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Public finances in Germany

Information on the draft budgetary plan in accordance with Regulation (EU)
No 473/2013 of the European Parliament and of the Council of 21 May 2013
and in accordance with the related Code of Conduct

Germany’s 2020 draft budgetary plan pre-
sents the fiscal projections for the budgets
of the Federation, Ldnder, local authorities
and social security funds (including their
off-budget entities) on the basis of current
trends and planning.

Sources used as the basis for making these
fiscal projections include the draft 2020
federal budget (adopted by the federal gov-
ernment on 26 June 2019) and the financial
plan to 2023 (likewise adopted by the federal
government on 26 June 2019). The draft
budgetary plan also takes into account the
Climate Action Programme 2030. The fed-
eral government adopted a key issues paper
on this programme on 25 September 2019
and a draft supplementary budget for 2020
on 2 October 2019.

The federal government’s current budgetary
and financial planning is based on the re-
sults of the Working Party on Tax Estimates
of May 2019, which, in turn, are based on
the federal government’s spring projection
of 17 April 2019. The spring projection fore-
casts a real growth rate of 0.5% in 2019 and
1.5% in 2020. This means that Germany’s
economic growth this year is expected to
fall short of potential GDP. The output gap is
only slightly positive at this point.

Once the federal government’s draft budget
has been submitted to the parliament, the
executive branch’s responsibility for the
budget preparation process ends, and the
legislative branch takes over. On 17 October
2019, while the parliamentary deliberations
are under way, the federal government is
due to publish its autumn projection. This
will form the basis of the next tax esti-
mate, which will be issued on 30 October
2019. The results of the tax estimate will be
taken into consideration in the final parlia-
mentary deliberations on the 2020 federal
budget.

Despite the economic slowdown and the
resulting lower tax revenues, neither the
draft 2020 federal budget nor the financial
plan to 2023 contain any new borrowing.
The federal government’s draft budget
for 2020 sets out in more detail the imple-
mentation of the priority measures and
other measures contained in the Coalition
Agreement, which already formed part of
the previous (2020-2022) financial planning
(see German Draft Budgetary Plan 2019 of
October 2018). Further measures arise from



the key issues for the Climate Action Pro-
gramme 2030, which were adopted by the
federal government on 25 September. The
draft supplementary budget for 2020, which
was adopted on 2 October 2019, incorpo-
rates these measures into the budgetary
plan for 2020. At the federal level alone, the
planned measures under the Climate Ac-
tion Programme are worth approximately
€9bn in 2020 and approximately €54bn up
until 2023, the end of the financial planning
period. In particular, they take the form of
support programmes and relief for indi-
viduals and businesses. The supplementary
budget for 2020 does not include any new
borrowing, either. To finance the measures
from 2021 onwards, the government will
introduce a national carbon price for the
transport and heating sectors (non-ETS
sectors).

In terms of the change in the cyclically-ad-
justed primary balance, Germany’s fiscal
policy will be distinctly expansionary in
2020. Despite the considerable increases in
spending and reductions in revenue, the
general government budget will not take on
additional debt.

Forecast for public finances

+ The 2020 general government budget
encompassing the Federation, Linder,
local authorities and social security
funds will run a smaller surplus:

The budget surplus will fall from 1.9%

of GDP in 2018 to roughly 1v4% of

GDP in 2019 and roughly %1% of GDP

in 2020. The main reason for this is the
implementation of the priority measures
contained in the Coalition Agreement
and other measures (see German Draft
Budgetary Plan 2019 of October 2018), as
well as the measures under the Climate
Action Programme 2030 (see Table 7).
These measures will reduce the federal

GERMAN DRAFT BUDGETARY PLAN 2020

budget surplus in particular. As a result, it
is mainly the budgets of the Ldnder and
local authorities that will see surpluses in
the coming years.

Compliance with medium-term
budgetary objective:

Germany expects to post a structural
balance (i.e. the fiscal balance adjusted
for cyclical and one-off effects) of
approximately ¥2% of GDP in 2020. This
means that Germany will achieve its
medium-term budgetary objective - i.e. a
structural deficit no greater than 0.5% of
GDP - with a considerable safety margin.

Steady reduction of the debt-to-GDP
ratio:

Thanks to the general government
budget surplus, Germany’s debt-to-

GDP ratio (Maastricht definition) is
expected to fall to 59%% in the current
year. The continued healthy state of
public finances and the ongoing winding
down of resolution authority portfolios
are helping to reduce the debt ratio.
Germany'’s debt level will fall below the
60% upper limit by the end of 2019. This
will help to secure the sustainability of
public finances in the face of various risks
and the budgetary effects of demographic
change.
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Table 1: General government budget balance and debt
2018 2019 2020
in % of GDP
Budget balance 1.9 1Y, 4
Structural balance 1.5 1Y %)
Maastricht debt-to-GDP ratio 61.9 593/, 5734

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

Implementation of the country-
specific recommendations

Germany’s draft budgetary plan for 2020
includes key measures that aim to imple-
ment the Council’s country-specific recom-
mendations of 9 July 2019 (see Table 9). The
measures will have effect in 2019 and the
years that follow. The federal government
will report further on the implementation
of the country-specific recommendations
over the course of the coming European
semester.

Basis for the 2020 draft budgetary plan

The 2020 draft budgetary plan is based in
particular on the following sources and in-
formation:

- Act Adopting the Federal Budget for the
2019 Fiscal Year (Gesetz iiber die Feststel-
lung des Bundeshaushaltsplans fiir das
Haushaltsjahr 2019) of 17 December 2018

+ Federal government spring projection
of 17 April 2019, which was endorsed by

the Joint Economic Forecast group as an
independent body in accordance with
the Forecasting Act (Vorausschdtzungs-
gesetz) and the Forecasting Ordinance
(Vorausschdtzungsverordnung)

Results of the Working Party on Tax Esti-
mates of 9 May 2019

Press release issued by the Bundesnet-
zagentur (Federal Network Agency for
Electricity, Gas, Telecommunications,

Post and Railway) on 12 June 2019 on

the results of the spectrum auction to

expand the network for 5G

Draft federal budget for 2020 and the
financial plan to 2023, adopted by the
federal government on 26 June 2019

Draft Act on Further Tax Incentives for
Electric Mobility and Amending Fur-
ther Tax Provisions (Gesetz zur weiteren
steuerlichen Férderung der Elektromobil-
itdt und zur Anderung weiterer steuerli-
cher Vorschriften) of 31 July 2019



« Draft Act on Phasing Out the 1995 Sol-
idarity Surcharge (Gesetz zur Riick-

fiihrung des Solidaritdtszuschlags 1995) of

21 August 2019

+ Results for the general government
budget in the national accounts, pub-

lished by the Federal Statistical Office on

27 August 2019

« Key issues paper on the Climate Action

Programme 2030, adopted by the federal

government on 25 September 2019

- Draft supplementary budget for 2020
to implement the Climate Action Pro-
gramme 2030, adopted by the federal
government on 2 October 2019

Table 2: Technical assumptions

GERMAN DRAFT BUDGETARY PLAN 2020

2018 2019 2020
Short-term interest rate (annual average in %) 0.00 0.00 0.00
USD/€ exchange rate (annual average) 1.18 1.14 1.14
Growth of German sales markets (% change yoy)? 3.6 21 3
Oil price (Brent, USD/barrel) 70.9 65 65

2019 and 2020: Federal government spring projection on macroeconomic trends, April 2019.

1) Figures for the projection period are rounded to quarter percentage points.
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Table 3a:  Macroeconomic prospects
ESA 2018 2018 2019 2020 2021 2022 2023
code € billion Year-on-year change in %

1. Real GDP Bl*g 32225 15 0.5 15 1.2 1.2 1.2

2. Potential GDPY 31936 15 14 14 14 12 11
contributions (percentage points):
- labour 0.5 0.4 0.4 0.3 01 -01
- capital 0.5 0.5 0.5 0.5 0.5 0.5
- total factor productivity 0.5 0.5 0.6 0.6 0.7 0.7

3. Nominal GDP Bl*g 3344.4 3.1 2.8 3.5 3.0 3.0 3.0

Components of real GDP

4, Private final consumption expenditure? P.3 1681.7 1.3 1.2 1.6

csj.it(li::;/ernment final consumption expen- P3 640.8 14 20 18

6. Gross fixed capital formation P.51g 666.6 3.5 2.2 2.8

7. Changes in inventories (% of GDP) P|5)25;r - 0.3 -03 0.0

8. Exports P6 15572 21 20 30

9. Imports P.7 1353.6 3.6 3.8 4.0

Contributions to real GDP growth - in percentage points -

10. Final domestic demand = 17 1.4 1.7

11. Changes in inventories P'ISDZS; = 03 -03 0.0

12. External balance of goods and services ~ B.11 - -04 -06 -02

2018: Federal Statistical Office, August 2019.

2019 to 2023: Federal government spring projection on macroeconomic trends, April 2019.

1) 2018 figure calculated as the difference between GDP (August 2019) and output gap (spring projection).

2) Including private non-profit organisations serving households.
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Table 3b:  Price developments - deflators

2018 2018 2019 2020 2021 2022 2023

(2011nsd=e1xoo) Year-on-year change in %
1.GDP 103.78 15 23 2.0 1.8 1.8 1.8
2. Private consumption expenditure? 103.69 1.5 1.4 1.7
4. Public consumption expenditure 103.88 1.8 2.5 2.2
5. Gross investment 104.84 3.2 3.0 3.2
6. Exports 101.83 0.9 0.6 0.4
7. Imports 101.93 1.8 -0.3 0.4

2018: Federal Statistical Office, August 2019.
2019 to 2023: Federal government spring projection on macroeconomic trends, April 2019.

1) Including private non-profit organisations serving households.

Table 3c:  Labour market developments

ESA 2018 2018 2019 2020

code Level Year-on-year change in %
1. Employment - persons? (in millions) 44.85 14 11 0.8
2. Employment - hours worked? (bn hours) 62.34 1.3 0.8 0.9
3. Unemployment rate (%)* - 3.2 2.9 2.7
4, Labour productivity, persons® 102.2 0.1 -0.6 0.7
5. Labour productivity, hours worked® 103.0 0.3 -0.3 0.6
6. Compensation of employees (€bn, domestic) D.1 1770.3 4.6 4.6 3.8
7. Compensation per employee (thousand €) 43.6 2.9 3.2 2.9

2018: Federal Statistical Office, August 2019.
2019 and 2020: Federal government spring projection on macroeconomic trends, April 2019.

1) Domestic concept, national accounts definition.

2) National accounts definition.

3) Unemployed (ILO) / economically active population.
4) Real GDP per person employed (domestic); 2015=100.
5) Real GDP per hour worked; 2015=100.
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Table 3d:  Sectoral balances

ESA 2018 2019 2020
code in % of GDP
1. Net lending/net borrowing vis-a-vis the rest of the world B.9 7.5 7.5 7.4
of which:
- Balance on goods and services 6.2 6.4 6.0
- Balance of primary incomes and transfers 1.5 0.9 0.8
- Capital account -0.1 0.3 0.6
2. Net lending/net borrowing of households B.9 5.7 5.2 5.0
3. Net lending/net borrowing of general government” B.9 1.9 1Y Y4

4. Statistical discrepancy - -

2018: Federal Statistical Office, August 2019.
2019 and 2020: Federal government spring projection on macroeconomic trends, April 2019.

1) Figures for the projection period are rounded to quarter percentage points of GDP.
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Table 4a:  General government budgetary targets broken down by subsector
ESA 2019 2020 2021 2022 2023
code in % of GDP
Net lending (+)/net borrowing (-) (B.9) by subsector
1. General government S.13 1Y ¥4 Ya Ya Y
2. Central government S.1311 ) 0 -V 0 Ya
3. State government S.1312 Y ) Ya Ya Ya
4. Local government S.1313 Ya Ya Ya 0 0
5. Social security funds S.1314 s 0 0 0 0
General government (S.13)

6. Interest expenditure D.41 Y4 77, ¥4 4 ¥4
7. Primary balance? 2Y4 1v5 1 1 1Ya
8. One-off and other temporary measures 0 0 0 0 0
9. Real GDP growth (% change yoy) 0.5 1.5 1.2 1.2 1.2
10. Potential GDP growth (% change yoy) 14 14 1.4 1.2 1.1

contributions (percentage points):

-labour 0.4 0.4 0.3 0.1 -0.1

-capital 0.5 0.5 0.5 0.5 0.5

-total factor productivity 0.5 0.6 0.6 0.7 0.7

in % of potential GDP

11. Output gap 0.1 0.2 0.0 0.0 0.0
12. Cyclical budgetary component 0 0 0 0 0
13. Cyclically adjusted balance (1 - 12) 1Y, Y Y4 Ya L7
14. Cyclically adjusted primary balance (13 + 6) 2 1Y4 1 1 1Y
15. Structural balance (13 - 8) 1Y4 1 Y4 Y4 7

1) TR-TE=B.9.
2) The primary balance is calculated as (B.9, item 1) plus (D.41, item 6).

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

Any discrepancies in totals are due to rounding.
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Table 4b:  General government debt developments (Maastricht definition)

ESA 2019 2020 2021 2022 2023

code in % of GDP
1. Gross debt 5934 5734 56Y4 543/, 52%4
2. Change in gross debt ratio -2Y4 = St -1Y, -1%/

Contributions to changes in gross debt

3. Primary balance -2Y4 -1% -1 -1 -1Y4
4. Interest expenditure D.41 s s 4 34 34
5. Other adjustments -3/ -1Y4 -1Y4 -1Y4 -1Y4
p.m.: 1Y, 1Y,

Implicit interest rate on debt?

Figures for the projection period are rounded to quarter percentage points of GDP.
Any discrepancies in totals are due to rounding.

1) Proxied by interest expenditure divided by debt level of the previous year.
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Table 5: Expenditure and revenue projections under the no-policy-change scenario*
ESA 2019 2020
General government (S. 13) code -
in % of GDP
1. Total revenue with no change in policy TR 46Y> 464
of which:
1.1. Taxes on production and imports D.2 10v2 10%2
1.2. Current taxes on income, wealth, etc. D.5 13Ys 13V,
1.3. Capital taxes D.91 Ya Ya
1.4. Social contributions D.61 17Y4 17Y4
1.5. Property income D.4 ¥4 %)
1.6. Other? 4Y, 44
Tax burden 41V, 41
(D.2+D.5+D.61+D.91-D.995)?
2. Total expenditure with no change in policy TEY 45Y4 45,
of which:
2.1. Compensation of employees D.1 7% 734
2.2. Intermediate consumption P.2 5Ys 5Y4
2.3. Social payments D.62+ D.632 24Y, 243/
z;:’nll:l:;/ment benefits® 17 174
2.4. Interest expenditure D.41 4 34
2.5. Subsidies D.3 1 1
2.6. Gross fixed capital formation P.51 2%, 2Y5
2.7. Capital transfers D.9 7 1Vs
2.8. Other® 2Y4 2Y4

* Please note that the no-policy-change scenario involves the extrapolation of revenue and expenditure trends before adding the impact

of the measures included in the forthcoming year’s budget.

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

Any discrepancies in totals are due to rounding.
1) P.11 + P.12 + P.131 + D.39rec + D.7rec + D.9rec (other than D.91rec).
2

3)TR-TE=B.O9.

4

unemployment benefits.

5) D.29pay + D.4pay (other than D.41pay) + D.5pay + D.7pay + P.52 + P.53 + NP + D.8.

)
) Including those collected by the EU and including an adjustment for uncollected taxes and social contributions (D.995), if appropriate.
)

) Includes social benefits other than social transfers in kind (D.62) and social transfers in kind via market producers (D.632) related to
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Table 6a:  General government expenditure and revenue targets

ESA 2019 2020
General government (S. 13) code .
in % of GDP
1. Total revenue TR 46Y 46Ys
of which:
1.1. Taxes on production and imports D.2 10% 10%
1.2. Current taxes on income, wealth, etc. D.5 13% 13%
1.3. Capital taxes D.91 Ya Ya
1.4. Social contributions D.61 17%4 17Y4
1.5. Property income D.4 s %
1.6. Other? 4y, 4Y,
Tax burden 41Y, 41
(D.2+D.5+D.61+D.91-D.995)?
2. Total expenditure TEY 45Y, 45Y,
of which:
2.1. Compensation of employees D.1 7% 7%
2.2. Intermediate consumption P.2 5Y4 5Y4
2.3. Social payments D.62 + D.632 24Y, 243
3T1:’mh:3cl:.yment benefits? 14 14
2.4. Interest expenditure D.41 77/ 4
2.5. Subsidies D.3 1 1
2.6. Gross fixed capital formation P.51 2V, 2V,
2.7. Capital transfers D.9 14 14
2.8. Other® 2Y4 2Y4

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

Any discrepancies in totals are due to rounding.

P.11 + P.12 + P.131 + D.39rec + D.7rec + D.9rec (other than D.91rec).

1)
2) Including those collected by the EU and including an adjustment for uncollected taxes and social contributions (D.995), if appropriate.
3)

TR-TE=B.9.

4) Includes social benefits other than social transfers in kind (D.62) and social transfers in kind via market producers (D.632) related to

unemployment benefits.

5) D.29pay + D.4pay (other than D.41pay) + D.5pay + D.7pay + P.52 + P.53 + NP + D.8.
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Table 6b:  Amounts to be excluded from the expenditure benchmark

2018 2018 2019 2020

€bn in % of GDP
1. Expenditure on EU programmes fully matched by

4.2 0.1 0 0
EU funds revenue
2. Cyclical unemployment benefit expenditure -1.0 0.0 0 -Ys
3. Effect of discretionary revenue measures -4.2 -0.1 -Ys -Ys
4. Revenue increases mandated by law 0.0 0.0 0 0

Figures for the projection period are rounded to quarter percentage points of GDP.
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Table 8: Divergence from April 2019 Stability Programme

ESA 2018 2019 2020
code
Target general government net lending/net borrowing B.9
(% of GDP) ’
Stability Programme - April 2019 1.7 4 4
Draft Budgetary Plan 1.9 1Y, 4
Difference 0.2 %) 0
General government net lending/net borrowing
at unchanged policies (% of GDP)
Stability Programme - April 2019 1.7 s 4
Draft Budgetary Plan = 14 s
Difference = %) 0

Figures for the projection period are rounded to quarter percentage points of GDP.
Any discrepancies in totals are due to rounding.
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Table 10:  Targets of the EU’s strategy for growth and jobs
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National headline . A Description of the direct
targets for 2020 List of actions relevance to the target

Employment rate among No changes compared with the 2019 NRP.
persons aged 20-64: 77%**

Employment rate among older

people aged between 55 and 64:

60%**

Employment rate among
women: 73%**

R&D expenditure: 3.5% of GDP  The Federal Government’s “High-Tech Strategy

by 2025 (two-thirds from the 2025” is an interdepartmental research and

private sector and one-third innovation strategy intended to drive the

from the public sector) transfer of basic research into the application
phase. To this end, the High-Tech Strategy
2025 aims to establish an open culture of
innovation that integrates new knowledge and
new stakeholders into cutting-edge projects
and that provides space for creative ideas. The
progress report on the High-Tech Strategy was
presented in September 2019.

By establishing an agency to promote
breakthrough innovations, the Federal
Government has implemented a unique,
person-centred approach to driving innovation.
Specifically, the agency will place a resolute
focus on making the shift from R&D to
application, providing innovators from the
fields of science and business with the trust
and independence to turn highly innovative
ideas into application-ready products,
processes and services. As a first step, three
pilot innovation competitions in the areas of
artificial intelligence, medicine and energy were
advertised in 2019.

On 22 May 2019, the cabinet proposed a draft
of an Act for providing tax credit for research
and development (Forschungszulagengesetz),
which is intended to provide small and
medium-sized enterprises with incentives to
invest in R&D activities.




PAGE 34

Table 10:

continuation

National headline
targets for 2020

List of actions*

Description of the direct
relevance to the target

Reduce greenhouse gas emis-
sions by at least 40% by 2020,
by 80-95% by 2050, compared
with 1990 levels, or achieve
significant levels of greenhouse
gas neutrality by 2050

Increase share of renewable
energy to

18% of gross final energy
consumption by 2020, to 60% by
2050 and to at least 80% in the
electricity sector

National energy efficiency goals
under the Federal Government’s
energy strategy of 28 September
2010: Reduce primary energy
consumption by 20% by 2020
and by 50% by 2050, compared
with 2008 levels

Implementation of measures as set out in
the key-issues paper on the Climate Action
Programme 2030 of 25 September 2019

With the Climate Action Programme
2030, the Federal Government aims

to reach the climate action targets
determined by putting in place a
diverse package of measures covering
innovation, subsidies, legal standards
and requirements, and greenhouse gas
pricing.

From a macroeconomic point of

view, a single cross-sectoral price on
greenhouse gas emissions is the most
cost-effective way of achieving climate
targets. For this reason, the Federal
Government will advocate, working
closely with the European Commission,
for the introduction of a Europe-wide
emissions trading system (ETS) in
emission allowances for all sectors. As

a first step, a moderate Europe-wide
minimum price will be added to the
existing European emissions trading
system (for energy and industry). This
minimum price ensures that, even if
demand declines, the price of emissions
allowances remains above a certain
threshold. This ensures there is planning
certainty for climate investments in the
ETS sectors.

In a second step, the Federal
Government will join forces with other
interested member states to work
towards integrating non-ETS sectors into
the ETS in the future.

In order to reach the climate targets
for 2030, each country must take action
quickly. Some of the measures will
become effective as soon as 2020.

In this, the Federal Government
considers that the key measures are
those aiming at the expansion of
renewable energies, the phase-out of
coal-fired electricity generation and the
improvement of energy efficiency.
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Table 10:  continuation

National headline

. I
targets for 2020 List of actions

Description of the direct
relevance to the target

Increase in the share of persons  The revision of the Federal Education

aged 30-34 who have completed 3 Training Assistance Act

tertiary education or equivalent-  (gyndesqusbildungsférderungsgesetz), which

to 429> entered into force in August 2019, earmarks
an additional total of €1.3 billion for benefit
increases in the budget years 2019-2021.

These substantial benefit increases aim
to improve outreach to young people
who are about to enter vocational
training or higher education and to
ensure equal opportunities in accessing
qualifying vocational training.

Reduce the number of long- No changes compared with the 2019 NRP.
term unemployed persons by

20% by 2020 compared with

2008 levels**

*  The 2019 NRP, which was sent to the European Commission in April 2019, includes a comprehensive overview of the state of play
regarding the implementation of the Europe 2020 strategy in Germany, including a detailed table of actions (including description of
action, anticipated impact, status and schedule), p. 54 et seqq. The overview in this table is limited to new actions (planned, adopted, in
force), especially actions affecting public finances, which will take effect in 2020 and the following years.

** Target already met.
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Table 11: Methodological aspects

Estimation
technique

Relevant step of the
budgetary process

Relevant features of the model/
technique used

Assumptions

Macroeconomic
forecast

Before each tax
revenue estimate

Iterative-analytic approach:

several partial models are used in
the system of national accounts.
Potential GDP is estimated on the
basis of models developed and
recommended by the Output Gaps
Working Group of the European
Union’s Economic Policy Committee
(EPC).

Technical assumptions
(for oil and commodity
prices, exchange rates and
interest)

Tax revenue
estimate

Basis for drafting and
finalising budget

Estimate based on macroeconomic
forecast and time series analysis

Macroeconomic forecast,
estimates on the fiscal
impact of discretionary tax
measures

Fiscal impact of
discretionary tax
measures

Basis for tax revenue
estimate and for
drafting and finalising
budget

Microsimulation models based on
tax statistics; calculations based on
macroeconomic assumptions

Macroeconomic forecast
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