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Germany 

1. Economic situation 

The German economy recovered from the 2008-09 crises stronger than most other 

OECD countries. Notwithstanding a world-wide loss of confidence and lower world trade 

growth, Germany’s economy grew by 3.1% in 2011 (Figure 1A). Germany’s budget 

deficit peaked at 4.3% of GDP in 2010 because of stimulus measures implemented since 

2009 but also due to the inclusion of a capital transfer in the deficit equal to the difference 

between the market value and the book value of the portfolio of the Hypo Real Estate bad 

bank scheme (one-off expenditure). The deficit contracted to 1% of GDP in 2011 mainly 

due to the favourable cyclical situation and improvements in the structural balance 

(Figure 1B). Gross debt continuously increased between 2007 and 2011 peaking at 87.2% 

of GDP (in the Maastricht definition, the debt peaked in 2010 at 83.2% and decreased to 

81.4% in 2011) (Figure 1C). 

Figure 1. Key economic indicators: Germany 

StatLink 2 http://dx.doi.org/10.1787/888932697635

Note: Fiscal balance is the general government financial balance and gross debt is general government gross 

financial liabilities as a per cent of nominal GDP. 

Source: OECD (2012), OECD Economic Outlook, Vol. 2012/1 (No. 91), OECD Publishing, 

doi: 10.1787/eco_outlook-v2012-1-en.
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The OECD expects that economic activity in Germany will recover gradually from a 

soft patch in 2012 as uncertainty declines, trade picks up and domestic demand 

strengthens. 

2. The government’s fiscal consolidation plan 

Germany achieved its plan to reduce the budget deficit to below 3% of GDP in 2011. 

Further consolidation is needed to comply with the new fiscal rule anchored in 

Germany’s constitution though (see Section 4 of this country note). Germany’s 2012 

federal budget and accompanying 2012-15 fiscal plan will thus continue to implement the 

eight-point plan set out in the 2011 budget, which focuses on prioritising education, 

creating prospects for higher growth and employment, and assuring solid public finances. 

Against this background, the government expects that the federal deficit (net borrowing) 

will fall below the limit permitted by the rule two years earlier than planned. 

The government forecasts that Germany’s deficit of 1% of GDP in 2011 will narrow 

to be close to balance from 2014 onward as the consolidation measures are implemented 

and the economy recovers (Figure 2A). The government expects the general government 

structural financial deficit to reach 0.5% of GDP in 2012 and then to gradually decrease 

to zero by 2014. Key structural reforms of the labour market and the social benefit system 

contribute to this development. On 30 May 2012, the European Commission concluded 

that the correction of the excessive deficit for Germany has been ensured and adopted a 

proposal for a Council decision to abrogate the excessive deficit procedure, which the 

European finance ministers agreed on 21-22 June. 

Gross debt (Maastricht criterion) is projected by the government to peak at 82% of 

GDP in 2012 at a higher level than expected in “Restoring Public Finances” (OECD, 

2011a) (Figure 2B). Contributions to the European Financial Stabilisation Mechanism 

(EFSM) and the European Stability Mechanism (ESM) as well as the consequence of the 

turnaround in Germany’s energy policy have placed increased burdens on the budget and 

the gross debt. 

Figure 2. The government’s planned fiscal consolidation: Germany 

StatLink 2 http://dx.doi.org/10.1787/888932697654

Note: Fiscal balance is the general government financial balance and gross debt is general government 

financial liabilities (Maastricht basis) as a per cent of nominal GDP projected by the government. 

Sources: OECD Fiscal Consolidation Survey 2012; “Restoring Public Finances: Fiscal Consolidation in OECD 

Countries” (OECD, 2011, doi:10.1787/budget-v11-2-en). 
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Following the general easing of the budget burden, the federal government has 

decided to lower its sights in regard to budget consolidation and not to introduce new 

measures. The government expects that the consolidation targets will be achieved even 

though there will be an increased budget burden, for instance due to a fall in receipts from 

the nuclear fuel rod tax and due to delays in introducing a tax on financial transactions. 

Table 1. The government’s fiscal consolidation plan: Germany
1

 2010 2011 2012 2013 2014 

Fiscal consolidation volume and path, % of nominal GDP 

Total fiscal consolidation volume  0.5% 2.0% 2.5% 3.0% 

Fiscal balance, deficit (-)/surplus (+) -4.3% -1.0% -1.0% -0.5% 0.0% 

Gross debt 83.0% 81.2% 82.0% 80.0% 78.0% 

GDP growth rate in per cent, year on year 

Nominal GDP growth forecasts 4.2% 3.8% 2.2% 3.0% 3.0% 

StatLink 2 http://dx.doi.org/10.1787/888932698946

1. Fiscal balance is the general government financial balance and gross debt is general government financial 

liabilities (Maastricht basis) as a per cent of nominal GDP projected by the government. The total fiscal 

consolidation volume is based on “Restoring Public Finances” (OECD, 2011). The actual consolidation may 

differ from the original estimates. Nominal GDP growth forecasts are government estimates. 

Sources: “Restoring Public Finances: Fiscal Consolidation in OECD Countries” (OECD, 2011, 

doi:10.1787/budget-v11-2-en) and “German Stability Programme 2012 Update” (Federal Ministry of Finance, 

2012). 

3. Major consolidation measures 

According to the government, the 2010 announced consolidation measures (OECD, 

2011a) are being implemented with some changes. However, because of positive 

structural developments in the German economy, the government does not find it 

necessary to readjust and adopt new consolidation measures. 

4. Institutional reforms 

The government has introduced essential changes in several areas of its fiscal 

institutional framework: 

• Fiscal rules: An amendment of the Constitution in 2009 replaced the golden rule 

by the debt brake – a new cyclically adjusted budget balance rule applied to 

federal and Länder governments. The debt brake took effect as from 2011 and 

follows the structure of the EU Stability and Growth Pact, i.e. it sets a ceiling for 

the federal structural deficit in normal times at 0.35% of GDP from 2016 onwards 

with a transition period starting in 2011. Länder budgets must be structurally 

balanced as of 2020. The debt brake foresees escape clauses in case of natural 

disasters and extraordinary emergency situations outside of government control 

under the condition of simultaneously adopted repayment plans. 

The implementation of the debt brake for the federal budget includes a (virtual) 

control account registering deviations from the defined level of authorised new 

borrowing, with overruns booked as debit and underruns recorded as credit. Debit 

will be limited to 1% of nominal GDP. The methodology for calculating the 

structural balances of the federal budget follows the approach of the European 

Commission. 
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Implementation at state level is the sole responsibility of the Länder. The Länder

are free to specify the legal basis and relevant implementation provisions, 

including the choices with regard to applying the debt brake to nominal or 

structural budget balances, the methodology for cyclical adjustment or using a 

control account. The consolidation efforts of five Länder in a particularly difficult 

fiscal position will be supported through assistance payments provided in equal 

shares by the federal government and the other Länder. Such assistance payments 

are conditional on compliance with an agreed consolidation path. 

Furthermore, the constitutional amendment also included the establishment of a 

Stability Council with a view to enhancing the monitoring of budgetary 

developments at the federal and Länder levels and introducing a federation-wide 

early warning system to prevent budgetary distress.1 In 2010, the Stability 

Council replaced the former Financial Planning Council; the new council consists 

of the federal ministers of finance and economic affairs as well as the Länder

ministers of finance. The Stability Council is also in charge of monitoring 

compliance with the agreed consolidation path of the five Länder receiving 

consolidation assistance. 

• Top-down budgeting: The Federal Ministry of Finance plays the central role in 

preparing the draft annual budget. As of 2011, the federal budget is drawn up 

using a top-down approach. On 16 March 2011, the federal government approved 

the key figures for the 2012 federal budget and the financial plan up to 2015, 

which served as the basis for further budgeting along departmental lines. This 

outline was used in the government’s internal budget drafting procedure, leading 

finally to the adoption of the federal budget and financial plan. 

Note 

1. The early warning system is based on the following four indicators at the level of the 

Länder: structural budget balance per capita, borrowing-to-expenditure ratio, 

interest-tax ratio and debt level per capita. When three out of these four indicators 
cross the respective thresholds in one out of two time periods analysed, the system 

indicates a situation of imminent budgetary distress. A threshold is defined for each 

indicator in relation to the Länder average, e.g. the threshold for the indicator 
“structural budget balance per capita” in a given year is the Länder average of the 

structural budget balance per capita minus EUR 200, or the threshold for the indicator 
“debt level per capita” in a given year is 130% (220%) of the Länder average for area 

states (city states). While thresholds will effectively catch outliers, the system does 

not aim at identifying a situation in which the fiscal situation of the Länder in total 
worsens. 


