objective of ensuring 
that as many people as possible obtain a skilled voca-
tional qualification. Precedence is given to in-com-
pany vocational training. The aim is to take specific 
measures in key fields to ensure that more young 
people can find an in-company training place and 
that more companies can recruit young people to 
fill their vocational training places. In addition, the 
Alliance seeks to strengthen the role of vocational 
training, which is at the heart of efforts to secure the 
supply of skilled labour, and which represents an 
equal alternative to academic education. The fourth 
law amending the Upgrading Training Assistance 
Act (Aufstiegsfortbildungsförderungsgesetz) has dis-
mantled financial obstacles that might have held 
people back from embarking on advanced voca-
tional training to upgrade their skills. 

Continuing education and training, together with 
skills development, is becoming much more impor-
tant for today’s workers in view of the technological 
transformations that are taking place. The federal 
government’s aim is to establish a new skills culture 
in Germany. An important step towards achiev-
ing this is the Skills Development Opportunities 
Act (Qualifizierungschancengesetz), which entered 
into force on 1 January 2019. Employees whose 
work activities are affected by structural change or 
who are engaging in continuing vocational educa-
tion or training in an occupation where there is a 
shortage of skilled labour will receive greater sup-
port in future, in the form of full or partial cover-
age of their continuing education or training costs. 
Employers can receive wage subsidies for periods 
when their employees are engaged in skills develop-
ment. In addition, Germany has adopted a National 
Skills Strategy that focuses on continuing voca-
tional education and training, especially for groups 
with below-average levels of continuing educa-
tion/training and for small and medium-sized busi-
nesses. The Strategy’s main objectives are to expand 
continuing education/training programmes, to 
increase options for supporting/funding such pro-
grammes, and to make them more transparent and 
easily accessible.
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Integration grants are available to improve the inte-
gration of older workers into the labour market. 
More generally, employers can receive an integra-
tion grant from employment agencies and job cen-
tres if they recruit job seekers who are difficult to 
place in employment for personal reasons (e.g. low 
skills, relatively frequent periods of unemployment, 
or health problems) and who require support for 
their integration into employment.

The federal government is pursuing a holistic 
approach to better integrate the long-term unem-
ployed into the labour market. Building on experi-
ence gathered in the course of initiatives during the 
previous legislative term, an overarching approach 
entitled “MitArbeit” has been developed to enhance 
the employability of people in long-term unem-
ployment through intensive coaching, individ-
ual counselling and effective support, while offer-
ing them concrete job opportunities. At the heart of 
this overarching approach is the Inclusion Act (Teil-
habechancengesetz), which entered into force on  
1 January 2019. People who have been unemployed 
for a very long time are to be given new prospects 
in the labour market. To this end, two new stand-
ard instruments have been incorporated into Book 
II of the Social Code: “Participation in the labour 
market” in section 16i and “Integration of people in 
long-term unemployment” in section 16e (new). 

Both of these new forms of support include a sub-
sidy towards wage costs (for up to 24 months in the 
case of section 16e, and up to five years in the case of 
section 16i) and employment-related coaching with 
the aim of stabilising the employment relation-
ship and ushering in a transition to unsubsidised 
employment in the medium to long term. Both of 
these forms of support are open to older people 
who are in long-term unemployment.

7.3 The contribution of family policy

The ageing of German society could be perma-
nently reversed if birth rates were to increase sig-
nificantly. That said, a rise in the total fertility rate 
in the near future would come too late to substan-
tially ameliorate the financial consequences of 
demographic ageing before 2040. Positive effects 
would be felt primarily in the more distant future, 
especially after 2060, although the rise would ini-
tially result in additional public expenditure (fam-
ily benefits, education). 

Young couples are more likely to choose to have 
children if it is possible to strike a good balance 
between work and family life. International com-
parisons show that high labour force participation 
among women does not automatically lead to low 
birth rates. Against this background, measures to 
make family life and work more compatible also 
contribute to an increase in birth rates.

7.3.1 Parental allowance and parental leave

Germany’s rules on parental leave and parental 
allowance facilitate part-time work for young par-
ents and make it easier for them to return to work 
early. Parental allowance, which has several vari-
ants, compensates for 65% of earned income lost if 
parents work fewer hours or take a complete break 
after the birth of their child. A more flexible form of 
parental allowance (called Elterngeld Plus) provides 
particular support for mothers and fathers who 
wish to resume working part-time soon after their 
child’s birth. Parents receive a partnership bonus 
of four additional months of Elterngeld Plus if they 
both work between 25 and 30 hours per week dur-
ing this period.

The introduction of Elterngeld Plus and the partner-
ship bonus was an important step towards a more 
equal partnership between mothers and fathers 
in terms of family responsibilities and work, not 
least in terms of sharing childcare responsibilities 
more equally. The evaluation report on Elterngeld 
Plus (Bundestag printed paper 19/400) showed that 
the partnership bonus boosts the participation 
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of fathers in the parental allowance system and 
encourages a more equal partnership when it 
comes to sharing childcare responsibilities even 
beyond the period for which parents receive paren-
tal allowance. In macroeconomic terms, parental 
allowance today also reduces the burden on public 
budgets over the very long term.

7.3.2 Education and childcare

Expanding child day care in Germany is a task 
for society as a whole. Public funding in this area 
enhances children’s opportunities for education 
and inclusion; it also boosts maternal employment, 
which contributes to higher tax revenues, higher 
social security revenues and lower expenditure 
on social transfers. Germany has taken numerous 
measures to this end in recent years, including: the 
introduction of a legal entitlement to a child day 
care place or a place with a childminder for chil-
dren aged one and above; the establishment of four 
investment programmes to fund childcare; and the 
adoption of the Good Daycare Facilities Act and a 
federal programme to promote the recruitment 
and retention of early childhood educators. None-
theless, further efforts will be necessary to improve 
educational and childcare infrastructure. For exam-
ple, the coalition agreement for the current (19th) 
legislative term contained a commitment to intro-
duce a legal entitlement to all-day care for prima-
ry-school-age children by 2025.

7.4 Immigration of skilled workers 
and integration of refugees

People with a migrant background offer significant 
potential to increase the labour supply and labour 
productivity. In view of the arrival of refugees in 
recent years, the fact that the federal government 
places a high priority on integration into the labour 
market and skills development for refugees who 
are willing and allowed to remain in Germany con-
tributes to fiscal sustainability. The immigration of 
skilled workers from other EU countries and third 
countries (the second and third pillars of the fed-
eral government’s Skilled Labour Strategy) is of 

strategic importance for the sustainability of pub-
lic finances. Factors that contribute to this include 
higher labour force participation among people 
with a migrant background, better conditions for 
advancement through education, a fair labour mar-
ket that has the capacity to integrate more workers, 
and support for entrepreneurial self-employment.

It is true that Germany has, by international stand-
ards, a modern and open immigration system for 
skilled workers from third countries, as the OECD 
also attests. Yet it remains the case that few skilled 
workers from third countries use the opportuni-
ties that exist. The Skilled Immigration Act (Fach-
kräfteeinwanderungsgesetz) will enter into force 
on 1 March 2020 with the aim of making it easier 
for people with vocational qualifications to enter 
the German labour market. The federal govern-
ment is also working on flanking measures to pro-
vide additional incentives for a targeted and man-
aged increase in skilled immigration from third 
countries: the aim of these measures is to make 
procedures for the recognition of foreign qualifi-
cations and visa applications more efficient and 
transparent. In addition, the federal government 
has worked with business to develop a strategy for 
the recruitment of skilled workers, including bet-
ter marketing, and is beefing up German language 
courses in Germany and abroad. The information 
and guidance offered on the federal government’s 
“Make it in Germany” website is being expanded 
further as well.

The high level of refugee migration in recent years 
has significantly changed the structure of newcom-
ers to Germany. It is important to integrate people 
with protected status into the labour market in a 
successful and sustainable way. To this end, there 
is a continued need for measures to enable peo-
ple to develop general and job-related language 
skills, measures relating to placement in vocational 
training and employment, and skills development 
measures. The focus in this context, in cooperation 
with the Länder, is on improved acquisition of basic 
skills, corresponding support services, and assis-
tance with the documentation and recognition of 
foreign professional qualifications. 
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Under the Act to Promote the Employment of 
Foreign Nationals (Ausländerbeschäftigungs-
förderungsgesetz), which entered into force on  
1 August 2019, access to support for vocational 
training and pre-vocational training is now largely 
free from requirements relating to residence status 
for foreign nationals who are eligible to access the 
vocational training market; in other words, access 
has been improved for young people from other EU 
countries and third countries, including and in par-
ticular for young refugees. The new arrangements 
mean that foreign nationals now also have bet-
ter access to the support they need from the start 
of a vocational training programme until its suc-
cessful completion. Access to language courses has 
also been improved for people whose deportation 
has been suspended and for people permitted to 
remain pending an asylum decision.

It is difficult to estimate the impact of migration 
on fiscal sustainability. The wide range of possible 
trends in emigration and immigration is already 
reflected in the assumptions on net migration in 
the Sustainability Report’s base variants. In the long 
term, the range is between 147,000 and 300,000 
migrants remaining in the country each year. Par-
ticularly in the case of high net migration, the pos-
sibility that the integration of migrants into the 
labour market may not be a smooth process must 
be taken into account.

Experience has shown that structural unemploy-
ment is higher among migrants than the domestic 
labour force – although the results are more posi-
tive for migrants who come to Germany expressly 
for the purpose of working. The variation in the 
migration assumptions in the base variants reduces 
the sustainability gap by 1.12% of GDP. Conse-
quently, labour market policy measures to inte-
grate migrants and the recognition of migrants’ 
foreign qualifications have a major role to play. On 
the whole, the analyses underline that a perma-
nently higher level of net migration can ameliorate 
the detrimental impact of demographic change on 
public finances. Improved integration of migrants 
into the labour market, as part of a wider package 

of measures, also makes a significant contribution 
to enhancing the long-term sustainability of pub-
lic finances.

7.5 Economic and investment policy 
priorities in the era of digital 
transformation

The federal government is investing in a mod-
ern, climate-friendly country with a strong econ-
omy, a country that will continue to live up to its 
social and environmental responsibilities in future. 
To this end, investment in digitalisation, educa-
tion, research, infrastructure and climate action has 
been boosted to record levels and placed on a long-
term footing.

Alongside a systematic approach to increasing the 
labour supply and labour productivity, it is impor-
tant to set forward-looking priorities in economic 
and investment policy in the era of digital trans-
formation. Fiscal policy today is already prioritis-
ing measures to improve the policy framework 
for investment by businesses. This will continue to 
attract productivity-enhancing private investment 
in future. At the same time, the federal government 
is continuing its investment campaign. For exam-
ple, new instruments to accelerate the process of 
digital transformation are being created with the 
“Digital Infrastructure” fund.

Greater digitalisation in both the private and pub-
lic sector, together with targeted investment in 
digital infrastructure and a review of existing reg-
ulation, is pivotal to improve the innovation envi-
ronment. A stronger venture capital market would 
help to improve the financing options available to 
companies entering the market. To this end, the 
government is reviewing the possibility of further 
expanding KfW Capital, a subsidiary of KfW (Ger-
many’s national promotional bank), in order to 
make it easier for future-focused technology com-
panies to access development capital. These efforts 
will also be boosted by the planned creation of a 
€10 billion equity fund, a measure agreed to by a 
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coalition committee formed by Germany’s govern-
ing parties in November 2019. In addition, the fed-
eral government is helping companies by reduc-
ing and limiting bureaucratic requirements (Third 
Bureaucracy Reduction Act (Drittes Bürokratieent-
lastungsgesetz)). Tax relief, such as the partial abo-
lition of the solidarity surcharge, is creating greater 
incentives for investment and job creation.

Securing the future sustainability of public finances 
also means supporting German business as it accel-
erates its shift towards sustainable practices and 
climate action. A successful climate policy should 
focus resolutely on future opportunities, define 
clear parameters, promote research and innova-
tion, and help companies to invest in technolo-
gies capable of meeting the challenges of the future 
– and thus to avoid bad investments. To this end, 
the federal government adopted a comprehen-
sive package in October 2019, called the Climate 
Action Programme 2030, with the aim of meeting 
binding European and national climate targets by 
2030; it also took action to accelerate the necessary 
reduction in greenhouse gas emissions and to sup-
port the necessary adaptation investment in cli-
mate-friendly transport and housing. 

Significant private and public investment is 
required to meet these targets. In total, hundreds 
of billions in funding is to be provided for climate 
action and the energy transition by 2030. In con-
crete terms, the measures needed include ener-
gy-efficient building retrofits, intelligent transport 
systems and more climate-friendly modes of trans-
port. Public investment in infrastructure moderni-
sation acts as a complement to – and thus as a cat-
alyst for – private investment and in this way lays 
the foundation for a strong German economy at 
the heart of Europe.

Cooperation between all levels of government is 
vital for efforts to manage structural change, cli-
mate change and infrastructure modernisation. As 
digitalisation accelerates and individual mobility 
rises, action is needed to support a structural shift 
towards balanced and competitive settlement and 

production structures. This will help the overall 
economy to perform well and thus to enhance the 
sustainability of public finances. For example, the 
phase-out of coal-based energy production, which 
forms part of Germany’s climate policy, is regu-
lated by the Act to Strengthen Structures in Coal 
Regions (Strukturstärkungsgesetz Kohleregionen). 
The Federation is providing up to €40 billion in 
support for structural change in coal regions over 
the period to 2038. This will open up new oppor-
tunities in coal regions for a sustainable economy 
offering high-quality jobs in the course of the grad-
ual phase-out of coal.

In addition, major efforts in the areas of digital 
infrastructure, education, science and research are 
boosting Germany’s capacity for innovation and 
promoting greater efficiency and higher produc-
tivity. This is laying the foundation for a strong, 
modern economy in future. Such improvements 
to the efficiency of the economy as a whole and 
technological advances are vital to the sustaina-
bility of public finances. A high rate of product and 
process innovation not only ensures better eco-
nomic performance, but can also encourage addi-
tional private investment. In the long term, this will 
increase labour productivity and potential per cap-
ita income.

The potential effects of digitalisation can be taken 
into account in various ways. Firstly, digitalisation 
can pave the way for process and product innova-
tions that increase an economy’s productivity. Sec-
ondly, technological advances can directly influ-
ence businesses’ relative demand for labour and 
thus lead to effects on employment. Digitalisation 
offers opportunities if a rise in the growth rate of 
total factor productivity is not accompanied by a 
rise in structural unemployment. The “risks of dig-
italisation” can be understood as referring to inter-
connected effects on productivity and the labour 
market in which a positive impact on productivity 
is accompanied by an increase in the non-acceler-
ating wage rate of unemployment (NAWRU).
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Two scenarios provide the boundaries for an esti-
mate of the possible growth in total factor produc-
tivity. The “techno-optimistic” scenario assumes 
that total factor productivity growth rates will 
accelerate in future, as robotics technology and 
applications involving Big Data, machine learn-
ing and artificial intelligence offer immense poten-
tial for technology-based growth rates. The “tech-
no-pessimistic” scenario, meanwhile, assumes that 
the impact of information and communication 
technologies has already levelled off. For example, 
a 0.4 percentage point increase in annual total fac-
tor productivity growth over the base assumptions, 
taking the rate to up to 1.2% per annum, would 
result in a marked increase in potential output.

On the other hand, if demand for low- and medi-
um-skilled forms of employment declines because 
these jobs can be replaced by new technologies 
(“skill-biased technological change”), this can result 
in a rise in structural unemployment. Mismatch 

unemployment means that job seekers are unable 
to find employment in sectors/occupations affected 
by technological substitution, even though vacan-
cies exist, because there is a mismatch between the 
requirements for these vacancies and the job seek-
ers’ skills.

In the United States, the decline in manufacturing 
jobs is well advanced. In Germany, employment 
in the manufacturing sector is around three times 
higher than in the United States. However, employ-
ment for medium-skilled individuals fell by 6.74% 
between 1993 and 2010 in Germany. Intense com-
petition with China is also posing challenges for 
the industrial sector. At the same time, automation 
is much further advanced in Germany than in the 
United States. Data on industrial robots per 1,000 
workers shows that there were around eight indus-
trial robots per 1,000 workers in Germany in 2015, 
compared with just 1.7 robots per 1,000 workers in 
the United States.

Figure 20:  Manufacturing employment share and automation in Germany and the United States  
(1995 – 2015)

Source: Dauth et al. (2017).
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The “risks of digitalisation” scenario combines 
potential effects of technological change on total 
factor productivity growth (2.2% per annum)30 and 
on employment, measured in terms of the non-ac-
celerating wage rate of unemployment or NAWRU 
(5-7%). All variants that primarily involve a change 
in labour productivity growth (through higher 
investment or higher total factor productivity 
growth) only result in limited effects on the pro-
jected trends in the primary expenditure-to-GDP 
ratio and thus on fiscal sustainability. This finding 
is the direct result of the legal framework and of the 
extrapolation methods chosen, and is thus heavily 
dependent on assumptions.

Nonetheless, higher labour productivity growth 
can help to compensate for detrimental trends to 
the extent that it affects aggregate values, such as 
GDP, or per capita values. However, the strain on 
public finances is only reduced if public spending 
grows more slowly than GDP or if public revenues 
rise disproportionately relative to GDP, for example 
because productivity gains are not directly reflected 
in higher gross wage growth or because the trend in 
public spending does not track wage growth. Oth-
erwise, the trend in expenditure-to-GDP ratios 
remains largely unaffected by changed assump-
tions regarding the trend in labour productivity.

Separately, stronger productivity growth creates 
leeway that can make it easier to address demo-
graphic change; however, this is not shown in the 
projections, which assume no changes to the legal 
parameters. For example, a stronger rise in GDP 
and gross wages could allow public spending on 
benefit levels to be adjusted more effectively, e.g. 
in terms of pension levels, and/or could reduce the 
impact of rising social security contributions with-
held from gross wages. 

Finally, it is important to recall that demographic 
trends change the proportion of the population 
that is not economically active, and this creates a 
distributional problem – in terms of retirement 

30  This reflects historical total factor productivity growth in 
Germany during the 1960s and 1970s.

income, healthcare and long-term care, children 
and young people, and investment in education. 
This problem is easier to solve in political and eco-
nomic terms if productivity rises more sharply and 
incomes are higher.

Taking the optimistic base variant, stronger pro-
ductivity growth reduces the sustainability gap 
somewhat, while weaker productivity growth wid-
ens it slightly. The most important conclusions 
from the alternative variants are, therefore, that 
changes to future productivity growth, on their 
own, have a limited impact on the sustainability 
of public finances. However, stronger macroeco-
nomic growth can make adjustments easier and 
thus enhance fiscal sustainability.

7.6 Higher education policy and 
innovation policy

Education and innovation policies have a key role 
to play in enhancing the long-term strength of the 
German economy. 

7.6.1 Support for private sector research and 
development

The federal cabinet adopted the High-Tech Strat-
egy 2025 in September 2018. The current progress 
report on the Strategy sets out the state of play 
regarding implementation and shows that research 
and innovation are playing a greater role in shap-
ing economic activities and lifestyles in a way that 
combines competitiveness, the conservation of 
natural resources, and social equity. The Strategy 
aims to offer guidance to all stakeholders involved 
in innovation and to show how Germany can use 
research and innovation to shape its future suc-
cessfully. It focuses on the issues of “health and 
long-term care”, “sustainability, climate action and 
energy”, “mobility”, “urban and rural areas”, “safety 
and security” and “economy and work 4.0”. 
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Separately, the Research Allowance Act 
(Forschungszulagengesetz) introduced a tax incen-
tive for research and development for the first time 
in Germany, with effect from 1 January 2020. This is 
an important addition to the range of instruments 
that Germany uses to promote research. The eco-
nomic effects of tax incentives for research have 
been confirmed by a number of studies. On aver-
age, the studies31 find that each euro of tax revenue 
foregone can generate €1.33 in additional research 
and development spending (depending on how 
the incentive is designed). In addition, tax incen-
tives for research and development are an impor-
tant aspect of international competition to attract 
innovative businesses.

The research allowance creates incentives for com-
panies to invest (more) in research. This provides 
effective impetus for innovation in Germany and 
thus for future prosperity and new jobs.

7.6.2 Support for excellence at universities

The Excellence Strategy aims to strengthen uni-
versities in the long term by supporting scientific 
excellence, raising the profiles of universities and 
encouraging cooperative arrangements within aca-
demic and research systems. Since 2018, the Feder-
ation and the Länder have provided a total of €533 
million per year to fund the programme as a whole 
– subject to the allocation of funding by the legis-
latures – with the Federation providing 75% of the 
funding.

The Strategy comprises two funding lines: the 
Clusters of Excellence funding line provides pro-
ject-based funding in internationally competi-
tive fields of research at individual universities 
or university alliances. The Universities of Excel-
lence funding line builds on the Clusters of Excel-
lence funding line, and aims to strengthen univer-
sities and university alliances as institutions and 
to expand their leading international position in 
research.

31 Commission of Experts for Research and Innovation.

7.6.3 Higher education institutions and  
non-university research institutions

June 2019 saw the adoption of a package of three 
Federation-Länder agreements to strengthen Ger-
many’s position as a hub for science and innova-
tion; these agreements place a central focus on 
learning, teaching, research and transfer. In addi-
tion, Germany is continuing its Pact for Research 
and Innovation, which strengthens non-univer-
sity research institutions. The Pact focuses in par-
ticular on research, research infrastructure, trans-
fer and cooperation and is being renewed for a 
ten-year period from 2021 to 2030. The Federa-
tion and Länder aim to increase individual institu-
tions’ grants by 3% per year – subject to the annual 
budget negotiations with the institutions and sub-
ject to the allocation of funds by the legislatures. 
The annual increase will be funded by the Federa-
tion and the Länder from 2021 to 2030 in line with 
the formulas set out in the individual implemen-
tation agreements. In total, around €17 billion in 
additional funding is being provided for research, 
giving research organisations a secure basis for 
financial planning.

With the Agreement on Strengthening Teaching 
and Learning, which succeeds the Higher Educa-
tion Pact, the Federation and Länder are jointly 
aiming, from 2021 onwards, to enhance the quality 
of teaching and learning at higher education insti-
tutions nationwide and to ensure the number of 
university places available in Germany continues to 
meet demand. Almost three million students will 
benefit from better conditions for studying and a 
higher quality of instruction at all higher education 
institutions. The sustained funding is intended, in 
particular, to increase the number of permanent 
staff involved in teaching and learning at higher 
education institutions, as a key factor in enhanc-
ing quality. There are also measures to improve 
transfer opportunities, to address the heterogene-
ous nature of the student population, and to pro-
mote the use of digital media. Subject to the allo-
cation of funds by the legislatures, the Federation is 
providing €1.88 billion each year from 2021 to 2023 
and €2.05 billion each year from 2024 onwards. The 
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Länder are, at a minimum, matching the federal 
funding received each year, on top of their basic 
funding for higher education institutions. In prin-
ciple, there is no end date for this funding alloca-
tion. Consequently, around €3.8 billion is available 
each year until 2023 and €4.1 billion each year from 
2024 onwards. The federal funding is distributed 
transparently in line with a formula that is recalcu-
lated each year.

As the successor to the Quality Pact for Teaching, 
the Federation-Länder Agreement on Innovation 
in Higher Education Teaching is intended to pro-
mote the capacity for renewal of higher education 
teaching, so that it adapts better and more rapidly 
to new challenges facing society and the needs of 

science and business. A new, and largely independ-
ent, organisational unit is intended to promote 
exchange and links between relevant stakehold-
ers as well as to advance the transfer of knowledge 
about successful teaching and about new findings 
and discoveries. To provide continuous incentives 
and shape innovations in teaching, suitable fund-
ing is to be provided to support the development 
of innovative learning and teaching formats. Sub-
ject to the allocation of funds by the legislatures, 
the Federation and Länder will provide €150 mil-
lion each year; the funding will be provided solely 
by the Federation from 2021 to 2023, and from 2024 
onwards the Federation will provide €110 million 
each year while the Länder provide €40 million. 
The agreement does not have an end date.
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