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The 2026 Annual Economic Report
of the German Federal Government

In accordance with section 2 of the Act to Promote
Economic Stability and Growth, the Federal Govern-
ment hereby submits its 2026 Annual Economic
Report to the German Bundestag and the Bundes-
rat. It also provides benchmark data for the overall
orientation of the economy in 2026, in accordance
with section 3 of the Act.

In Part I of the Report, the Federal Government
presents central priority fields of economic and
fiscal policy.! As stipulated by the Act to Promote
Economic Stability and Growth, Part II of the
Report discusses the Government’s projection of
overall economic trends in the current year.

The Federal Government would like to thank the
German Council of Economic Experts (GCEE) for
its detailed and comprehensive analysis of eco-
nomic developments last year and the outlook for

2026, as well as for its discussion in its 2025/26
Annual Report of the guiding principles of eco-
nomic policy. In the Annual Economic Report, the
Federal Government comments on the Council of
Economic Experts’ 2025/26 Annual Report. In order
to assist the decision-making within the Federal
Government, a workshop was held in Berlin on

19 November 2025 with representatives of the
ministries and the academic staff of the Council of
Economic Experts.

As part of the preparations for the Annual Eco-
nomic Report, the Federal Government’s economic
and fiscal policy strategy was also discussed with
union representatives as well as with the Gemein-
schaftsausschuss der Deutschen Gewerblichen
Wirtschaft (a joint committee that serves as a
co-ordinating body for German business associa-
tions).

1 The funding of new measures and programmes takes place within the existing departmental budget estimates and staff establishment plans.
The citing of measures in this report does not prejudice either current or future budget negotiations.
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6 I. THE FEDERAL GOVERNMENT’S ECONOMIC AND FISCAL POLICY

A. Modern economic and fiscal policy
guidelines and central fields of action
for future prosperity

1. Following several years of declining or stagnat-
ing economic output, a gradual recovery is on the
horizon at the turn of the year from 2025 to 2026.
The Federal Government is assuming real Gross
Domestic Product (GDP) growth of 1.0% for 2026.
The Federal Government believes that the fact that
the five-year-long period of stagnation of the Ger-
man economy is coming to an end is an important
signal and is an incentive to continue its course of
strengthening investments and resolute reforms in
view of the ongoing structural challenges. The
global economy is also undergoing far-reaching

change. Geopolitical and geoeconomic tensions,
protectionism and the strategic use of resources as
an instrument of power politics have been growing
in significance for years, whilst multilateral insti-
tutions and sets of rules have faced increasing
challenges. The German economy, which is deeply
integrated into international value chains, is par-
ticularly affected by this.

The number of people in work currently remains
high, at around 46.2 million, but the number of
people registered unemployed rose again at the
end of 2025 by around 101,000 compared to the
previous year. From the lowest value seen in 2019,
unemployment has risen by around 681,000 people.
Inflation has come back down from nearly ten
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percent at times in autumn 2022 to close to the
two percent target. Nevertheless, the price level
today is more than 20% higher than at the begin-
ning of the decade. Real economic output is stuck
at the 2019 level, and whilst real gross wages have
recently seen an appreciable recovery, they are
slightly below the 2019 level.

Over the last years, a very heterogeneous picture
for individual components on the expenditure side
of GDP emerged (cf. Figure 1). A substantial gap is
arising between the development of public-sector
and private sector spending on consumption.
Public-sector spending on consumption has risen
by around 24% from 2015 in price-adjusted terms,
whilst private-sector consumption has only risen
by around 10%. This development is dominated
not least by the action taken by the Federal Gov-
ernment to mitigate the effects of the COVID-19
crisis in 2020/2021, and during the following
energy crisis. Price-adjusted gross fixed investment
has only increased by 4% since 2015. Along with
the declining contribution to growth from total
hours worked, the generally sluggish investment
activity and lack of productivity gains are contrib-
uting to the low potential growth of /2% in 2026.
At the same time, there is still underutilisation of
around 1.7% of potential output, with a reduction
of capacities recently being seen in the industrial
sector in particular.

2. This situation in the German economy and the
persistently weak growth and investment are deter-
mined primarily by structural domestic causes
combined with greatly changed external factors
(cf. Annual Economic Reports 2023 to 2025). Some
of the main structural causes are:

* high regulatory density, high bureaucracy costs,
and lengthy planning and approval procedures,

* abacklog of (public) investment in infrastruc-
ture and digitalisation, which has grown up
over years,

* the predictable clear decline in the labour force
potential due to the demographic development,

* high energy costs in the international com-
parison and

* high (and in the context of an ageing society,
potentially rising) charges on income from
work and high taxes on corporate revenues.

In combination with the major changes in the
security and trade policy environment, these
domestic issues are posing a particularly great
challenge for the German economy. The export-
oriented German industry is facing considerable
pressures to adapt, not least in view of the
increased fragmentation of the world economy.
This development is caused by geopolitical ten-
sions, state-induced overcapacities in China, and
U.S. tariff policies. Beyond the repercussions which
are already being felt, there is an increased risk
that these protectionist tendencies will gain trac-
tion - with negative consequences for growth and
prosperity in many economies. Persistent uncer-
tainties in the field of trade policy and new barri-
ers to trade are threatening to stifle investments
in the sectors strong in exports and to further
reduce foreign demand for German products in
particular.

3. Some of the causes of the structurally weak
growth in Germany have built up gradually over
years, but were for a time outweighed by favoura-
ble external circumstances. A not inconsiderable
part of the build-up of employment in the 2010s
can be explained by the immigration of skilled
workers via the freedom of movement for workers
in the EU. Between 2010 and 2019, the balance of
migration with the EU Member States alone aver-
aged at around 226,000 people a year. Since then,
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immigration from EU Member States has fallen.
For the future, a further decline in immigration
from the EU to the German labour market can be
expected, due to the convergence of per-capita
income in the EU, ageing societies also in other

EU Member States, and the exhaustion of potential
for migration from the EU’s new Member States.
The growth in employment in Germany since 2023
was entirely due to people of foreign nationality, a
large proportion of them coming from third coun-
tries. Also, the baby-boomer cohorts will reach
retirement age in the coming years. As a result,

the total labour force will likely shrink, even if
there is substantial immigration.

The German economy has profited in past decades
from high global demand for German machinery
and cars, not least from China. However, German
exports to China peaked in winter 2021/2022 and
have since declined (cf. Figure 2). Chinese compa-
nies have also become serious rivals for many core
areas of German industry in which German manu-
facturers are leaders. At the same time, Germany
and Europe are at risk - despite having an excel-
lent research community in many fields - of fall-
ing behind in key future technologies. Also, U.S.
tariff policies are making transatlantic trade con-
siderably more difficult. Following the agreement
between the U.S. and the EU, some of the very high
tariffs announced in the context of “Liberation
Day” were scaled back. Nevertheless, high tariffs
remain in place on exports to the U.S., and uncer-
tainty in the field of trade policy has increased all
around the world. For example, German exports of
goods to the U.S. were roughly 9% down year-on-
year in the period from January to November 2025.
Companies on both sides of the Atlantic are con-
fronted with considerable risks for their planning,
and potentially rising costs.

Germany has seen years of capital consumption of
public infrastructure, and this is now also impact-
ing competitiveness. In the field of energy policy,
Germany is facing the challenge, despite falling
prices, that energy costs are relatively high in the
international comparison. The causes lie in the
high dependency on imports, the repercussions of
the energy price shock caused by Russia’s illegal
war of aggression against Ukraine, and the ongo-
ing transition to a climate-neutral energy supply.

4. The illegal Russian war of aggression against
Ukraine entails not only energy policy challenges
due to higher import prices, but also and in par-
ticular a largely changed security policy situation
for Germany and its allies in Europe. In view of the
fragile situation in Ukraine and the reorientation
of U.S. foreign and security policy, Germany and its
European partners need to swiftly strengthen their
own defence capabilities. The latter is not only
necessary in terms of security policy, but also con-
tributes to sovereignty in the context of external
economic policy.
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Figure 2: Development of imports and exports in trade in goods with China and the U.S.
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Making better use of the potential of the Social
Market Economy

5. In view of the quality and number of the chal-
lenges, the German economy and thus also the
country’s economic and fiscal policy are faced with
great pressure to adapt. In order to bring the (eco-
nomic) policy objectives - such as growth and eco-
nomic prosperity, social and external security and
ecological sustainability - into alignment, to boost
resilience in terms of the adaptability of the eco-
nomic structures, and to make existing conflicts of
interest manageable, there is a need for modern
ordo-liberal guidelines for economic and fiscal
policy which are oriented to the tried-and-trusted
principles of the Social Market Economy. In the
current situation, the Federal Government believes
that the following mutually reinforcing points are
crucial:

(1) Create scope for fresh economic dynamism

In order to relieve its citizens, businesses and the
administration and to create new scope for them,
the Federal Government is rigorously dismantling
unnecessary bureaucratic barriers. In place of com-
plex and cumbersome detailed regulations, there
is a need for a regulatory environment using a few
instruments that are as efficient as possible, with-
out lowering important standards. This principle
goes hand in hand in particular with the Federal
Government’s aim to generate a turnaround and
effectively reduce excessive red tape and prune
back regulation in a targeted manner.

(2) Safeguard fiscal viability and the capacity
of the state to act

In order to ensure the necessary, additional invest-
ment can take place, whilst also placing a limit on
the burden of debt, it is absolutely necessary to
undertake overarching prioritisation and to make
the state more efficient. This includes reviews of

subsidies and funding programmes and - where
appropriate - orienting them more to their effec-
tiveness. In view of the demographic development,
the implicit debt burden of the public sector must
be gradually brought back to a viable level.

(3) Strengthen intergenerational equity

In the course of progressing demographic change,
the opportunities for the young generation to
participate in material gains and reap the benefits
of good performance must be maintained. The
policy environment and the incentives must be
set in such a way that everyone has an opportunity
to improve their material situation. We also need
better promotion prospects for talented people
and skilled workers from other countries - both
for those who are already in Germany, and for
those who can envisage a life in Germany.

(4) Promote equivalent living conditions

Persistent regional disparities in income, infra-
structure, public services and opportunities
imperil social cohesion and acceptance of the
Social Market Economy. Equivalent living condi-
tions across Germany are not an automatic out-
come of market processes, but a central policy
issue for the state. Particularly in times of acceler-
ated structural change, it is important to
strengthen regions with structurally weaker econ-
omies in a targeted way and to empower them on
a long-term basis to master challenges unaided.
The aim is to foster economic independence and
to strengthen places in the regions without level-
ling out regional diversity or weakening competi-
tion.
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(5) Integrate economic policy and security
policy, develop industrial policy further

In line with the Social Market Economy’s principle
that risk and liability go together, companies
should take precautionary measures on their own
responsibility, including for geopolitical risks.
However, the state must provide a suitable policy
framework to ensure that their decisions give suf-
ficient consideration to external effects. The
changed risk situation now also embraces risks like
hybrid threats, in which the state and its security
agencies are responsible for assessing and averting
threats. When ramping up the investments in
defence capability, the Federal Government is con-
sciously looking to utilise synergies between the
military and the civilian sectors and between
established companies and startups. It is also
important to strengthen key technological areas,
critical infrastructures and strategically important
value chains in a targeted manner as part of a
modern industrial policy, in order to reduce one-
sided dependencies of the German economy.

(6) Strengthen Europe in the interest of joint
competitiveness

If Europe wants to succeed in the global competi-
tion between systems, it has to be competitive and
innovation friendly. Pressing ahead with the right
European projects - further reducing market
barriers and intensifying competition within the
Single Market, concluding new free trade agree-
ments and protecting industries from unfair trade
practices - strengthens prosperity and freedom.

Higher investments and initial reforms

6. Several years of expansionary fiscal policy -

in the wake of the COVID-19 pandemic and the
energy price shock following Russia’s illegal war of
aggression against Ukraine — were followed by a
reduction in the public-sector financing gap due to
the November 2023 ruling by the Federal Constitu-
tional Court on the second 2021 supplementary
budget. This phase was also dominated by a persis-
tent backlog in investment in public infrastructure,
sharply rising expenditure needs for the improve-
ment of defence capability, and a clear underutili-
sation of economic capacity. The decisions by the
Bundestag and Bundesrat following the changes to
the Basic Law in March 2025 have significantly
expanded the scope for fiscal action in Germany

in view of the major challenges.

The scope created by the Special Fund for Infra-
structure and Climate Neutrality is being used by
the Federal Government for an investment cam-
paign for the modernisation and targeted expan-
sion of the public capital stock in particular. The
Federal Government assumes that federal invest-
ment (core budget, Special Fund and Climate and
Transformation Fund) will rise by 11.3% from the
planned 2025 figure to a total of approx. €128.7 bil-
lion in 2026. This can improve the macroeconomic
framework for all economic actors. This comprises
the investments financed on the basis of the Spe-
cial Fund by the Ldnder and the municipalities, in
whose field of responsibility key areas of public
infrastructure are to be found within the federal
structure. The Special Fund’s economic plan for
2025 envisaged investments totalling €18.9 billion
in the federal pillar. The volume of investment in
the federal pillar in 2026 is €39.7 billion. The prior-
ities of the Special Fund particularly comprise
investment in transport infrastructure, in digitali-
sation, in the hospitals transformation, in the
energy infrastructure and in the construction of
housing.
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7. Together with the increase in defence spending,
this is generating a significant boost to the econ-
omy this year. In view of the current underutilisa-
tion of the German economy of currently approx.
1%% of potential output, and of increased external
economic risks and high uncertainty, such a stim-
ulus comes at the right time in macroeconomic
terms. However, the fiscal reorientation entails
higher public-sector deficits and a rise in the debt-
to-GDP ratio; the Federal Government is therefore
combining its investment campaign with broad-
based pro-growth consolidation and has also set
up an Expert Commission, which is to present pro-
posals for a reform of the deficit rules in the first
quarter of 2026.

In order to strengthen potential growth, it is nec-
essary not only to orient the public-sector budgets
to stability and investment, but in particular to
undertake reforms to bring about a comprehensive
improvement in the environment for economic
activity. The interplay of targeted public invest-
ment and structural reforms creates the basis for
self-sustaining higher medium- to long-term
growth and also supports the viability of the public
finances. In view of this, the Federal Government
immediately took steps to improve the policy envi-
ronment for private-sector investment and imple-
ment first reforms on taking up office. In the
measures to strengthen the German economy con-
tained in the Act for an Immediate Tax Investment
Programme, the Federal Government is sending
out an important signal: the reintroduction and
expansion of declining balance depreciation (the
“investment booster”), the first cut in corporation
tax since 2008 and the adjustment of the rate of
taxes on retained profits have improved the busi-
ness environment for companies and provided
clear incentives to invest across the economy. The
tax rules for research and development in compa-
nies have also been improved. Also, numerous pro-
jects to accelerate procedures have been imple-
mented. In the draft Procurement Acceleration

Act, the Federal Government is thoroughly reform-
ing procurement law; it will make public procure-
ment simpler, more SME-friendly, faster, and more
digital. Furthermore, the Federal Government
launched the Germany Fund (Deutschlandfonds)
together with the KfW in December 2025. This
creates a framework which enables private and
municipal companies to undertake large-scale
investments in Germany. In addition, there are ini-
tial, fast-acting measures to mitigate energy costs.
The electricity duty relief for the manufacturing
sector, agriculture and forestry has been made per-
manent, meaning that around 600,000 companies
will continue to benefit from up to €4 billion in
relief each year. In parallel to this, a subsidy for
transmission network costs of €6.5 billion are
planned for this year, helping to reduce transmis-
sion grid fees. Gas consumers benefit this year
from more than €3 billion as a result of the aboli-
tion of the gas storage charge. Also, an industrial
electricity price is being introduced for the years
from 2026 to 2028, in order to further reduce the
strain on electricity- and trade-intensive industry.
Furthermore, the Federal Government has argued
successfully to the European Commission that
electricity price compensation should be extended
to cover other electricity- and trade-intensive sec-
tors, and that it can be deepened for certain sectors
via an increase in the aid intensity.

8. The Federal Government will resolutely con-
tinue along the path of structural reforms to boost
competitiveness, in order to improve the adapt-
ability of the German economy and to return to a
higher self-sustaining growth trajectory. A thor-
ough improvement of the business environment is
needed. A major role will be played here not least
by the reform commissions set up in many fields.
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Central fields of action to strengthen
potential growth

9. The expected improvement in economic activ-
ity in 2026 and 2027 offers a favourable environ-
ment in which to implement structural reforms
and thus to boost potential growth. The Federal
Government is determined to make use of this
phase for structural improvements in the central
aspects of the business environment (cf. Chapter C).

10. A central component of the Federal Govern-
ment’s reform agenda is the reduction of bureau-
cracy and the targeted dismantling of overregula-
tion. In addition to many important simplifica-
tions and detailed relief, this also requires a
fundamentally new mindset in government and
society. In many cases, existing regulations and the
overwhelming number of instruments to attain
specific policy goals need to be questioned and,
where they are not needed, to be removed. Special
restraint is needed when it comes to creating fur-
ther regulations. The introduction of new rules
should be justified by specific and measurable
targets. Many existing regulations also need to be
effectively evaluated and, if no longer necessary,
removed. In this way, legislation is restricted to
those areas where it is actually effective and neces-
sary.

The Federal Government will further accelerate
planning and approval procedures, and will con-
sider the increased use of approval fictions, preclu-
sion rule, a restructuring of federal relations
together with the Ldnder and municipalities, and
reforms of procedural law. In the field of tax-fi-
nanced welfare benefits, the commission for wel-
fare state reform set up by the Federal Government
is developing proposals for modernisation and for
less bureaucracy. The objectives include making
the payment of benefits generally more efficient
by means of simpler legislation and procedures,
and via the merging of benefits (cf. Box 2).

11. The quality of (public) infrastructure is a key
factor for the economy, and is also of great impor-
tance for the equivalence of living conditions and
economic activity. In recent years, however, it has
become clear that deficiencies in infrastructure -
in the form of crumbling roads, inadequate railway
tracks or slow data connections - can put the
brakes on companies and new business models. As
aresult, there is a great need for capital invest-
ment, and both private-sector investment and an
appropriate policy environment will be required
for this.

The Federal Government is responding to these
needs with an investment campaign to modernise
the public capital stock. The Special Fund for Infra-
structure and Climate Neutrality is providing €500
billion, particularly for the modernisation of the
public infrastructure of the Federation, the Ldnder
and the municipalities. The Federal Government is
establishing comprehensive monitoring for the
Special Fund in order to ensure transparency and a
basis for fine-tuning. An investment ratio of 10%
in the core budget will ensure that the impact of
the funds can be additional. The Federal Govern-
ment’s Infrastructure Future Act aims to improve
the efficiency of planning and approval proce-
dures, so that investment in transport infrastruc-
ture in particular can stimulate growth as quickly
as possible. In line with the responsibilities, the
campaign will take place in close partnership with
the Ldnder and municipalities. Significant private-
sector investment can be leveraged in energy and
data infrastructure, and also in housing construc-
tion, for example via the Germany Fund.

12. In particular, regulations governing new tech-
nologies must become more innovation-friendly.
The current rules and regulations, which aim to
avoid risks, are contributing to the fact that research
and innovation in key enabling technologies like
artificial intelligence (Al), genetic engineering and
the medical sector often tends to make progress
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outside Germany. As a consequence, new indus-
tries arise elsewhere, and value creation relocates
out of Germany. For example, there are some
much greater hurdles to the linking of data sets in
Germany than in other EU countries in which the
same General Data Protection Regulation applies.
This means that public bodies have to collect data
several times over, and that administrative pro-
cesses become less efficient.

Innovations and technological advances tend to be
driven by innovative startups. In the international
comparison, Germany is still lagging behind other
leading countries, despite a lively startup commu-
nity. This is shown for example by an international
comparison of “unicorns”, i.e. startups worth more
than a billion dollars. In July 2025, 2.5% of all uni-
corns were based in Germany, far less in per-capita
terms than in the U.S. and Israel, but also lower
than in the United Kingdom or France.

In comparison with the U.S., the much smaller
capital market in Germany and Europe also slows
the growth of young companies, and thus impedes
innovation and productivity. In the case of start-
ups, the potential yields, but also the risk of failure,
are often very high, whilst assets tend to take the
form of patents and non-material assets, rather
than large plant or machinery. Startups therefore
look to capital-market-based forms of financing
rather than bank loans. Not least for this reason,
the Federal Government advocates a deepening of
the Capital Markets Union / Savings and Invest-
ments Union. The measures by the Federal Gov-
ernment also aim to give startups better access to
venture capital so that these can cover their capital
requirements in all the phases of their develop-
ment.

13. A secure, affordable and environmentally com-
patible energy supply, and the concomitant
advances in technology, continue to be a funda-
mental aspect of a competitive economy. Energy
costs in Germany have traditionally been high in
the international comparison. In comparison with
the time before Russia’s war of aggression, electric-
ity and gas prices on the German wholesale market
have however seen further structural increases;
the gap with international rivals like the U.S. and
China has widened further (cf. Chapter C.4). It is
therefore important to undertake immediate
adjustments to ensure greater cost efficiency and
security of supply in a distributed energy system
based increasingly on renewable energy.

The precondition for this is a holistic considera-
tion of system costs, i.e. the sum of the cost for
generation, grids, storage and security of supply.
Full use must be made of the potential to reduce
the costs of the grid expansion. Germany must
press ahead with the digitalisation of the electricity
system and regulatory preconditions for the flexi-
bilisation of electricity demand. This includes the
roll-out of smart meters and the passing on of
dynamic price signals to flexible loads and genera-
tors. The future funding system for renewable
energy will incentivise the new-build and dis-
patching of generating installations in a way that
benefits the system and minimises costs, and will
optimally complement private-sector models like
power purchase agreements (PPAs). Rigorous car-
bon pricing boosts the investment conditions for
renewable energy and also helps to reduce the
need for funding.

The ramp-up of the hydrogen market is crucial in
view of its contribution to making the electricity
system more flexible, to ensuring security of the
energy supply, and to bringing about a competitive
decarbonisation of the industrial, energy and
transport sectors. The hydrogen core network
forms an important basis for a successful ramp-up
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of the market, by incentivising investments in
electrolysers and hydrogen-based technologies
and business models. Ease of planning and cost
efficiency in the course of the ramp-up are to be
increased via more pragmatic legal requirements
for hydrogen and the development of hydrogen
import corridors.

14. The availability of (skilled) labour and the flex-
ibility of the labour market have - on top of the
aforementioned factors - a key influence on me-
dium-term potential output. The expected decline
in the working-age population induced by demo-
graphic factors (cf. Figure 3) will per se result in the
coming years in a further decline in what is already
weak potential growth. This means that, despite
the recent clear fall in the number of vacancies, the
skills shortage continues to be a central challenge.
This is because the parallel reduction of jobs in
certain occupations, sectors and regions, coupled
with an unsatisfied demand for labour in other
fields, is exacerbating the matching problems on
the labour market. Swiftly changing skills require-
ments, particularly due to digitalisation and Al, are
further increasing the challenges posed by match-
ing on the labour market.

Against the background of the demographic devel-
opment, the Federal Government believes it is nec-
essary to reduce existing false incentives and to
provide positive incentives for (more extensive)
employment. This refers to domestic potential,
particularly of women and older people. Here, the
Federal Government has linked the active pension
which entered into force at the beginning of 2026
with the abolition of the so-called pre-employ-
ment ban, thus improving the employment incen-
tives for people beyond statutory retirement age.
In order to promote the gainful employment of
mothers in particular, the Federal Government is
continuing to support the Ldnder with the expan-
sion of all-day child care services and with invest-
ments in creches and kindergartens. Also, the

Federal Government is prioritising the increased
activation of unemployed persons. To this end, the
Federal Government has decided in the Cabinet to
restructure basic security benefits for job-seekers.

Germany remains reliant on substantial migration
of workers. Here, greater consideration must be
given to the socio-economic structure of immigra-
tion and emigration, particularly in relation to
third countries. The Federal Government has
adopted key principles for the establishment of a
digital “Work-and-Stay-Agency” (WSA) in order to
promote targeted immigration of skilled workers
from third countries. The aim of the WSA is to
facilitate the immigration of skilled workers from
third countries via optimised processes, rigorous
digitalisation and - where useful - centralisation.

The burden of taxes and levies on labour, which is
already very high in Germany, is a significant influ-
ence on the overall labour supply. A rising burden
of charges would stifle the supply of labour from
Germany and abroad and - alongside key factors
like high costs for energy and bureaucracy - would
also impact corporate competitiveness. The Fed-
eral Government is therefore aiming at sustainable
financing of the social insurance funds and a stabi-
lisation of the social security contributions. This is
one reason why the Federal Government has set
up several (expert) commissions in the field of
pension provision, health and social care insur-
ance.
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Figure 3: Development of trend total hours worked
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Overall effect of the working-age population (15-74 years)
in the projection period, of which:
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Interpretation aid: In 2026, the rising participation rate contributed positively to trend total hours worked. It contrasts with negative contributions of the declining
working-age population, the declining average hours worked per employee, and the slightly rising unemployment rate. Over all, positive and negative contributions
virtually offset each other, so that trend total hours worked stagnate in 2026. In the coming years, trend total hours worked are likely to see an accelerating decline.

The negative contribution from the working-age population in 2026 consists of the positive effect of net immigration and the larger negative effect of other demographic

At the same time, Germany’s labour market needs
more flexibility. The possibility of flexible adapta-
tion on the labour market can have a positive
impact on the development of labour productivity
and not least - in conjunction with more invest-

ment in education - help with matching problems.
The Federal Government is supporting this with a
number of measures such as the National Skills
Strategy and the Alliance for vocational training
and further education.
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15. In view of the shifts in the international order,
Europe needs to pool its forces, especially in the
field of security policy. However, the most pressing
issue is to further develop the strength of the EU as
a champion of free trade. The EU is respected
around the world as a fair and reliable trading
partner. Use needs to be made of this, and Europe’s
trade relations need to become even more broad-
based. The signing of the EU-Mercosur Agreement
underlines the importance of rules-based trade in
times of geopolitical upheaval. As the largest econ-
omy in Europe, and one of the largest in the world,
Germany will continue to play a leading role in
this regard in the EU and will actively advocate the
expansion of existing and the establishment of
new trading relations.

Specifically, this means swiftly ratifying the agree-
ments which have already been concluded, e.g.
with Mexico and Indonesia, and entering them
into force. The intended agreement with India
offers particularly great potential. Ongoing negoti-
ations with the ASEAN countries of Thailand, the
Philippines and Malaysia, and also with the United
Arab Emirates, are vigorously supported. Progress
on these free trade agreements boosts not only
prosperity in general, but also particularly benefits
export-oriented companies, which are facing
increasing competition on the leading export mar-
kets, the U.S. and China. At the same time, the EU
should continue to make rigorous use of its instru-
ments to protect against market-distorting trade
practices and in the event of sharply rising
imports, e.g. due to global overcapacities (example:
steel) - where this is in the interest of the overall
economy. Any security policy interests must be
considered in the context of the interests of the EU.

In addition to the intensification of trade relations
with third countries, the Federal Government is
advocating the exploitation of potential which has
not so far been adequately utilised within the EU.

Here, the reduction of barriers to trade in the Sin-
gle Market is of the greatest importance; according
to estimates by the International Monetary Fund
(IMF), they are equivalent to tariffs of 44% on
goods and 110% on services (the ECB’s estimates
are 65% and 100%). Also, progress is needed
towards a further deepening of the Capital Markets
Union / Savings and Investment Union, as well as a
28th regime, so that companies do not, as is cur-
rently still the case, have to comply with 27 differ-
ent sets of corporate law. This could make it easier
to realise corporate growth and economies of scale.

The strengthening of the internal market for goods
and services, the ongoing integration of the capital
market, and the conclusion and implementation of
further free trade agreements help Germany and
Europe to return to a higher growth trajectory and
create greater resilience. Here, resilience aims at
the capability of the German economy to absorb
external or internal shocks like financial and trade
crises, and at the same time to adapt to changing
circumstances without lasting losses of potential
growth.

Support structural change, ensure economic
security

16. Germany still has a strong industrial base,
accounting for 20% of gross value added, with
comparative advantages in high-grade manufac-
turing. Large and medium-sized companies, many
of which are managed by their owner, and which
are successful in highly specialised industrial
niches on international markets, are characteristic
of Germany’s economic success. The declining
trend in manufacturing output in recent years is
partly the expression of structural change and
changing demand structures, not least within Ger-
many and Europe, but also has to be understood in
the light of the growing economic security and
supply chain risks.
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In principle, companies themselves are faced with
the need to respond to changing risk patterns, not
least as a consequence of climate change and bio-
diversity losses, in their strategic decisions. How-
ever, viewed in macroeconomic terms, some of the
potential risks considerably exceed the direct costs
to the individual company. In these cases, the state
has a responsibility to ensure economic security
and social cohesion. On the one hand, it is neces-
sary to effectively protect critical infrastructure,
the (widespread) failure of which must be avoided,
and on the other hand there is a need for supple-
mentary instruments to avoid strategic dependen-
cies on raw and basic materials and other critical
goods. Many of the instruments being discussed
must be thought of in European terms. In the
context of public funding measures, the Federal
Government will work towards preferential EU
rules for critical and central strategic sectors and
product groups. In connection with raw materials,
international partnerships and increased extrac-
tion of raw materials in Germany and Europe are
appropriate. The ramp-up of the security and
defence industry driven by growing public-sector
demand should also be used for technical innova-
tion and potential spillover effects for goods which
are not (exclusively) intended for military purposes.

The measures adopted to provide relief from
energy costs improve the preconditions for ener-
gy-intensive value creation in Germany. Alongside
key measures to protect critical infrastructure, the
national Economic Security Strategy will also show
how the Federal Government will handle growing
economic security and supply chain risks.

17. Aregionally balanced economic development
is of key importance if places are to be attractive
for living and working, for social cohesion and for
a lively and resilient democracy. The Federal
Government’s main instrument to achieve this is
the Joint Task “Improving the Regional Economic
Structure” (GRW). Following the restructuring of
the Joint Task, since January 2026 it has offered
numerous incentives for additional investments
to strengthen competitiveness and sustainable
development, whilst at the same time access to
the assistance has been simplified.

18. The Federal Government advocates upholding
and strengthening the level of ambition in global
climate action. In accordance with its Climate
Action Report, the Federal Government expects a
steady fall in greenhouse gas emissions for Ger-
many itself. The aim of an emission reduction of at
least 65% by 2030 appears attainable in principle.
According to section 9 of the Climate Action Act,
the Federal Government is required to adopt a
climate action programme at the latest twelve
months following the commencement of the legis-
lative term. The Federal Government will therefore
be presenting a climate action programme in
March 2026 in order to comply with the provisions
of the Climate Action Act.

Decarbonisation in Germany is reducing depend-
ency on fossil fuel imports. Even if opportunities
can open up for individual companies and sectors
in terms of climate-friendly technologies, an accel-
erated decarbonisation is expected to entail signif-
icant costs for the overall economy. In order to
limit the costs, the Federal Government is sticking
to carbon pricing as a central component of a mix
of policy instruments. Trade in emission allow-
ances basically means that emissions are cut where
this is cheapest. This is also applies to the emission-
intensive sectors of buildings and transport, in
which effective carbon price signals provide a cen-
tral incentive for investments in climate-friendly
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alternatives. This approach is backed by a coherent
mix of policy instruments aiming to address the
regressive effect of carbon pricing and to enable

if possible all groups in society to shift to climate-
friendly technologies. Carbon pricing alone cannot
achieve this. The focus is firstly on the targeted
expansion of grid infrastructure, such as heating
and hydrogen grids, and charging infrastructure
for electric vehicles. Secondly, the Federal Govern-
ment is handing the revenues from carbon pricing
back to the citizens and companies by providing,
for example, unbureaucratic and socially gradu-
ated relief and assistance with housing and mobil-
ity, in order to mitigate social hardships. To this
end, the Federal Government will also utilise fund-
ing from the European Social Climate Fund.

Competitive disadvantages for German firms com-
pared with companies based in countries without
comparable decarbonisation efforts, and the
related danger of carbon leakage, are to be pre-
vented. The main instrument used so far to protect
against carbon leakage in the EU emissions trading
system (EU ETS 1), the free allocation of emission
allowances, is gradually being replaced by the
Carbon Border Adjustment Mechanism (CBAM) for
certain sectors from 2026 onwards. However, the
CBAM does not currently address carbon leakage
risks on the export side. The Federal Government
is calling at European level for the CBAM to be
made more effective and less bureaucratic, and is
backing EU ETS 1 with measures to decarbonise
industry and comprehensive relief for energy-in-
tensive industries.

19. Inrecent years, the Annual Economic Report
has contained a chapter with a number of indica-
tors on aspects of societal well-being. However,
most of the indicators mapped have not shown
any significant movements from one year to the
next. Irrespective of this, the Federal Government
regularly considers further relevant wellbeing and
sustainability indicators in the context of macro-

economic development, beyond the figures in the
national accounts. The German Sustainable Devel-
opment Strategy updated in January 2025, the Fed-
eral Government’s report on poverty and wealth,
and the equivalence reporting all offer an overview
of various relevant indicators of economic, social,
ecological and societal development. At the same
time, this year’s Annual Economic Report also
addresses many aspects of relevance to wellbeing.
Further to this, consideration is being given to how
the justified public interest in a broad considera-
tion of wellbeing can be responded to in future.
The Federal Government will comment and report
on this.
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B. Future-oriented fiscal policy

20. Starting from the difficult macroeconomic
situation, with persistently weak growth, underuti-
lised production capacities and a backlog of public
investment in infrastructure which has mounted
over years, the Federal Government is tackling the
challenges described in Chapter A. It is fundamen-
tally reorienting its fiscal and economic policy
with the following policy: (1) an investment cam-
paign to modernise the public capital stock in
conjunction with (2) comprehensive structural
reforms to improve the business environment,
strengthening innovative capacities and boosting
potential output (cf. Chapter C) and (3) a pro-
growth consolidation of public finances. Tangible
fiscal stimuli derive not only from the spending
from the Special Fund for Infrastructure and
Climate Neutrality and the increase in defence

expenditure, but also from far-reaching tax relief
and the more attractive investment conditions due
to the investment booster. Further to this, the Fed-
eral Government is cutting various levies and taxes
in the field of energy and electricity, and continu-
ing existing relief measures.

Strengthen investment, create necessary relief

21. At the beginning of 2026, fiscal policy at fed-
eral level is clearly expansionary. Up to October
2025, provisional spending rules applied, as no
agreement had been reached in the previous legis-
lative term on a budget for 2025. The provisional
budget rules contributed in 2025 to a renewed
reduction in the structural primary deficit (cf. Fig-
ure 4). On 18 March 2025, the Bundestag adopted a
change to the Basic Law by a two-thirds majority,
restructuring the fiscal policy requirements for the
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coming years. The Federal Government’s expan-
sionary fiscal policy course, which this has made
possible, will primarily have an impact from 2026.
The “financing package” consists of three pillars:

22. Firstly, the amendment of Article 143h of the
Basic Law and the related acts establishing the
Special Fund for Infrastructure and Climate Neu-
trality and financing infrastructure investments
by the Ldnder and municipalities created the
Special Fund for Infrastructure and Climate Neu-
trality. This can be used by the Federation, Ldnder
and municipalities to spend €500 billion over

12 years for additional investment funding in key
areas like energy and transport infrastructure, cli-
mate action and education. The Special Fund is not
subject to the requirements of the debt brake, i.e.
the Federation is taking out additional loans to
finance it. In the context of the EU fiscal rules, in
contrast, the expenditure from the Special Fund
counts towards net spending. The Federation can
only draw on money from the Special Fund if it is
used for additional investments: the additionality
criterion is deemed to be met if the adjusted
investments in the core budget attain a share of at
least 10% of the adjusted total spending. The Spe-
cial Fund is providing €100 billion towards the
Climate and Transformation Fund (CTF), and €100
billion is going to the Ldnder. The Special Fund’s
economic plan for 2026 envisages investments
totalling €39.7 billion in the federal pillar.

23. Secondly, the amendment to Article 109(3) of
the Basic Law and the related Structural Compo-
nents for the Ldnder Act gives the Lidnder, in line
with the federal debt brake, limited scope for
structural borrowing of up to 0.35% of GDP from
2025. This provision takes account of the fact that
the Ldnder also have a great need to invest, and
that no scope for structural borrowing was envis-
aged for the Ldnder when the borrowing rules
were introduced in 2009.

24. Thirdly, defence- and security-related spend-
ing which exceeds a total of one percent of GDP is
exempted from the deficit rules. This sectoral
exemption creates a reliable financial framework
for security-related spending, and also sends a
clear signal for the strengthening of the European
pillar of NATO. The deficit rules apply unchanged
to all other spending from the federal budget.

25. An expert commission commenced work in
September 2025 on the modernisation of the defi-
cit rules. It is tasked with drawing up proposals for
reforms which permit a viable development of
public finances and persistently high investments
in Germany. The final report is expected at the end
of the first quarter of this year.

26. In addition to increasing the level of public
investment and defence spending, the Federal
Government has taken a number of other meas-
ures which will have a stimulating effect on mac-
roeconomic dynamism. In the immediate tax
investment programme, the Federal Government
has reintroduced declining balance depreciation
for movable capital assets at a rate of up to 30%
between 1 July 2025 and 31 December 2027. Fol-
lowing this period, corporation tax will be cut
from 15% to 10% by one percentage point each
year. In the short term, the declining balance
depreciation improves the liquidity position of the
companies; this offers an incentive to bring invest-
ments forward. At the same time, future profits are
less affected due to a lower corporation tax rate,
whilst in parallel to this the tax rate for retained
profits will be adjusted accordingly for non-incor-
porated partnerships. The combination of these
parallel (in time) measures offers a particularly
great incentive to invest. The first cut in the corpo-
ration tax rate since 2008 will also help to reduce
the nominal tax burden on corporations to an
internationally competitive level. At the same time,
the fact that public sector investment will be
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driven over twelve years by the Special Fund will
provide the relevant sectors, such as the construc-
tion sector, with greater long-term planning secu-
rity. Taken together, the Special Fund and the
improved tax framework is therefore likely to
encourage an increase in capacities in the sectors
and thus to significantly reduce the risk that
capacity bottlenecks will lead to price rises in the
various sectors or that real investment will fall
below expectations.

27. The 2025 Tax Amendment Act provides not
least for an expansion of the tax deduction for
mileage travelled from home to workplace to 38
cents from the first kilometre. This measure helps
commuters, and thus enhances spatial flexibility.
The 2025 Tax Amendment Act also aims to support
the catering sector and to avoid distortions of
competition and problems of definition between
food deliveries and on-site consumption by per-
manently reducing the VAT rate on restaurant and
catering services from 1 January 2026; the dispens-
ing of drinks is excepted from this. Also, the second
stage of the Tax Reform Act took effect at the
beginning of 2026. The basic personal allowance
rose by €252 to €12,348; the allowance for children
and child benefit were also increased.

28. For 2025, total (core household, Special Fund
and Climate and Transformation Fund) investment
of nearly €116 billion was planned. The core budget
accounts for around €62.7 billion of this, the Cli-
mate and Transformation Fund for roughly €25.7
billion, and the new Special Fund for €27.2 billion.
In the course of the actual 2025 budget, investment
spending amounted to approx. €86.8 billion (of
which: approx. €55.4 billion in the core budget,
approx. €17.4 billion in the Climate and Transfor-
mation Fund, and approx. €14.0 billion in the Spe-
cial Fund). A further increase in investment is
planned for 2026. Of the envisaged amount of
approx. €129 billion, the core budget accounts for
around €58.4 billion of this, the Climate and Trans-

formation Fund for roughly €22.3 billion, and the
new Special Fund for €48.1 billion (cf. Figure 5).
Following 3.2% in 2025, the public investment ratio
is likely to rise to around 3%2% of GDP in line with
the national accounts definition.

29. The Federal Government is supporting Ukraine
at all levels. The financial support serves the Euro-
pean interest in security and prevents fiscal fol-
low-up costs of a further escalation of the Russian
war of aggression against Ukraine. Furthermore, it
is necessary to prioritise expenditure and to boost
fiscal resilience, both at national level and in the
EU, in order to ensure that it is possible to respond
flexibly in terms of security policy to potentially
rapid changes in geopolitical conditions. At the
beginning of the year, the coordinated activation
of the national escape clause in the Stability and
Growth Pact permitted a targeted temporary flexi-
bilisation of the European fiscal rules to boost
military capacities.

The rise in the public spending ratio to 50.3% in
2025 is partly an expression of higher public
investment, particularly in the maintenance and
modernisation of public infrastructure, and of the
geopolitically necessary additional spending on
defence capability. At the same time, it also reflects
above-average rises in spending in the field of wel-
fare insurance. This is feeding through into
increased contribution rates for health and social
care insurance (cf. Chapter C.5). The rates of taxes
and charges remain roughly constant in 2026, at
23.2% and 40.4% respectively.
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30. The Federal Government has asked commis-
sions in the field of the welfare state to propose
reforms of welfare insurance and, beyond this, in
the field of tax-funded welfare benefits, also to
suggest measures to boost incentives to work and
to improve the effectiveness and efficiency of the
welfare administration (cf. Box 2). There is consid-
erable need for consolidation in the federal budget
for the years from 2027. Furthermore, in the com-
ing years the federal budget will have to handle
structural challenges. Firstly, the changed security
situation necessitates much higher spending on
defence, compared with the low level following the
end of the Cold War (cf. Figure 6). Secondly, the
high level of borrowing and the sharp rise in inter-
est rates since the low interest rate environment
are together resulting in higher spending on inter-
est, which will increasingly restrict the scope for
action in the core budget. Also, the Federation’s
grants to pension insurance will rise further.

31. The European Recovery and Resilience Facility
(RRF) also makes an important contribution to
public-sector investment activity. From 2021, its
funding has been used in the wake of the COVID
crisis in tandem with reforms to boost the resil-
ience and future viability of the economies of the
EU Member States and in particular to progress the
climate-neutral and digital transition. The RRF
runs until the end of 2026. All the EU Member
States must have implemented their national plans
by then.

Germany has so far drawn on three tranches of
funding (in two applications) amounting to €19.8
billion (approx. 65%) of the €30.3 billion in grants
to which it is entitled. The other two tranches, of
approx. €4.6 billion and €5.9 billion, will be drawn
on in 2026.
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The reforms and investments carried out in the
German Recovery and Resilience Plan benefit citi-
zens and companies in areas such as the digitalisa-
tion of public administration, healthcare, educa-
tion and training, expansion of renewable energies
and the modernisation of transport infrastructure
and housing. Areas that have received funding also
include research and innovation for ecological
change as well as microelectronics and communi-
cation technologies.

Prioritising spending and consolidating
while promoting growth

32. Against the background of the currently pro-
jected clear rise in the public-sector debt-to-GDP
ratio in the coming years and of the demographic
development, the Federal Government is aiming
not only at an investment campaign to improve
infrastructure and boost potential growth, but also
at pro-growth consolidation oriented to the medium
and long term. Structurally higher economic
growth not only contributes to higher prosperity,
but itself improves the financial situation of the
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public budgets. In combination with pro-growth
budget consolidation, this will boost the viability
of the public-sector finances. For example, the
effect of reforms of the welfare insurance funds
can be both to consolidate finances and to pro-
mote growth. If, for example, the rise in spending
by the statutory health insurance funds is structur-
ally reduced via efficiency-boosting measures, this
could have positive effects on the supply of labour
(cf. Chapter C.5). An expansion of the gainful
employment of older people not only boosts the
supply of labour, but can also help to relieve the
finances of statutory pension insurance. As a result,
lower contribution rates could provide further
incentives to work. The reduction of subsidies
would entail similar synergies, as in addition to the
induced consolidation, this could also improve the
efficiency of the deployment of resources. The
Federal Government regards the 30th Subsidies

Report adopted in September 2025 as a suitable
basis for the consolidation in the field of financial
assistance and tax concessions.

33. Inits consolidation strategy, the Federal Gov-
ernment is relying not only on economic growth
(cf. Chapter C), but also in particular on structural
reforms. These include the findings of the ongoing
commissions, a critical review of federal tasks, tar-
get- and impact-oriented budget management, the
reduction of material administration expenditures,
job cuts, and rigorous tackling of tax evasion.
International experience shows that long-term
fiscal consolidation which distributes the burdens
widely is especially successful. In this way, one-
sided burdens and regressive redistribution effects
can be avoided. In this spirit, the Federal Govern-
ment is aiming to pursue a generally balanced
package of consolidation measures.

Table 1: Overview of the key fiscal and tax policy measures

_ Description, expected impact and timeline

Fiscal policy measures

1. Defence expenditure: exempted field

The amendment to the Article 109(3), 115 Basic Law, which entered into force on 25 March 2025, exempts defence- and
security-related spending which exceed a total of one percent of GDP from the deficit rules.

Scope of the exempted field in 2026 ff.:

Total exempted field
Amount above 1% of GDP

Status: implemented

2026 2027 2028 2029
in € billion

82.2 92.3 136.3 152.8

57.8 64.2 107.2 1221
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Description, expected impact and timeline
Special Fund for Infrastructure and Climate Neutrality

The amendment of Article 143h of the Basic Law and the related acts establishing the Special Fund for Infrastructure
and Climate Neutrality and financing infrastructure investments by the Ldnder and municipalities created the Special
Fund for Infrastructure and Climate Neutrality. It consists of €500 billion, and can be used over 12 years for investments
by the Federation and the Ldnder in central areas of infrastructure. The Special Fund is not subject to the requirements of
the debt brake. The funding in the Special Fund can only be drawn on if the investment ratio in the core budget, adjusted
for financial transactions, exceeds 10%. The Special Fund is providing €100 billion towards the Climate and Transforma-
tion Fund (CTF), and €100 billion is going to the Ldnder. A target- and impact-oriented evaluation of the spending effi-
ciency of the Special Fund is intended to ensure transparency. The economic efficiency investigations and success moni-
toring envisaged by the Act on the Special Fund ensure transparency and the possibility to steer the spending of the
Special Fund.

Status: implemented
Structural borrowing scope for the Ldnder

The amendment to Article 109(3) of the Basic Law and the related Structural Components for the Ldnder Act gives the
Ldnder, in line with the federal debt brake, limited scope for structural borrowing of up to 0.35% of GDP from 2025.

Status: implemented
Tax policy measures
Tax-based immediate investment programme

The Act on a Tax-based Immediate Investment Programme comprises the following measures:

- Reintroduction and expansion of the declining balance depreciation for movable capital assets at a rate of up to
30% between 1 July 2025 and 31 December 2027
Reduction in the corporation tax rate over five annual steps starting from 2028 of one percentage point each year,
from 15% now down to 10%
Reduction in the rate of tax on retained profits in section 34a of the Income Tax Act to 25% in three stages
Increase in the maximum amount of the assessment basis for the tax-based research allowance from €10 million
to €12 million, and expansion of the eligible expenditure e.g. to additional overheads and other operating costs in
the form of a flat-rate 20% allowance
Introduction of accelerated (arithmetic degressive) depreciation for new battery electric vehicles purchased for
operational reasons
Increase in the gross list price limit for taxation of official cars from €70,000 to €100,000 in order to favour
electric vehicles

The act was adopted in July 2025.
Status: implemented
Tax Reform Act

The second stage of the Tax Reform Act took effect at the beginning of 2026. It comprises the following measures:
Increase in the basic personal allowance by €252 to €12,348, and a shift to the right along the scale for the other
key parts of the income tax tariff — apart from the “tax rate for the rich”

Increase in the child allowance by €156 to €6,828 (€3,414 per parent)
Increase in child benefit by €4 to €259 per child and month

The act was adopted back in 2024.

Status: implemented



I. THE FEDERAL GOVERNMENT’S ECONOMIC AND FISCAL POLICY 27

_ Description, expected impact and timeline

6.

2025 Tax Amendment Act

The 2025 Tax Amendment Act includes the following measures:
Increase in the tax deduction for mileage travelled from home to workplace to 38 cents from the first kilometre
Cut in the rate of VAT on restaurant and catering services, apart from the dispensing of drinks, to 7%
Changes to the laws on not-for-profit entities

The Bundesrat approved the Act on 19 December 2025.
Status: implemented
Minimum Tax Adjustment Act

The Minimum Tax Adjustment Act consists of the following measures:

- Implementation of the OECD Administrative Guidance on the Global Anti-Base Erosion Model Rules of 15 December
2023, 24 May 2024 and 13 January 2025.
Implementation of Directive (EU) 2025/872 amending Directive 2011/16/EU on administrative cooperation in the
field of taxation (DAC9) (which was to be implemented by 31 December 2025).
Implementation of accompanying measures in the Income and Foreign Tax Act, e.g. abolition of the royalty restriction
(section 4j Income Tax Act) and changes to the taxation of controlled foreign companies

The Bundesrat approved the Act on 19 December 2025.
Status: implemented

Private pension provision
Revision of private pension provision

The aim of the Act to Reform Tax-Assisted Private Pension Provision is to encourage more people to make private pen-
sion provision and to give them better opportunities on the capital market. Here, the focus is on the establishment of a
pension provision account without guarantees, the introduction of a standard project, the retention of guaranteed prod-
ucts and further measures for simplification, removal of bureaucracy, and cost reduction. The reform will also mobilise
capital for investments in line with the goals of the European Savings and Investment Union, and is of high priority.

The act was adopted by the Federal Cabinet on 17 December 2025.

Status: adopted by the Cabinet
Early start pension

For 6-18 year-olds, €10 is to be paid each month into an individual capital-based and privately organised pension provi-
sion account. A catch-all solution is envisaged for children whose parents do not open an account. Once the child reach-
es adulthood, further payments can be added to the amount saved. Disbursement is possible once the retirement age is
reached. In addition to providing initial capital for private pension provision, the early start pension leads young people
to the capital market at an early age and thus provides a trigger for more financial education through personal experi-
ence.

The main principles for the implementation and design of the early start pension were adopted by the Federal Cabinet
on 17 December 2025.

Status: adopted by the Cabinet
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Statement on the Annual Report of the German Council of
Economic Experts (here: fiscal and tax policy)

34. The German Council of Economic Experts (GCEE) points out that defence spending has
always exceeded the 1% threshold for debt-financed spending in the past. It says that the possi-
bility of unlimited loan financing weakens incentives for efficient use of finance. Also, it says
that the definition of the expenditure which is exempted from the debt brake is not clear.
According to the GCEE, the threshold for defence spending in the core budget should be raised
to at least 2% of GDP and the exemption for the defence sector should expire in the medium
term, with the sector being returned from 2029 to the core budget in order to improve the
viability of the public-sector finances (Annual Report paras. 137, 492). Once the Special Fund
for Infrastructure and Climate Neutrality has been used, public investment should also be
anchored more strongly in the core budget. Also, says the GCEE, expensive and dubious meas-
ures that have already been adopted (“mothers’ pension”, agricultural diesel, VAT cut for cater-
ing sector, increase in commuter tax allowance) should be dropped in order to consolidate
expenditure; the same goes for existing inefficient transfer payments and subsidies. Finally,
says the GCEE, there is a need for additional structural reforms which boost potential output
(Annual Report paras. 133-140). The GCEE also points urgently to the massive medium- to
long-term need for consolidation (Annual Report para. 139).

The Federal Government believes that the loan-based financing of defence expenditure is justi-
fied in view of the short-term substantial need to strengthen defence and Alliance capability.
The 1% threshold means that a significant proportion of defence spending will continue to be
financed from the core budget, whilst necessary additional needs which have suddenly arisen
in defence policy can be financed by borrowing. The defence budget is to reach approx.

€83 billion as early as 2026, and to rise to around €150 billion in 2029.

The Federal Government agrees with the GCEE’s analysis that the financing bottlenecks in the
financial planning are increasing and can rise to a considerable extent in the coming decade.
In the current financial planning, there is a need to act in 2027 to comply with the deficit rules
regarding approx. €34 billion. This rises to around €64 billion in 2028 and around €74 billion in
2029. Along with the incipient obligations to repay and rising interest payments, this is caused
in particular by the increasing grants to the statutory pension insurance scheme, the assump-
tion into the federal budget of the financing need for the Renewable Energy Sources Act, and
the financial impacts of the measures of the coalition agreement. It is therefore necessary to
address the structural underfunding of the federal budget via substantial consolidation meas-
ures. In the short term, all the federal ministries are called on to identify potential savings of
1% of their spending ceiling, to be implemented in the budget planning for 2027. These savings
must be attained in combination with a rigorous review of tasks and spending, and target- and
impact-oriented budget management. Further measures to consolidate medium- and long-
term spending are needed (cf. Chapter B). The Federal Government has set up the Commission
to Reform the Federation’s Deficit Rules with regard to longer-term safeguarding both of the
viability of state finances and of the level of the necessary investment in infrastructure.
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The Federal Government shares the view that complementary structural reforms are needed to
encourage private-sector investment and to boost productivity growth, and has already initi-
ated some of the measures (cf. Chapter C). The inefficiencies feared by the GCEE in the field

of the promotion of owner-occupied property due to free rider and price effects (Annual
Report para. 134) are deemed to be small, due to the design. Instead, important investment in
climate-adapted infrastructure will be stimulated, thus contributing to the attainment of the
Federal Government’s climate targets.

35. In the view of the GCEE, the reform of the debt brake needs to be completed. It cites the
year-related emergency situation clause as being the central problem. It recommends a transi-
tional arrangement for perhaps three years following an emergency situation in which the
admissible structural deficit may initially remain above the normal threshold and must then be
reliably reduced, perhaps by at least 0.5 percentage points a year or alternatively in a linear
manner back down to the level allowed in normal times within three years. Furthermore, the
GCEE proposes staggering the normal threshold for the annual structural deficit depending on
the debt-to-GDP ratio, so that if the ratio is low, a higher structural deficit is permissible
(Annual Report paras. 569-572).

The Federal Government has set up an Expert Commission to modernise the debt brake; it is to
reflect on and develop potential proposals for a revision of the debt brake. These include the
changes suggested by the GCEE.

36. The GCEE underlines the appropriateness of the Federal Government’s tax-based immedi-
ate investment programme which has entered into force. It says there is likely to be a moderate
rise in investment and thus, per se, a permanently higher level of potential output, and that this
is in line with a strengthening of the economy. The GCEE believes that a further cut in the tax
rates for companies is in principle a way to further improve the attractiveness of doing busi-
ness in Germany (Annual Report paras. 312-313).

In addition to the decision taken to cut the rate of corporation tax and the equivalent adjust-
ment to the preference for retained profits from 2028, the Federal Government is reviewing
further measures for a structural improvement of corporation tax. Taking account of the scope
in the budget, this could be part of a legislative project in 2026. Not least, improvements includ-
ing those suggested by the GCEE regarding section 1a of the Corporation Tax Act are being con-
sidered, in order to make the option model more attractive. The recommendations of the GCEE
(Annual Report paras. 336-338) to stick to the global minimum taxation correspond to the aim
of the Federal Government, which is advocating a fair, reliable and stable international tax
architecture.

37. The GCEE points to further options to reduce distortions in financing decisions. It dis-
cusses the allowance for corporate equity (ACE) and a cash-flow tax as ways to ensure equal tax
treatment for equity-based and debt-based financing (Annual Report paras. 304-308). In princi-
ple, according to the GCEE, financing-neutral taxation principles should be introduced, as the
establishment of financing neutrality would likely lead to clear long-term growth effects and
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would likely be self-financing according to model simulations. At the same time, the GCEE
points to - depending on the design - significantly reduced tax revenues in the medium term
(Annual Report paras. 329-330).

The Federal Government regards the debate about further-reaching options for corporate tax
reforms as valuable in principle, but the specific proposals of an ACE and a cash-flow tax based
on the principle of immediate depreciation as being difficult to implement in terms of the tax
system and - as noted by the GCEE itself - in fiscal terms in the medium to long term.

In the shape of the investment booster, the Federal Government has already introduced accel-
erated depreciation of up to 30% for investments up to 31 December 2027. Further-reaching
(degressive) improvements in depreciation are not feasible at present — not least due to the
budget situation.

38. The GCEE calls for the introduction of a state-supported provision account for the forma-
tion of assets, in which the state support (e.g. employee’s saving allowance, capital-forming
benefits) are merged and which should be able to latch on to the early start pension. It proposes
auto-enrolment with a possible opt-out in order to ensure widespread use (Annual Report
paras. 422-426).

The strengthening of private capital-based pension provision is necessary to make pension
provision less dependent on the demographic development. The Second Act to Strengthen
Company Pensions strengthens the framework for what is still a voluntary establishment and
expansion of occupational pensions. It is being made easier to introduce company auto-enrol-
ment systems. Apart from this, the details of the reform of private pension provision adopted
by the Federal Cabinet on 17 December 2025 are very similar to the proposals of the GCEE.
The Federal Government will take account of the GCEE’s proposals when designing the
planned early start pension.

39. The GCEE recommends with regard to the inheritance and gift tax that the special allow-
ance for operating assets below €26 million be clearly reduced with a view to more equal taxa-
tion. In order to avoid excessive burdens on liquidity, it should be possible to pay off the tax
debt over a lengthy period. Also, it calls for an abolition of the special allowance in the case of
very large companies (>€26 million). According to the GCEE, data from the Federal Statistical
Office in the context of the review of the need for the special allowance show that a mere 45
people benefited from tax relief of €3.4 billion in 2024. It also advocates the introduction of a
one-off “lifetime exempt amount” to replace the exempt amount currently available every ten
years (Annual Report paras. 431-434).

There will be rulings by the Federal Constitutional Court regarding the special allowance for
operating assets.
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C. Six supply-side fields for action and
reform for strengthened growth poten-
tial and greater resilience

40. To strengthen growth, the Federal Government
is focusing on additional investment combined
with comprehensive supply-side reforms. Reforms
are key to strengthening the international competi-
tiveness and resilience of the German economy,
returning to self-sustaining economic growth, cre-
ating good jobs and hence securing prosperity. The
Federal Government’s priorities for economic pol-
icy can be described along the following six fields
for action and reform.

1. Reducing bureaucracy: cutting back on over-
regulation, modernising the state

41. Rule of law and rule-based administration in
German’s and Europe’s economic order are posi-
tive factors for economic activity. At the same
time, implementing the rules, which have become
increasingly complex and dense over the years,
entails enormous costs for both the administration
and other stakeholders subject to these rules.
According to the Federal Statistical Office, the
direct costs of bureaucracy for the economy at the
beginning of the 21st legislative period amounted
to around €64 billion per year (regarding the meas-
urability of bureaucratic costs, see also 2025 Annual
Economic Report, Box 8). However, the implicit
consequences of unnecessary bureaucracy and
overregulation are even more significant and almost
impossible to measure. Bureaucratic burdens tie up
scarce resources and can hamper productivity
growth if, for example, company resources are
shifted from productive activities to the fulfilment
of information obligations. Recent company sur-
veys also regularly identify excessive regulation
and bureaucracy as a key obstacle and, in some
cases, as the biggest obstacle to investment in
Germany. According to the latest job survey by the
Institute for Employment Research (IAB), compa-

nies of all sizes rate their current bureaucratic
expenses significantly higher than those incurred
three years ago (cf. Figure 7). According to their
own estimates, many companies have had to hire
additional staff to comply with legal requirements
and documentation obligations. As a result, 325,000
new jobs for administrative tasks were created
over the last three years.

Releasing resources for productive activities

42. Legislators and regulators pursue certain polit-
ical goals with their standards, such as maintaining
relevant protection standards. However, the way
various requirements and standards interact can
sometimes result in a complex regulatory structure
that hinders economic activity. It is undoubtedly a
challenging task to differentiate between appropri-
ate and proportionate regulation on the one hand
and excessive or disproportionate intervention on
the other. In the past, new rules and obligations
were seldom subjected to a cost-benefit analysis.
In the event of misconduct by individual players,
sanctions should increasingly be resorted to rather
than on regular reporting obligations, without
lowering relevant protection standards. The regu-
latory culture needs to be adjusted, not least in
view of demographic change which is likely to fur-
ther exacerbate existing staff shortages. Instead of
detailed arrangements for individual cases, there is
a need for comprehensible and, above all, practical
regulation based on market-compliant instruments
is needed and, where necessary, adopting one-size-
fits-all arrangements. Where appropriate and legally
possible, cut-off date regulations and approval
fictions should be used to a greater extent. A man-
ageable and efficient bureaucracy is particularly
important for small and medium-sized enterprises
and startups. The extent of unnecessary bureau-
cracy often determines not only the choice of
where to invest, but also whether or not a com-
pany is founded at all, as well as the dynamics of its
business development. In this sense, unnecessary
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by company size class

Answers from companies in Q1 2025, percentage of companies

Source: IAB Job Vacancy Survey 2025, preliminary extrapolation.

Figure 7: Costs of bureaucracy for German companies in 2022 and 2025,
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bureaucracy also distorts competition and hinders
innovation because small and medium-sized
enterprises (SMEs), unlike large corporations, often
do not have the resources needed to cope with
bureaucratic requirements. As a result, it can con-
tribute to cementing existing structures and hin-
dering expansion opportunities for smaller and
young companies.

Focusing on reducing bureaucracy -
in Germany and Europe

43. The Federal Government has set itself ambi-
tious goals for reducing bureaucracy. During this
legislative period, the costs of bureaucracy for the
economy are to be cut by 25%. This includes cut-
ting costs for instance, for training, further educa-
tion and documentation. The Supply Chain Due

Diligence Act will be replaced by a simplified
implementation of the Corporate Sustainability
Due Diligence Directive (CSDDD). Not least, the
Energy Efficiency Act and the Act on Energy Ser-
vices and Other Energy Efficiency Measures will be
amended, simplified and brought into line with
Union law. As part of a ‘Relief Cabinet’, the Federal
Government reported on the relief measures for
businesses, citizens and the administration already
introduced in the first year of the current legisla-
tive period, amounting to over €3 billion in annual
fulfilment costs. It has also adopted an entire pack-
age of measures to make the state and society
more efficient, effective and citizen-friendly.
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These steps underscore the shift towards a practi-
cal and low-cost design of rules and regulations
that give citizens and businesses more freedom for
productive activities. The ministries will be directly
responsible for their contributions towards achiev-
ing the targets in accordance with the principle of
causality and will initiate the necessary measures.
The extension of reality checks to all ministries
will support this. Policy-making should be more
target-oriented by involving stakeholders at an
early stage of the legislative process. In appropriate
workshop formats, specific case scenarios or
investment projects will be examined together
with stakeholders from business and administra-
tion and analysed step by step in order to identify
bureaucratic obstacles and possible solutions from
a user perspective.

44. Arelevant share of the bureaucratic burden is
rooted in EU regulations. Here too, some regula-
tions have become excessively complex and
unnecessarily bureaucratic with a view to the com-
petitiveness of Member States. Where appropriate,
EU rules must be reduced and, where legally possi-
ble, uniform, low-cost regulations must be created
in Member States in order to ease the burden on
businesses. The Federal Government is therefore
committed to substantially reducing unnecessary
bureaucracy while maintaining political objectives
and relevant standards in the EU. It also welcomes
the fact that the European Commission has pre-
sented initial and announced further initiatives to
simplify and reduce bureaucracy. The Federal Gov-
ernment calls for the development of further sim-
plification initiatives for existing legislation. The
Federal Government also advocates legislative
restraint at EU level in order to avoid unnecessary
bureaucracy. The Federal Government welcomes
initiatives that specifically focus on reducing the
burden on SMEs, such as Omnibus I, address,
among other things, reporting requirements in the
context of sustainability and supply chains. The
results of the trilogue negotiations between the

European Commission, the Council of the Euro-
pean Union and the European Parliament on the
Corporate Sustainability Reporting Directive
(CSRD) have the potential to significantly ease the
burden on businesses in the field of sustainability
reporting. Raising the thresholds for CSRD report-
ing requirements to 1,000 employees and turnover
of at least €450 million will exempt many compa-
nies from mandatory reporting. Reporting stand-
ards will be simplified and the Voluntary Sustaina-
bility Reporting Standard for SMEs (VSME) will
create a cap for queries on value chains as a meas-
ure to protect SMEs.

With the CSRD Transposition Act, the Federal Gov-
ernment will create legal certainty and at the same
time fulfil its obligations under Union law. The
Federal Government remains determined to avoid
temporary reporting obligations as far as possible
and to implement the simplifications from the
Omnibus I package as quickly as possible. Further-
more, with this Act, the Federal Government is
transposing the existing CSRD at it stands into
national law with minimal bureaucracy and
refraining from bureaucratic over-compliance.

This requires a fundamental revision of planning,
construction, environmental and (administrative)
procedural law. The Federal Government will also
launch a European initiative to speed up planning
and approval processes, so that infrastructure pro-
jects in particular can be implemented faster and
with legal certainty, and bureaucratic hurdles can
be dismantled.
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45. As part of the Omnibus I legislation, changes
were also made to the EU taxonomy to ease the
burden on companies, for example, by introducing
a materiality threshold and adjusting the Green
Asset Ratio (GAR). Although this will reduce report-
ing burdens for the real and financial sectors, data
collection and underlying classification issues con-
tinue to be too complex. The GAR remains very
restricted in terms of its methodology and has only
very limited informative value; it has yet to be

eliminated and replaced by a meaningful indicator,
as called for by the Federal Government. The
adjustment of the scope of application of the CSRD
by Omnibus I reduces the number of companies
subject to reporting requirements under the EU
Taxonomy Regulation. Furthermore, the Federal
Government will advocate further optimisations
of the EU taxonomy.

Box 1: Modernisation agenda for the state and administration

On 1 October 2025, the Federal Government adopted its modernisation agenda for the state and administra-
tion. This creates within the Federal Government a common understanding of the objectives and priorities for
state modernisation and operationalises the projects so that tangible improvements for people and the econ-
omy can be achieved by the end of the 2029 legislative period.

The agenda and its implementation are intended to help strengthen the confidence among citizens and busi-
nesses in the state’s ability to act. One of the goals is an efficient and effective public administration that
delivers its services quickly and easily. The modernisation agenda focuses on five fields of action that reinforce
each other, ranging from a noticeable reduction in bureaucracy, better regulation, citizen- and business-centric
services, future-oriented personnel development and strategic human resources management right through to

efficiency gains in the federal administration.

For companies, the focus is on a noticeable reduction in bureaucracy and on improving Germany’s attractive-
ness for business. Better regulation, which is to become more enforceable and digital-enabled, will also ensure
a sustainable reduction in unnecessary bureaucracy. Regulation should only take place where it is necessary,

with citizens and businesses at the centre.

Citizen and business-centric services will identify those existing administrative processes that cause unneces-
sary effort and develop appropriate improvements. In addition to simplifications and relief for citizens and
companies, the modernisation agenda contains a wide range of improvements for the federal administration
itself. The focus is on the effective use of new technologies, the further development of the work culture and

dealing with demographic change.

On 4 December 2025, the Federal Chancellor and the heads of government of the Ldnder presented a federal
modernisation agenda that includes additional measures for reducing bureaucracy, faster and digital proce-
dures, better regulation and efficient, resilient and effective government structures.
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Speeding up administrative procedures,
increasing the pace of investments

46. Lengthy planning and approval procedures
lead to delays in planned investments and can ulti-
mately even result in investments being cancelled
in literally all areas of the economy. The capital
stock then becomes less modern, which has a neg-
ative impact on growth in the medium to long
term. Against this backdrop, the Federal Govern-
ment is consistently focusing on speeding up plan-
ning and approval procedures. Here, too, overly
complex regulations will be simplified and imple-
mentation accelerated through solution-oriented
and unbureaucratic approaches.

In view of the often fragmented responsibilities of
the different Ldnder for planning and approval
procedures, the Federal Government and the
Ldnder are continuing the pact for accelerating
planning, approval and implementation adopted
in November 2023 and will implement it by the
middle of the legislative period. In addition, a large
number of new acceleration measures are to be
adopted which are included, among other things,
in the ‘Federal Modernisation Agenda’ adopted on
4 December 2025 at the meeting between the Fed-
eral Chancellor and the heads of government of
the Ldnder.

Given the high demand for new housing and the
need to modernise infrastructure (cf. Chapter C.2),
speeding up planning and approval procedures,
reducing bureaucracy in the construction sector
and lowering construction costs are high priorities
for the Federal Government. The housing con-
struction booster alone is expected to relieve the
burden on the administration, the economy and
citizens by a total of more than €2.5 billion every
year. With the Infrastructure Future Act, the Fed-
eral Government will significantly increase the
efficiency of planning and approval procedures for
transport infrastructure. The Federal Government

is also speeding up planning and approval pro-
cedures in the energy sector to ensure affordable,
reliable and climate-friendly energy supply

(cf. Chapter C.4).

Public procurement law, with its provisions for
public procurement procedures, is an important
lever for the quick implementation of urgently
needed public investment. This specifically applies
to infrastructure modernisation. The Procurement
Acceleration Act will make public procurement
simpler, faster and more digital - in an SME-
friendly way. The law will save the public adminis-
tration and the economy of a combined total of
almost €380 million each year. The security situa-
tion also requires significant strengthening of the
German Armed Forces. This is why the law on
accelerated planning and procurement for the
German Armed Forces, as well as other measures,
will also significantly facilitate and accelerate pro-
curement and the fulfilment of the German Armed
Forces’ requirements. Accelerated awarding of con-
tracts will also benefit the German and European
security and defence industries. By implementing
the Federal Modernisation Agenda, the Rules of
Procedure Governing Supply and Service Con-
tracts Below the EU Thresholds will also be sub-
stantially simplified in 2026, thereby significantly
accelerating public contract awarding processes.

Embracing new challenges in competition policy

47. The relationship between competition rules,
functioning competition and bureaucracy is com-
plex, which means that competition policy in
keeping with the times is also a challenging regula-
tory issue.

One of the guiding principles of the social market
economy is effective and fair competition - driving
innovation and commitment while reigning in
economic power. As an indispensable pillar of
prosperity, effective competition ensures low
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prices for consumers, efficiency and progress. In
this context, competition rules must be continu-
ously adapted to new economic and technological
developments. The growing importance of large
digital platform companies, ongoing structural
change in the economy and increasing demands
for efficient and lean processes call for the contin-
uous development of the antitrust regulatory
framework. At the same time, it is important to
reduce bureaucracy for antitrust authorities, courts
and companies. Against this backdrop, the Federal
Government has announced amendments to the
Act against Restraints of Competition.

The dynamic Al sector also poses new challenges
for the economy and competition policy. While Al
opens up considerable opportunities for produc-
tivity, innovation and competitiveness, its use also

raises fundamental questions about fair competi-
tion, technological sovereignty, environmental
sustainability and a balance between freedom of
innovation and intellectual property protection. In
order to systematically shed light on these issues,
the Federal Government has decided to set up an
expert commission on ‘Competition and Artificial
Intelligence’, which began its work at the end of
October 2025. The commission will develop rec-
ommendations for action to ensure a prosperous
German and European Al economy and techno-
logical sovereignty for Europe.

Table 2: Overview of key measures to reduce bureaucracy

_ Description, expected impact and timeline

Focusing on reducing bureaucracy - in Germany and Europe

10. Sustainability reporting, CSRD, Omnibus I

The CSRD is currently being simplified, and the simplifications agreed at Union level are to be transposed into national

law in the near future.
Status: announced

11. Expansion of reality checks

In the Federal Modernisation Agenda, the Federal Government has agreed that each federal ministry will carry out sever-
al reality checks per year. Reality checks are also to be incorporated into the early stages of the legislative process.

As laid down in the coalition agreement, the Federal Government will continue to carry out ex-post reality checks and
incorporate proposals for measures from these projects into appropriate procedures.

Sixteen ex-post reality checks were carried out in 2025.

Status: adopted
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_ Description, expected impact and timeline

12. Introduction of a ‘one-in-two-out’ rule at EU level

The Federal Government is committed at EU level to introducing the ‘one-in-two-out’ rule by the end of the legislative
period.

We also need ambitious measures to reduce bureaucracy in EU regulations. At EU level, too, the further development of
the ‘one-in-one-out’ rule already in use into a ‘one-in-two-out’ rule will be advocated.

Status: announced

13. Building type E
The planning approach for building type E can and should make residential construction easier, faster and more cost-
effective. Innovative construction projects should be made possible. This should be promoted in public and private hous-
ing construction practice and supported in civil law by the introduction of a building type E contract in the German Civil
Code. This should tie in with the technical building regulations of the Ldnder while only a simple standard should be
required for those areas not covered by the technical building regulations of the Ldnder.
Status: announced

14. Act amending the Supply Chain Due Diligence Act
In order to ease the burden on companies and make implementation easier to apply and enforce, the Federal Cabinet
passed a draft law amending the Supply Chain Due Diligence Act on 3 September 2025. The draft provides that the
reporting obligation regarding compliance with due diligence requirements will be abolished and fines will only be
imposed for serious violations.
This will reduce annual compliance costs for the economy by around €4.1 million.
Status: adopted by the Cabinet

15. CSDDD Implementation Act/Act on International Corporate Responsibility
The CSDDD is currently being amended by the Omnibus I Directive. The Supply Chain Due Diligence Act will then be
replaced by a new Act on International Corporate Responsibility, which will transpose the CSDDD into national law
with minimal bureaucracy and create a level playing field for German companies.
Status: announced

16. Revision of the Energy Efficiency Act and the Act on Energy Services and Other Energy Efficiency Measures
As announced in the coalition agreement, this amendment is intended to simplify the Energy Efficiency Act and the Act
on Energy Services and Other Energy Efficiency Measures and bring them into line with Union law. In addition, the revi-
sion will implement further requirements from the European Energy Efficiency Directive and requirements from the
European Energy Performance of Buildings Directive in the Energy Efficiency Act and the Act on Energy Services and
Other Energy Efficiency Measures at national level. Cabinet approval is planned to be issued by the end of February
2026.
Status: announced

17. Harmonisation of existing Union law
The Federal Government intends to continue to increase synergies and interoperability with existing EU platforms by
the end of the legislative period. This applies, for instance, to the ‘Your Europe Portal’, ‘Interoperable Europe Portal’

and several IT solutions such as EUDI Wallet and EU-OOTS (‘Once-Only-Technical-System’).

Status: announced
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_ Description, expected impact and timeline

18.

19.

20.

21.

Introduction of the small mid-cap company category

According to the European Commission, the introduction of a new company category (known as small mid-caps) could
save companies at least €400 million in bureaucratic costs each year. The new category covers companies with 250 to
750 employees and annual turnover of up to €150 million or an annual net worth of up to €129 million (= three times
the SME definition).

In its fourth omnibus package, the European Commission has proposed amendments to eight legal acts in order to
reduce the administrative burden on companies; simplified EU regulations that currently apply to SMEs are now to be
extended to small mid-caps. The Council and the European Parliament will decide on this proposal in a codecision
procedure.

Status: announced

Concept for reducing bureaucracy in occupational health and safety

This concept aims to reduce the burden on employers without compromising the necessary protection of employees.
SMEs in particular are to be relieved through practical solutions. On 5 November 2025, the ‘Relief Cabinet’ decided
upon the following measures:

The obligation to appoint safety officers will be changed. Depending on the risk situation, SMEs with fewer than

50 employees will no longer be required to appoint a safety officer. This translates into annual savings of around
€135 million.

Dispensable formal requirements in occupational health and safety will be abolished or simplified and modernised
by replacing the written form with text form and/or electronic form. This translates into annual savings of another

€1.5 million.

The entire prevention area in statutory accident insurance will be modernised and digitalised to a greater extent than
before. This translates into annual savings of another €50 million.

Status: adopted

Speeding up administrative procedures, increasing the pace of investments
Federal Government-Ldnder pact to speed up planning, approval and implementation
In 2023, the Federal Government and the Ldnder agreed on a pact that includes acceleration measures in a variety of
areas: energy transition, industry, telecommunications networks, rail networks and road construction, building law and
administrative procedures. The pact is to be implemented by the middle of the current legislative period.
Status: adopted

Procurement Acceleration Act

The Procurement Acceleration Act will simplify, digitalise and, above all, accelerate public procurement, and it will
save the administration and the economy more than €380 million each year.

The Federal Government initiated the Act by a Cabinet decision on 6 August 2025. The Act is currently going through
the parliamentary process and is likely to come into force on 1 April 2026.

The Federal Government is also actively campaigning for significant simplifications in the EU procurement directives,
and public procurement in the EU is to be used in an even more targeted manner as a tool for steering investments to
strengthen resilience.

Status: adopted by the Cabinet
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_ Description, expected impact and timeline

22.

23.

24.

25.

Reform of the Rules of Procedure Governing Supply and Service Contracts Below the EU Thresholds

In addition to the Procurement Acceleration Act, procurement law in the sub-threshold area is to be substantially
simplified and accelerated by 31 December 2026 through a reform of the Rules of Procedure Governing Supply and
Service Contracts Below the EU Thresholds. Deviations specific for individual Ldnder are to be avoided as far as possi-
ble in order to ensure the most uniform application of the Rules of Procedure Governing Supply and Service
Contracts Below the EU Thresholds.

Status: announced
German Armed Forces Planning and Procurement Acceleration Act
In order to strengthen the German Armed Forces, procurement and the fulfilment of the Bundeswehr’s requirements
will be significantly facilitated and accelerated. Together with a steep increase in direct contract value limits for the
German Armed Forces, the Act will relieve the administration of at least €23 million and the economy of around €6.9
million annually. Accelerated awarding of contracts will also benefit the German and European security and defence
industries. The Act is scheduled to come into force in the first quarter of 2026, once the parliamentary process has
been completed.
Status: adopted by the Bundestag
Final settlement of COVID-19 economic assistance
COVID-19 economic assistance measures will be finalised for most companies during the course of this year. A total of
around €76 billion has been paid out for around four million approved applications. All Ldnder have reviewed their spe-
cific COVID-19 immediate assistance measures. In total, just under 90% of the final accounts for the other COVID-19
programmes have been finalised. The remaining reviews are to be completed by the end of next year at the latest. To this
end, far-reaching process acceleration measures have been agreed between the Federal Government and the Ldnder.
Downstream administrative processes, such as instalment payment agreements, will continue beyond 2027.
Status: implemented

Embracing new challenges in competition policy

12th revision of the Act against Restraints of Competition

Key issues in this regard are: (1) a stronger focus of merger control on relevant cases, most notably by raising turnover
thresholds; (2) greater emphasis on the exceptional nature of ministerial authorisation; (3) procedural simplifications.

A ministerial draft bill is scheduled to be presented in the first half of 2026.

Status: announced
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Statement on the Annual Report of the German Council of Economic Experts
(here: bureaucracy costs)

48. As part of the digitalisation of administrative processes, the GCEE proposes automating
information obligations (at least in part), bundling fragmented procedures into one-stop shops
and establishing a central data retrieval system based on the once-only principle. To speed up
approval procedures, increased use of approval fictions is proposed (Annual Report, paras. 656,
657).

The Federal Government aims to strengthen the early stages of the legislative process and to
establish and expand central support centres and centres of excellence for legists. An effective
tool for identifying bureaucratic obstacles and developing solutions are the so-called reality
checks, which have so far been carried out primarily in the form of ‘ex post’ reality checks
and/or will continue to be carried out in the future. In the coalition agreement, the Federal
Government agreed that each federal ministry would carry out several reality checks per year.
In addition, reality checks are also to be carried out in the early stages of the legislative process
(ex ante). The Federal Government will examine the appropriate bundling of administrative
services. The coalition agreement already includes proposals such as the increased use of
deemed approvals, a digital central platform (‘one-stop shop’) and a ‘once-only principle’. In
the case of laws affecting local authorities in planning and approval procedures, the Federal
Government always examines options for further simplification and acceleration.

49 The GCEE criticises the fact that, among other things, non-organised companies are virtu-
ally ignored in the legislative process. A digital participation platform is proposed in this respect.
In order to identify particularly complex application and approval procedures, the GCEE sug-
gests low-threshold user surveys (Annual Report, paras. 667, 668). Greater competition between
administrations is also proposed as a measure to modernise the administrative culture and
improve the quality of administration. Furthermore, management positions should be filled
on the basis of performance rather than seniority (Annual Report, paras. 670, 671).

In the Federal Government’s view, early involvement of non-organised groups in the legislative
process can be achieved specifically by methodically realigning the early phase and expanding
reality checks. On 12 December 2025, the Federal Government also launched a publicly accessi-
ble digital bureaucracy reporting portal (‘EinfachMachen-Portal’ (‘Make it Easy Portal’)) for
reporting bureaucratic obstacles and suggestions for improvement.
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2. Infrastructure: renewing capital stock,
making Germany more attractive for business

50. The quality of (public) infrastructure is a key
location factor and hence essential for the compet-
itiveness and prospective growth of the German
economy. In the medium and long term, addi-
tional public investment in key infrastructure will
also strengthen private investment, productivity
development and ultimately potential growth. The
undisputed need for investment in purely public
infrastructure specifically extends to include the
maintenance and modernisation of transport
infrastructure. However, the expansion of digital
and energy-related infrastructure also requires
substantial investment. The Federal Government
sees further need for investment and action in
areas such as research and innovation infrastruc-

ture (cf. para. (78)), education and childcare infra-
structure (cf. para. (99)) and critical infrastructure
(cf. para. (126)).

51. Against this backdrop, the Federal Government
is pursuing an investment campaign aimed at
modernising and expanding public capital stock in
particular, complementing structural reforms to
strengthen Germany’s economy and private invest-
ment. The establishment of the Special Fund for
Infrastructure and Climate Neutrality (cf. Chapter
B) last year provided the basis for this. The Special
Fund also enables local authorities to make invest-
ments that would otherwise not have been possi-
ble given the considerable financial bottlenecks
that exist. This year, investments in the core
budget, together with the Special Fund and the
Climate and Transformation Fund will increase by

Figure 8: Investment areas of the Special Fund for Infrastructure and Climate Neutrality N
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a further €20 billion compared to 2025 to €118.2
billion (€128.7 billion when including financial
transactions). The funds focus on transport infra-
structure and digitalisation (cf. Figure 8). In com-
pliance with the investment ratio of 10% in the
core budget, the planned investments, which are
financed from the federal pillar of the Special Fund
and the Climate and Transformation Fund, are
additional investments. The reliable public invest-
ment paths created this way enable real capacity
building. In contrast, the high savings require-
ments in the core budget and the Climate and
Transformation Fund, which were the basis of the
previous government’s financial planning, would
probably have led to a reduction in (available)
public investment.

52. With the Infrastructure Future Act, the Federal
Government will significantly increase the effi-
ciency of planning and approval procedures
mainly for transport infrastructure and, in certain
cases, also for energy infrastructure. By simplifying
procedures for the Federal Traffic and Transport
Administration, it will be possible to significantly
increase the number of transport infrastructure
projects that can be planned and brought to
approval maturity. Simplified procedural regula-
tions will lead to significant and sustainable eco-
nomic effects and benefits in the medium and
long term.

53. In order to ensure the overall efficient use of
the Special Fund, eliminate potential investment
bottlenecks and swiftly generate growth momen-
tum, the Federal Government will set up target
and impact-oriented monitoring. The Federal
Government will thereby also create transparency
for citizens and companies regarding the way the
funds are used and what impact this will have. This
will be the basis for further accelerating the plan-
ning and approval of infrastructure projects and
the associated procurement and awarding of con-
tracts. The Federal Government also relies on

external expertise when evaluating the efficiency
of expenditure. The Ldnder and municipal authori-
ties are important partners when it comes to
implementing key investment projects and coordi-
nating federal infrastructure projects.

Transport infrastructure

54. Efficient and reliable transport infrastructure
is essential for international competitiveness and
can have a noticeable positive impact on the
growth trajectory, for instance, by reducing down-
time and making traffic flows more efficient. This
can reduce transport costs and time and increase
productivity in the long term. An improved rail
and road network gives companies access to larger
sales and procurement markets, which promotes
competition and private investment. At the same
time, good transport links facilitate economies of
scale, promote labour mobility and hence regional
value creation, which increases the efficiency of
the labour market.

55. This is why a large proportion of the invest-
ment funds is channelled into the maintenance
and expansion of transport infrastructure. From
2025 to 2029, a total of €167 billion will be avail-
able for this purpose from department budget 12,
the Special Fund for Infrastructure and Climate
Neutrality, and for defence-related infrastructure
from department budget 14, of which approxi-
mately €106.8 billion will be earmarked for federal
railways, around €52.3 billion for federal highways
and around €7.5 billion for federal waterways.
These figures do not yet fully reflect the coalition
committee’s decision of 8 October 2025 to make an
additional €3 billion available in the Special Fund
for motorways and federal highways for the finan-
cial planning period up to 2029.
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Of the total volume, €114.3 billion is to be used
primarily for maintenance measures, €29.1 billion
for expansion and new construction projects and
around €10.4 billion for digitalisation. Parallel to
this there is a three-pillar model consisting of
budget funds, user financing and private capital,
for instance, through public-private partnerships
(PPPs) on a limited scale. To ensure that invest-
ments in transport infrastructure can be imple-
mented as quickly as possible, these will be sup-
ported by a host of measures to speed up planning
and approval (for instance, overriding public inter-
est for many areas of transport infrastructure,
standardisation of construction projects, cf. Chap-
ter C.1 on reducing bureaucracy). In the case of
federal railways, the previous service level and
funding agreement (LuFV III) will also be replaced
by a new service level agreement LV-InfraGO. This
is intended to improve federal control through a
client-contractor principle.

56. Charging remains the most important prerequi-
site for all applications of electric mobility. In its
coalition agreement, the Federal Government has
therefore agreed to expand a comprehensive,
needs-based and user-friendly charging infrastruc-
ture for both passenger cars and trucks. Integra-
tion of charging facilities at depots, price transpar-
ency, technical standardisation, bidirectional
charging and charging at the employer’s premises
are taken into account in this regard. These aspects,
combined with the focus on competition, cost effi-
ciency and security of supply, form the basis for
the 2030 Charging Infrastructure Master Plan. The
Federal Government has funded 19 joint projects
worth over €117 million through the Renewable
Fuels Development funding guideline. Further-
more, the establishment of the ‘PtL Fuels Technol-
ogy Platform’ (TPP) in Leuna is being supported
with €130 million. In this way, the Federal Govern-
ment is strengthening infrastructure for a success-
ful market ramp-up of climate-friendly fuels in the
transport sector.

Digital infrastructure

57. Accessibility, performance and reliability of
digital infrastructure have long been a key factor in
competitiveness and sustainable value creation.
High-quality, efficiently developed digital infra-
structure strengthens an economy’s attractiveness
for private investment. It leads to lower data trans-
mission costs and enables companies to digitalise
their processes. Not least, the success of digital
business models is inextricably linked to the avail-
ability of the necessary infrastructures. In addition,
better connectivity reduces regional disparities,
ensures Germany’s digital participation and sover-
eignty, and brings labour markets together more
efficiently.

58. Against this backdrop, the Federal Government
is pushing ahead with the expansion of digital
infrastructure at a rapid pace. On 30 July 2025, the
2025 Act Amending the Telecommunications Act
and Establishing the Overriding Public Interest in
the Expansion of Telecommunications Networks
came into force. The Act establishes the overriding
public interest in the expansion of telecommuni-
cations networks. It is temporary, applies to both
fibre-optic and mobile network expansion, and is
to be applied without restriction throughout the
country. This is an important decision for acceler-
ating the expansion of telecommunications net-
works.
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59. Figure 9 shows the status and development

of fibre-optic coverage in Germany. Following an
initial phase of relatively sluggish growth, the
momentum of fibre-optic expansion has increased
significantly since mid-2021. Around half of all
households already have a fibre-optic connection
to the building (FTTB) or to the home (FTTH).
Taking all technologies together, gigabit connections
are available to more than three-quarters of house-
holds. In the mobile communications sector, 5G
coverage across the country stands at 95%. Never
before has a mobile communications generation
been rolled out as quickly as 5G.

60. The expansion of digital infrastructure is mainly
carried out on a commercial basis by private tele-
communications providers. State-subsidised
expansion is limited to areas that are not expected
to be served by the market. Commercial expansion
accounts for around 88% of fibre-optic coverage to
date, while subsidised expansion accounts for
around 12%. Especially in urban and semi-urban

I. THE FEDERAL GOVERNMENT’S ECONOMIC AND FISCAL POLICY

areas, market-based expansion prospects exist for
many addresses. In rural municipalities in particu-
lar, a large proportion of the addresses that are not
yet covered will be connected in the foreseeable
future through subsidised fibre-optic expansion.

61. The Federal Government is also focused on
expanding the data centre infrastructure in Ger-
many. Modern data centres are the backbone of
the digital transformation of the German economy
and a fundamental infrastructure requirement for
the development and widespread use of world-
leading Al applications in Germany. The Federal
Government is therefore pushing ahead with the
expansion of Al factories and has set itself the goal
of attracting at least one of the European Al giga-
factories to Germany. It is also preparing a national
data centre strategy and will present an initial
strategy document at the beginning of 2026 with
measures to improve the general framework con-
ditions for data centres.

Figure 9: Progress in the expansion of digital infrastructure
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Energy infrastructure

62. Efficient energy infrastructure is the basis for
secure, affordable and future-proof energy supply.
Substantial investment is needed due to the ongo-
ing transition to a system based on renewable
energy, the associated electrification and sector
coupling and increased requirements for energy
supply security (cf. Chapter C.4). This specifically
affects the electricity grids at transmission and
distribution network level, which must be expanded
and digitalised to integrate new decentralised
generators, loads and flexibilities. Natural gas grids
are being decommissioned, although investments
in maintenance and conversion of the gas grid
infrastructure are still required. In this context,
transport and storage infrastructure must be
developed in preparation for the hydrogen market
ramp-up. The expansion and densification of heat-
ing grids enables a cost-efficient and reliable heat
supply, especially in urban areas. Coordinated and
targeted investments in energy infrastructure
contribute to the efficiency of the overall system
and at the same time to more resilient supply. As a
result, this improves both the carbon footprint and
the quality of the location, facilitates new business
models and enables private investment in energy-
intensive technologies of the future (cf. Chapter D).

63. Apart from the regulatory measures already
introduced by the Federal Government in 2025 to
speed up the expansion of energy infrastructure in
Germany (cf. Chapter C3), the Energy Infrastruc-
ture Fund (part of the Germany Fund) also pro-
vides attractive financing opportunities that ena-
ble urgently needed investments in energy grids
and storage facilities as well as the expansion of
renewable energies. An investment and syndicated
loan in the field of power distribution and heating
grids and the new ‘Renewable Energies Plus’
instrument for the market-driven expansion of

renewable energies supports the financing of a
reliable energy supply. A new instrument to hedge
the risk of geothermal energy exploration is
designed to enable the financing of drilling opera-
tions. In view of the great importance of municipal
utilities in the field of electricity distribution and
heating grids, the Federal Government will also
enter into dialogue with the Ldnder in order to
develop suitable instruments very quickly so that
the necessary equity base for financing is available.
The sound concepts that already exist in some
cases are to be quickly adopted as the ‘German
standard’ in cooperation with the Ldnder. In this
context, the Federal Government is working to
make it easier for investors and energy suppliers to
come together.

Residential construction

64. Sufficient affordable housing, including in
densely populated areas, is not only important for
social reasons, but is also an important prerequisite
for household mobility and can thus facilitate the
spatial allocation of workers to more productive
jobs. The attractiveness of Germany’s economy for
foreign workers can also be permanently increased
by providing available and affordable housing.
Reliable public investment paths can help to build
sustained capacities in the construction industry
(personnel, machinery, innovation).

65. Against this backdrop, the Federal Government
has launched a plethora of measures to actively
strengthen housing construction. The Special Fund
also includes important support programmes. For
example, a budget of around €2 billion is available
for new approvals for the new construction support
programmes ‘Climate-friendly new construction’
(KFN) and ‘Climate-friendly new construction in
the low-price segment’ (KNN). Of this budget, €800
million will be made available under the tempo-
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rary ‘Efficiency House 55 Plus’ subsidy programme and repurposing unused non-residential proper-
to support projects that have already been planned ties. In addition, the construction boom and the

and approved but not yet started - even if they do further revision of the Building Code will ensure
not meet the stricter Efficiency House 40 standard faster procedures so that the available funds will
for primary energy use. The aim is to activate this actually lead to more construction activity (cf.
‘silent reserve’ in the short term. The planned Chapter C.1). The number of housing permits - an
‘Commercial to residential’ subsidy programme is early indicator of housing investment — has risen
designed to provide financial incentives from since mid-2025 (cf. Figure 10).

summer 2026 onwards to create new residential
space and improve energy efficiency by converting

Figure 10: Building permits for residential and non-residential buildings
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Table 3: Key measures for modernising infrastructure

_ Description, expected impact and timeline

26.

27.

28.

29.

Transport infrastructure

Transport investments from department budgets 12, 14 and the Special Fund for Infrastructure and Climate Neu-
trality in existing infrastructure and expansion, including high-performance corridors and digitalisation of the federal
rail network, maintenance of bridges and tunnels on federal trunk roads.

A total of €21.9 billion will be available for rail measures in 2026.

Approximately €16.30 billion is earmarked in the Special Fund for 2026 for transport investments in the federal rail
network, including high-performance corridors, and a total of approximately €62.88 billion for the period up to 2029.
Approximately €2.45 billion is earmarked in the Special Fund for investments in the digitalisation of rail infrastructure
and rolling stock in 2026, with a total of approximately €8.76 billion for the period up to 2029.

A total of €10.97 billion will be available for federal trunk roads in 2026. Investments will primarily be made in the main-
tenance of federal motorways and federal roads. The Special Fund provides investment funds of €2.5 billion each year
from 2025 for the maintenance of motorway bridges and tunnels and, from 2026 up to and including 2029, an additional
€750 million each year for the maintenance of bridges and tunnels in the existing federal trunk road network. Depart-
ment budget 12 will be used for investment in other maintenance measures (specifically road surfaces) as well as expan-
sion and new construction, but also in road safety, noise protection, the expansion of service areas, telematics and bicycle
paths, while Department budget 14 will also be used for the maintenance and expansion of federal motorways.

Status: adopted
Infrastructure Future Act

The Federal Government initiated the act by a Cabinet decision on 17 December 2025.

The act accelerates, digitalises and simplifies the planning and approval of infrastructure projects in the transport sector
and, in some cases, in the energy sector. This will lead to noticeable simplification of legal and administrative procedures
in conjunction with the planning and implementation of infrastructure measures. At federal and Ldnder level, the legal
measures are expected to reduce annual compliance costs for project developers and approval authorities by €10 million.

Status: adopted by the Cabinet

Charging Infrastructure Master Plan 2030

The Charging Infrastructure Master Plan 2030 is the Federal Government’s overall strategy for the expansion of charg-
ing infrastructure for electric vehicles in Germany. The aim is to further develop the framework, usage and investment
conditions in the field of charging infrastructure and to accelerate and simplify its expansion overall. The Charging
Infrastructure Master Plan 2030 includes, among other things, support programmes for charging infrastructure in
multi-party buildings, in depots for commercial vehicles and the further development of fast-charging infrastructure

for electric trucks. The measures are designed to speed up overall expansion, both in urban and rural areas.

Status: adopted

Promotion of renewable fuels

The Federal Government supports the development and innovation of renewable fuels.

It has funded 19 joint projects worth over €117 million through the Renewable Fuels Development funding guideline.

Furthermore, the establishment of the ‘PtL Fuels Technology Platform’ (TPP) in Leuna is being funded with €130 million.

Status: in implementation
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_ Description, expected impact and timeline

30.

31.

32.

33.

34.

Digital infrastructure
Amendment to the Telecommunications Act

The planned legislative process includes amendments to the national Telecommunications Act required by the Gigabit
Infrastructure Ordinance, comprehensive amendments to the requirements for in-building networks to strengthen com-
petition, amendments to simplify and speed up the approval process and/or network expansion as a whole, and other
amendments including those that could not be implemented during the previous legislative period.

Status: announced

2025 Act Amending the Telecommunications Act and Establishing the Overriding Public Interest in the Expansion of
Telecommunications Networks

With the new section 1(1) second sentence of the Telecommunications Act, Germany will remain competitive and enable
its citizens to participate in the digital society. This will definitely boost the nationwide expansion of fibre-optics to every
building and comprehensive coverage with the latest mobile communications standard.

Status: in effect
Copper-to-fibre migration concept

Companies and end customers need transparency as well as planning and investment security for the transition from
copper to fibre-optic infrastructures. The Bundesnetzagentur (Federal Network Agency) has created transparency re-
garding the regulatory process in accordance with section 34 of the Telecommunications Act. In April 2025, it published
and consulted on ‘Impulses for regulated copper-to-fibre migration’. In September 2025, the Federal Government pub-
lished key points for an overall concept for copper-to-fibre migration and submitted them for consultation. At the begin-
ning of 2026, the Bundesnetzagentur will publish a regulatory concept for copper-to-fibre migration. Based on the con-
sultation results, the regulatory concept and further developments with regard to the European Commission’s Digital
Networks Act, the Federal Government will draw up an overall concept for copper-to-fibre migration in spring 2026,
which will be continuously developed.

Status: announced

Broadband funding/Gigabit funding 2.0/gap-closing pilot programme

Since 2015, the Federal Government has provided around €21 billion for broadband expansion, so far benefitting

4.7 million subscribers in 3,900 funding projects. 13,200 schools and 630 industrial estates are currently located in fund-
ing areas. Gigabit funding 2.0, introduced in 2023, has been further optimised. In addition, a pilot programme to close
gaps was launched in mid-2024 and continued in 2025 to complete fibre-optic expansion throughout the municipality.
Status: adopted

Al Gigafactory

The Federal Government is committed to attracting at least one of the European Al Gigafactories to Germany.
Supported by the Federal Government and the EU, a consortium of German partners will then build a unique AI data
centre which will be specifically designed for the development, training and deployment of next-generation AI models
and applications. This will provide companies and government agencies with a trustworthy and secure offering for

the most demanding Al computing requirements.

Status: announced
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_ Description, expected impact and timeline

Energy infrastructure (cf. Chapter C.4)
35. Energy infrastructure fund

Under the umbrella of the Germany Fund, a new energy infrastructure fund will provide financing instruments to enable
urgently needed investments in energy grids and storage facilities, as well as the expansion of renewable energies. In
conjunction with public guarantees, private capital is to be mobilised for the energy transition. An investment and syndi-
cated loan in the field of power distribution and heating grids and the ‘Renewable Energies Plus’ instrument for the mar-
ket-driven expansion of renewable energies will support the financing of reliable energy supply. A new instrument to
hedge the geothermal energy exploration risk is designed to enable the financing of drilling operations.

Status: announced
Residential construction
36. Housing construction booster

The new special provision in section 246e of the German Building Code (housing construction booster) will enable fast-
er housing construction until 2030: Local authorities can dispense with development plans, streamline procedures and
deviate from plans if there is no threat of a significant environmental impact. At the same time, conversion protection for
rental and owner-occupied flats in areas with a tight housing market will be extended until the end of 2030. This is ex-
pected to save the administration, economy and population more than €2.5 billion each year. The housing construction
booster came into force on 30 October 2025.

Status: in effect
37. Revision of the Building Code

The revision of the Building Code supplements the measures of the housing construction booster with key points: It is
designed to speed up the development planning procedure through several measures, including simplification of the en-
vironmental assessment. Furthermore, the process will be digital in future (‘digital first’), and priority will be given to the
construction of new housing in tight housing markets. The revision also strengthens pre-emptive rights in neighbour-
hood protection areas, supports climate adaptation and gives municipalities new scope for action, for example, for green
infrastructure or subsequent urban densification. This will make construction processes more modern, faster and more
resilient, while at the same time improving protection against the effects of climate change and promoting affordable
housing.

Status: announced
38. Social housing

Starting this year, the Federal Government plans to gradually increase federal financial assistance for social housing
construction from last year’s €3.5 billion to a total of €5.5 billion from 2028 onwards. The special programme for young
people’s housing, which includes the construction of residential accommodation for students and trainees, Germany’s
skilled workforce of tomorrow, is to be doubled to a total of €1 billion. The increased federal support will enable the
Lénder to maintain the attractiveness of their funding programmes despite rising interest rates and construction costs.
For the first time, the budget legislator also allocated €300,000 explicitly for advice on housing for trainees for 2025
and also made this sum a permanent item in the 2026 federal budget.

Status: announced
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_ Description, expected impact and timeline

39. Urban development funding/Federal programme for the ‘rehabilitation of municipal sports facilities’

Through urban development funding, the Federal Government supports cities and municipalities in addressing urban
development issues, also by investing in municipal infrastructure. To this end, the Federal Government again provided
€790 million in 2025, matched by the Ldnder. From 2026 to 2028, federal funding will be gradually doubled to

€1.58 billion. One euro of urban development funding leads to an average of around seven euros in additional public

and private investment.

For the 2025 federal budget, the Bundestag has allocated €333 million in programme funds for a new federal programme
for the rehabilitation of municipal sports facilities from the Special Fund. This will replace the previous federal pro-
gramme for the rehabilitation of municipal facilities in the field of sport, youth and culture with a programme limited to
sports facilities. For 2026, the Bundestag earmarked a further €333 million for the programme, as well as an additional
€250 million exclusively for the rehabilitation of municipal swimming facilities and pools.

Status: implemented (increase announced)

Statement on the Annual Report of the German Council of Economic
Experts (here: infrastructure modernisation)

66. According to calculations by the GCEE, the additionality criterion for the use of funds from
the Special Fund for Infrastructure and Climate Neutrality is undermined in the 2025 federal
budget and in the draft for 2026. It says that regular budget expenditure has been shifted to the
Special Fund and funds are being channelled into consumptive expenditure. The GCEE criti-
cises that there is no institutional guarantee of additionality and targeting of funds for the
Lidnder and the Climate and Transformation Fund. As a result, it says, the effect of the Special
Fund on economic growth is significantly lower than if the funds were used entirely for addi-
tional and purely investment purposes. Additionality and targeting should therefore be stepped
up by law by specifying the investment ratio in the core budget. This also applies to budget
implementation, the extension of additionality to the Ldnder and municipalities, a mandatory
transfer of at least 60% of Ldnder funds to municipalities, and ensuring the additionality of
expenditure to achieve climate neutrality in the Climate and Transformation Fund through a
quota for investment expenditure (Annual Report, paras. 125-131, 550).

When considering the calculations by the GCEE regarding the use of funds from the Special
Fund for investment, it should be considered that the comparison with past financial planning
was not adjusted for expenditure-related financial transactions, and nor was the reduction in
the residual global expenditure cut or the need for action in past financial planning taken into
account. Furthermore, the Federal Government’s financial planning guarantees the required
investment ratio of at least 10% in the core budget for the years 2025 to 2029. Individual shifts
of items to the Special Fund serve to ensure that investments for a specific purpose continue to
be made from one item, as provided for in the Federal Budget Code (section 17(5)). It does not
appear necessary or practicable to base the investment ratio on budget implementation. The
legislator has clearly indicated that additionality only applies to the preparation of the budget.
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The result of budget implementation is not known until the beginning of the following finan-
cial year, and failure to meet the ratio therefore cannot be taken into account in the prepara-
tion of the budget.

The Federal Government is not aware of any plans according to which the Ldnder would allo-
cate less than 60% of the funds for investment in municipal infrastructure to which they are
entitled. It expects the funds to be used in addition to and not as a substitute for their own
funds. With regard to programme expenditure in the Climate and Transformation Fund, addi-
tionality is already regulated in section 2 (3) of the Act Establishing a Special ‘Climate and
Transformation Fund’.

67. The GCEE suggests introducing a five-year rolling financial plan for the Special Fund for
the Federal Government and the Ldnder in order to increase transparency and to create a bind-
ing effect and planning security. The GCEE additionally proposes a nationwide project database
for the Special Fund to ensure transparency and traceability regarding the use of funds. With a
view to controlling and auditing fund expenditure, binding monitoring by an independent
body should be carried out at Ldnder level (Annual Report, paras. 118-123).

The Federal Government is endeavouring to collect and evaluate the project data requested by
the GCEE. To this end, the Ldnder have been obliged under the administrative agreement on
the Act on the Financing of Infrastructure Investments by the Ldnder and Municipalities to
provide a digital overview of completed measures. In addition, reporting obligations have been
defined for the Ldnder which enable comprehensive expenditure transparency. Given the need
to implement the Special Fund with minimal bureaucracy, there is currently no perceived need
for a supervisory body.

68. The GCEE proposes establishing a permanent fund for transport infrastructure with its
own revenue stream in order to ensure a predictable stabilisation of future-oriented infrastruc-
ture spending beyond the Special Fund and to incentivise capacity expansion among compa-
nies (Annual Report, para. 553).

With the Special Fund, the Federal Government has taken a key step towards modernising
transport infrastructure. The Federal Government shares the goal of stabilising expenditure on
transport infrastructure. Such stabilisation is conceivable via several models based on interna-
tional examples. Furthermore, budgetary law already allows for long-term contracts and hence
investments via commitment appropriations.

69. In order to ensure an appropriate level of spending on education in the long term, the
GCEE proposes a statutory minimum investment quota for education at Ldnder level, with the
Federal Government taking on a coordinating role (Annual Report, para. 554).

The implementation and financing of educational programmes are primary responsibilities of
the Ldnder. Minimum quotas cannot be permanently controlled via the Special Fund due to its
limited term and cannot be implemented outside the Special Fund due to the budgetary auton-
omy of the Ldnder under financial constitutional law. Minimum quotas impose expenditure
requirements regardless of actual investment needs, so that the appropriateness of measures is
of secondary importance.

51
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3. Innovation: creating scope for startups and
(new) technologies

70. Technological progress is a key driver of rising
labour productivity and hence fundamental to
potential growth and competitiveness. However,
productivity growth in Germany has slowed struc-
turally in recent decades (cf. Chapter B). In an inter-
national comparison, and particularly compared
with the United States, Germany shows below-
average momentum even though productivity
levels in Germany remain high by international
and European standards. The U.S,, for example, has
seen significantly faster labour productivity growth
than Germany since 2000 (cf. Figure 11). However,
one should consider that the specific growth differ-
ence depends on the choice of base year. Since 2019,
the productivity level between Germany and the
U.S. has been increasingly diverging.
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71. Various factors can be cited for the lag in pro-
ductivity growth, particularly in comparison with
the U.S,, including lower investment in intellectual
property than in an international comparison,
weaknesses in the transfer of research results into
marketable products and a decline in corporate
momentum in recent decades, which has slowed
down the reallocation process. Research and devel-
opment (R&D) spending in Germany is less focused
on disruptive and growing technologies with a
broad impact and more on established, so-called
mid-tech industries. According to studies, around
85% of private R&D investment in the U.S. in 2022
went to high-tech industries, whereas in Germany
approximately 57% of all private R&D expenditure
was spent on mid-tech industries and only 37% on
high-tech industries.
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Align legal and tax frameworks to promote
innovation and technology

72. In global competition, Germany must become
more attractive as a location for innovation, and
(technical) progress must be easier to apply so that
innovative companies and future value creation
are attracted to and retained in Germany. The con-
siderable gap between investment in the U.S. and
that in Europe, for example, in the field of artificial
intelligence, can be attributed not least to the very
different regulatory frameworks. Refraining from
additional regulation and limiting bureaucracy to
the necessary minimum (cf. Chapter C.1) also helps
to boost the innovative strength of Germany’s
economy. At the same time, many federal laws lack
legal flexibility and openness to innovation. Inno-
vative companies need a legal framework that ena-
bles new ideas and solutions rather than standing
in their way. This is why the Federal Government
passed the Regulatory Sandboxes Act in 2025. The
act establishes overarching framework conditions
for regulatory sandboxes in order to facilitate the
temporary testing of innovative technologies and
business models under real-world conditions
through a uniform and innovation-friendly
approval process. Through the structured transfer
of knowledge from the regulatory sandboxes to
legislation, the act also supports the efficient trans-
fer of innovations to the market and the formula-
tion of practical regulation (regulatory learning). In
addition, the Federal Government is committed to
establishing experimentation clauses on a broad
basis in specialist legislation in order to give com-
panies in a wide range of innovation fields greater
freedom to experiment and to stimulate innova-
tion. For each new law, it examines whether an
experimentation clause is necessary and whether a
regulatory sandbox is legally permissible for the
specific purpose.

73. In keeping with the principle of innovation,
innovation-friendly framework conditions also
require that the opportunities offered by new pro-
cesses and technologies be sufficiently taken into
account in regulations designed to avert potential
risks. Otherwise, there is a risk that technological
developments will be driven forward in other eco-
nomic areas, while hardly any new value is created
in Germany and Europe. This is why the Federal
Government is ensuring that the European Al
Regulation is implemented in an innovation-
friendly and unbureaucratic manner with lean
structures. At EU level, too, the Federal Govern-
ment is committed to a framework that is condu-
cive to innovation and growth, for example, in the
development of practical and clear guidelines,
practical guides and downstream legal acts relating
to the Al Regulation, as well as in the context of
the Al Omnibus negotiations for targeted simplifi-
cations in the field of AI. With a view to future-
oriented and competitive framework conditions
for Al the expert commission ‘Competition and
Artificial Intelligence’ has begun its work (cf. para. (8)).

74. With the tax-based immediate action invest-
ment programme, the Federal Government is also
increasing the attractiveness of tax concessions for
research on a broad basis. From 2026, research-
based companies will benefit from an increase in
the maximum eligible assessment basis from cur-
rently €10 million to €12 million and from an
expansion of the scope of eligible expenses (cf.
Chapter B). At the same time, the Federal Govern-
ment is specifically strengthening small and medi-
um-sized enterprises through business-friendly
transfer instruments for SME-oriented innovation
and digitalisation funding (such as the Central
Innovation Programme for small and medi-
um-sized enterprises (ZIM), Industrial Collective
Research (IGF), the INNO-KOM programme, as
well as the network of Digital Centres for small
and medium-sized enterprises and the Cybersecu-
rity Transfer Office for small and medium-sized
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enterprises of the SME Digital funding priority).

In 2026, the Federal Government plans to adopt a
transfer agenda as a holistic and strategic approach
to strengthening and accelerating transfer.

75. A strong and efficient financial centre is a cru-
cial prerequisite for Germany’s competitiveness.
The Federal Government has therefore initiated
various legislative projects at national level -
including the Act to Promote Private Investment
and the Financial Centre and the Banking Direc-
tive Implementation and Bureaucracy Relief Act -
in order to strengthen Germany as a financial cen-
tre and, in particular, to mobilise more private
investment (cf. para. (147)).

Strengthening startups and scaleups as drivers
of competition and innovation

76. Startups have a central role to play when it
comes to adopting and disseminating new tech-
nologies, exerting pressure for innovation in estab-
lished markets and strengthening the competitive-
ness of the German economy. The number of new
startups has recently risen again. However, due to a
lack of financing options and insufficient depth in
the German and EU capital markets, including for
growth financing, many companies are dependent
on foreign capital for larger financing rounds.
Some are even relocating their business activities
abroad. In order to facilitate the establishment and
growth of innovative companies, improvements in
the startup ecosystem and the legal framework are
necessary. Whilst further simplification of startup
processes in line with the ‘Schneller Griinden’
(Starting up Faster) project initiated by the Federal
Government and support for spin-offs from
research institutions are required, startups must
also have easier access to venture capital in all
phases. In spring 2026, the Federal Government
plans to adopt a startup and scaleup strategy with
the aim to further improve financing conditions
for startups and scaleups, promote spin-offs from

research institutions and universities, reduce
bureaucracy and simplify the startup process, give
greater consideration to startups when it comes to
procurement and competition, attract and retain
skilled workers, strengthen startups in the field of
security and defence, promote cooperation
between established companies and startups, and
support networking and the visibility of the Ger-
man startup ecosystem. Since the beginning of the
legislative period, the Federal Government has
already launched a number of measures to support
startups. With its Startup Factories, it supports the
development of regional startup ecosystems in the
vicinity of universities and research institutions
with a strong track record of founding new com-
panies in order to further increase the number and
quality of science-based spin-offs and accelerate
the development of startup ideas from the labora-
tory to scaling. With its Germany Fund, it helps to
facilitate access to capital for startups, scaleups and
small and medium-sized enterprises.

Boosting innovation and application in
mainstream technologies

77. Especially in a highly dynamic international
environment characterised by diverse technologi-
cal disruptions and geopolitical shifts, innovative
capacity is a key factor in securing long-term com-
petitiveness. Germany is well positioned in
research and in the use of innovative technologies
in established industries. However, broad-based
innovations and technologies are particularly
important for strong, cross-sector productivity
effects. With the High-Tech Agenda Germany
(HTAD), the Federal Government is realigning its
research, technology and innovation policy in
order to achieve greater value creation, competi-
tiveness and sovereignty. The agenda focuses on
six key technologies with a central economic lever-
age effect: artificial intelligence, quantum technol-
ogies, microelectronics, biotechnology, fusion and
climate-neutral energy generation, and technolo-
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gies for climate-neutral mobility. These key tech-
nologies are of particular importance. They can
contribute not only to future economic growth,
but also to the necessary safeguarding of techno-
logical sovereignty in view of geopolitical tensions.
The aim is to significantly increase Germany’s
innovative and economic strength by investing in
these technologies and attracting top international
researchers, for example, through the “1.000-Kop-
fe-Plus’ (1,000 plus heads) programme. This is to be
achieved through faster research, development
and exploitation (transfer) of technologies and by
consistently focusing on developing and expand-
ing technology capacities in Germany and Europe.

78. To implement this, the Federal Government
has adopted a series of flagship measures in the
High-Tech Agenda Germany: in order to improve
the availability and usability of Al capacities, the
Federal Government is committed to attracting at
least one of the European Al Gigafactories to Ger-
many, which is specifically suited to the develop-
ment, training and deployment of next-generation
Al models and applications. With a second funding
phase for Al service centres, the services will be
expanded. They are primarily designed to give
small and medium-sized enterprises and startups
access to Al computing power, Al models and soft-
ware tools. The planned IPCEIs (Important Projects
of Common European Interest) on Al and distrib-
uted data processing infrastructure are designed to
support the development of basic technologies and
sector-specific models for industrial Al, as well as a
sovereign decentralised computing infrastructure
in Europe for sensitive and real-time-relevant
cloud and Al applications. The Federal Govern-
ment is thereby creating the infrastructural foun-
dations for the company-specific application of Al
across the German economy and strengthening
productivity and competitiveness.

79. With the microelectronics strategy adopted in
October 2025, the Federal Government aims to
increase Germany’s attractiveness as a location for
microelectronics, as well as the technological sov-
ereignty and resilience of Germany and Europe.
This includes, among other things, a new edition
of the European Chips Act and the strengthening
of the transfer ‘from lab to fab’ In this context,
Germany is working with other Member States to
establish the AST (Advanced Semiconductor Tech-
nologies) IPCEI with a focus on areas such as artifi-
cial intelligence, photonics and advanced packag-
ing.

80. The Federal Government is promoting research
into future communication technologies in order
to specifically support and expand research and
development in the field of 6G in Germany. The
aim is to closely integrate science with structures
for technology validation, industrial cooperation
and startup support, and to intensify research
transfer in cooperation with industry. For this pur-
pose, a 6G research roadmap will be published and
implemented in the strategic research field of
security and defence research, which is part of the
High-Tech Agenda Germany.

81. Space travel and space applications are proving
be an important innovation engine for the econ-
omy as a whole. Through technology transfer and
spin-offs, they have a major impact on other sec-
tors of the economy. This is one of the reasons why
Germany is providing ESA with €5.4 billion from
the federal budget. This record sum represents an
increase of around 30% and will finance around a
quarter of ESA’s budget for the years 2026 to 2028,
making Germany the largest contributor to the
ESA. At the ESA Ministerial Council meeting in
November 2025, the member states agreed on
ESA’s overall programme for the next three years.
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82. The space programme for innovation and
international cooperation is designed to comple-
ment the ESA programme. It supplements ESA sci-
ence missions with contributions, carries out bilat-
eral and multilateral projects with international
partners and has an internationally visible impact.
It promotes German industries in their competi-
tion within ESA and the EU.

Table 4: Overview of key innovation policy measures

_ Description, expected impact and timeline

83. In addition, the Space Innovation Hub (SIH) is
currently being established as an investment initi-
ative. Investments in national space infrastructure,
such as developments in the field of space travel in
Germany that are necessary for civil security, are
designed to strengthen science and industry,
including the German New Space scene. The
framework for the SIH was created at the begin-
ning of 2025 and is being continuously developed.

Better policy environment for innovation

40. Regulatory Sandboxes Act and Federal Experimentation Act

On 19 May 2025, the Federal Government adopted the draft Regulatory Sandboxes Act. It anchors regulatory sandboxes
as an important instrument for promoting innovation in legislation with clear definitions, innovation-friendly approval
procedures, a binding regulatory sandboxes innovation portal and structured knowledge transfer.

The draft act is to be supplemented in the parliamentary process by specialist experimental clauses to create a Federal
Experimentation Act in order to provide more specific scope for experimentation. For this purpose, and in addition to the
results of the public consultation, an ideas competition was held in August 2025 for the Ldnder and municipalities, in
particular to identify practical needs in the field of administrative simplification and bureaucracy reduction.

Status: adopted

41 Review of experimentation clauses in the Federal Government’s legislative process

To ensure that new specialist experimentation clauses are incorporated into specialist legislation on a broad basis and
become a standard instrument in legislation, the digital review of the need for experimentation clauses in all new draft
legislation has been mandatory since May 2025. Furthermore, the Committee of State Secretaries on ‘State Modernisa-
tion and Bureaucracy Reduction’ will work to further strengthen the use of opening and experimentation clauses in fed-
eral laws. The effectiveness and steering effect of the digital experimentation clause review will also be increased

through the establishment of control instruments.

Status: implemented

42. Pilot operation of the regulatory sandboxes innovation portal

The regulatory sandboxes innovation portal was launched in May 2025 as a central digital point of contact for stake-
holders interested in and involved in regulatory sandboxes. It bundles advice, networking and a map function to facili-
tate the practical implementation of regulatory sandboxes, specifically for startups and SMEs. The portal also forms
the central interface between business and legislation, collecting information on legal obstacles, requirements for
new experimentation clauses and results of practical tests, and passes this on in a structured form to the authorities
responsible for legislation. This enables new experimentation clauses to be formulated in a practical manner and laws
to be adapted quickly on the basis of knowledge gained from regulatory sandboxes. The Federal Government will
evaluate the pilot operation and further develop the support services on this basis.

Status: implemented
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_ Description, expected impact and timeline

43.

44,

45.

46.

47.

Freedom of Innovation Act

As a lever project of the Federal Government’s modernisation agenda, the Freedom of Innovation Act is designed to
create more scope for innovative approaches, making research funding easier, faster and more digital.

Status: announced
Act on Improved Access to and Use of Data for Research (Research Data Act)

The Research Data Act aims to better exploit the innovation potential of public sector data for research, society and
politics, thereby strengthening Germany’s attractiveness and competitiveness as a science hub. At the heart of the act
are legal foundations that grant private and public research a right to more and linked public sector data for research
purposes.

Status: announced
Innovation-friendly implementation of the AI Regulation

The Federal Government is committed to ensuring that the implementation of the AI Regulation - both at national
and EU level - is innovation-friendly and involves minimal bureaucracy, that fragmentation of market supervision is
prevented, and that companies are provided with testing opportunities and a central service point. The Federal Gov-
ernment is pursuing this approach primarily through the Act Transposing the AI Regulation into National Law, which
envisages a central role for the Bundesnetzagentur in the regulatory and supervisory structure and stipulates that at
least one regulatory sandbox for Al must be set up and operated by the Bundesnetzagentur. The Al service desk of the
Bundesnetzagentur already supports companies, authorities and organisations in implementing the AI Regulation in
Germany.

The Federal Government is also pursuing an innovation-friendly and low-bureaucracy approach in its efforts to
achieve targeted simplifications in the field of AI within the framework of the European Digital Omnibus presented by
the European Commission on 19 November 2025 and the Digital Fitness Check. These and other measures will lead to
noticeable relief for companies and increase their innovative capacity, especially for startups and SMEs.

Status: announced
Strengthening startups and scaleups
Germany Fund

The Germany Fund was launched in December 2025, providing a framework in Germany that makes it easier for private
and municipal companies to invest on a large scale in Germany. The Federal Government is providing public funds and
guarantees amounting to around €30 billion for this purpose. This is expected to trigger total investments of around
€130 billion. Key areas in which the Germany Fund is intended to stimulate private investment are industry and small
and medium-sized enterprises, venture capital and energy infrastructure. These include, for instance, major future in-
vestments in new technologies and production facilities, the expansion of renewable energies, heating and electricity
grids, but also the extraction of raw materials and the financing of innovative technologies in the fields of deep tech,
artificial intelligence (AI) and biotech, as well as the development of solutions to strengthen defence capabilities.

Status: implemented
Startup Factories (EXIST)

With the Startup Factories (XSF) flagship competition, ten regional, excellence-oriented startup ecosystems with
international appeal will be established close to startup-friendly universities and research institutions in Germany
from October 2025. As entrepreneurial entities, these Startup Factories will be at least 50% privately financed. The
Federal Government is supporting the programme with a grant of up to 50% (maximum of €10 million per Startup
Factory for a period of five years). The aim is to further increase the number and quality of science-based spin-offs and
to significantly accelerate the startup journey (“from the founding idea in the laboratory to scaling up”).

Status: implemented
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_ Description, expected impact and timeline

48.

49.

50.

51

52.

Growth Fund II

Last year, the ‘Growth Fund I’ umbrella fund was designed to mobilise institutional investors for the venture capital
asset class. It is scheduled to start fundraising in early 2026. This new fund builds on the highly successful Growth
Fund Germany (volume: €1 billion). Two-thirds of this fund will be financed privately and the remainder will be
financed in particular with Future Fund resources. The Future Fund is also to participate in Growth Fund II with up
to €200 million.

Status: announced
Act to Promote Private Investment and the Financial Centre

The act was passed by the Bundestag on 19 December 2025 and aims to promote private investment, particularly in
infrastructure and renewable energies, as well as in smaller companies and startups. It is part of the immediate action
programme agreed by the Federal Government on 28 May 2025.
The act focuses on measures to improve financing conditions for companies and to make Germany a more competitive
financial location, including:
- Improving financing opportunities for small businesses and startups, also through the implementation of the ‘Growth
and Innovation Capital for Germany’ (WIN) initiative
Promoting investment by funds in renewable energies and infrastructure
Measures to reduce bureaucracy in the financial market sector
Location-friendly implementation of EU capital market legislation

Status: adopted by the Bundestag
Promoting innovation in mainstream technologies
Al service centres

The Federal Government’s four Al service centres provide the infrastructure needed to give small and medium-sized
enterprises and startups in particular access to AI computing power, Al models, data, software tools and supporting
services, thereby promoting the transfer of Al into practical applications.

Following successful interim evaluation, the Al service centres were approved for a second funding phase in 2025.
The aim of the second funding phase is to expand the services and further develop the centres into self-sustaining
institutions.

Status: implemented
IPCEI Artificial Intelligence

The IPCEI on Artificial Intelligence (AI) aims to develop basic technologies and sector-specific models for industrial Al
for instance, for autonomous production or autonomous driving. Germany initiated an expression of interest procedure
in December 2025. Specific approval under state aid law is expected by the end of 2026. Formal approvals are expected
to be granted in early 2027.

Status: implemented
IPCEI Distributed Data Processing Infrastructure

As part of the IPCEI Distributed Data Processing Infrastructure (IPCEI-CIC), plans are in place to establish a sovereign
decentralised computing infrastructure in Europe for sensitive and real-time cloud and AI applications. The IPCEI-CIC
complements both the research-oriented IPCEI on artificial intelligence and planned investments in large-scale central
data processing capacities. Specific approval under state aid law is expected for early 2027. Over the coming years, the
Federal Government plans to invest a total of up to €1.5 billion in the IPCEI Artificial Intelligence and the IPCEI Edge
Computing Infrastructure. This will be supplemented by private-sector investments of at least the same amount.

Status: announced
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_ Description, expected impact and timeline

53.

54.

55.

56.

57.

IPCEI Advanced Semiconductor Technologies (AST)

The Federal Government is pursuing the goal of focused development of the local semiconductor industry. This includes,
among other things, promoting the transfer ‘from lab to fab’, also using the instrument of the IPCEIL Germany is partici-
pating in the establishment of the IPCEI AST together with 14 other member states. The aim is to specifically address
key technological areas in the microelectronics sector. The first phase of topic-finding and defining the objectives of the
IPCEI was completed in 2025. The focus will be on fields such as artificial intelligence, photonics and advanced packaging,
in addition to sensor technology, power electronics, communication technologies and equipment/tools. In Germany, the
expression of interest procedure was initiated at the end of 2025. By the end of 2026, the steps necessary for implement-
ing the IPCEI are to be completed and first funding approvals granted.

Status: announced
EU Chips Act ‘APECS’ pilot line

A pilot line will be set up at the Microelectronics Research Factory under the EU Chips Act by 2029. It will expand tech-
nological capabilities in advanced packaging, geared towards the needs of the microelectronics and user industries.

With a predicted €100 million per year in R&D projects with industry, additional value creation of over €1 billion per year
is expected. The measure is being financed with €750 million from the Federal Government, eight Ldnder and the EU.

Status: in effect
Funding measure under the European Chips Act

The European Chips Act (ECA), which came into force in 2023, enables the promotion of innovative and large-volume
production facilities in the EU. The aim is to increase the security of supply of semiconductors and the resilience of value
chains in Europe. Accordingly, the Federal Government is already promoting settlements such as that of TSMC in
Dresden. Funding under the ECA continued in 2025. Twenty-six projects in the field of microelectronics were selected
to receive funding approval during the course of 2025 or in the first half of 2026.

Status: in effect
Quantum computing challenge

In order to take a significant step towards at least two high-performance quantum computers, a mission-driven compe-
tition is being held to develop hardware for quantum computing. In addition, research infrastructures and pilot lines

are being established. The planned competition includes clear milestone planning and consistent implementation moni-
toring. Projects will start in 2026.

Status: announced
6G research roadmap

With its broad-based 6G research initiative in the field of mobile communications, the Federal Government has already
invested around €500 million in R&D projects for the 2021 to 2025 period. The new 6G research roadmap will further
sharpen the strategic focus of the 6G research initiative for the period from 2025 to 2030. It focuses on the research and
development of secure, trustworthy and resilient communication technologies in light of global and geopolitical chang-
es. The 6G research roadmap is an important step towards Germany’s technological sovereignty in the field of mobile
communications, it strengthens the underlying innovation and value chains, enables novel socially relevant applications
and secures the competitiveness of the German economy. First implementation projects will start in January 2026.

Status: in effect
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_ Description, expected impact and timeline

58.

59.

Promoting fusion on the way to a power plant

With the ‘Germany on the way to a fusion power plant’ action plan adopted by the Federal Cabinet on 1 October 2025,
the Federal Government is setting the course for the world’s first commercial fusion power plant to be built in Germany.
As part of the High-Tech Agenda Germany, the Federal Government plans to invest more than €2 billion in fusion re-
search and the development of a fusion ecosystem by the end of this legislative period.

Status: in effect

Federal Research Centre for Climate-Neutral and Resource-Efficient Construction

The foundation and establishment of a Federal Research Centre for Climate-Neutral and Resource-Efficient Construc-
tion (BFZ) together with the founding Ldnder of Saxony and Thuringia and with the involvement of other Ldnder.
Through decentralised, cross-Ldnder networking and an interdisciplinary research approach, the BFZ will close research
gaps and promote the consistent transfer of innovations into construction practices with a broad impact. The Federal

Government will establish the BFZ with the involvement of existing national scientific institutions.

Status: adopted

Statement on the Annual Report of the German Council of Economic
Experts (here: productivity, equity capital and research funding)

84. The GCEE states that, within the framework of the financial package, investments in digital
transformation are particularly necessary. In order to take on a leading role in Al and achieve
cost-reducing economies of scale, such large investments would have to be coordinated across
Europe (Annual Report, paras. 735ff., 771). It also emphasises that companies cannot use Al if
they do not invest enough in internal digitalisation (Annual Report, para. 772).

The Federal Government points out that considerable funds are earmarked for digital transfor-
mation under the Special Fund, in particular for digital infrastructure, distributed data process-
ing and Al The Federal Government agrees with the GCEE that internal digitalisation measures
are a precondition for the effective use of state-of-the-art digital technologies. As part of the
planned IPCEI on Al and edge compute infrastructure, SMEs should also be given easier and
non-discriminatory access to state-of-the-art Al technologies and data processing capacities
through open-source solutions.
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The Federal Government is contributing to the necessary Europe-wide coordinated invest-
ments in digital infrastructure through IPCEIs. It is also committed to attracting at least one of
the European Al Gigafactories to Germany. In order to give SMEs and startups in particular
access to Al computing power and models, the Al service centres are entering a second funding
phase.

85. The GCEE calls for the pooling of resources for venture capital funding across Europe, sup-
port for the creation of a pan-European stock exchange, and the centralisation of supervision
at the ESMA (European Securities and Markets Authority) and the EIOPA (European Insurance
and Occupational Pensions Authority) (Annual Report, paras. 201-206).

86. The Federal Government also considers improved access to venture capital to be important
and supports both national and pan-European programmes to this end. The creation of a com-
mon pan-European market segment could be useful for growth companies seeking to go
public. Centralising financial market supervision should have clear added value for market
integration and effective supervision, while avoiding additional costs and bureaucracy. The
GCEE highlights tax incentives for R&D due to their considerable effectiveness, targeting and
technology-openness. In this context, it considers the further expansion of the research allow-
ance under the immediate investment programme to be a positive step and recommends fur-
ther administrative relief, particularly with regard to extensions and the documentation
requirements for existing subsidy and promotion measures. It also advocates an expansion of
the loss carryback in terms of both amount and time in order to strengthen high-risk invest-
ments (Annual Report, paras. 331-333).

In addition to broad-based project funding such as the Central Innovation Programme for
SMEs (ZIM), the research allowance is an important tax instrument for promoting R&D and is
being continuously developed on the basis of comprehensive evaluations. However, when it
comes to possible improvement options, it should be considered that the state aid rules of the
General Block Exemption Regulation (GBER) currently impose particularly strict limits. This is
way in a public consultation by the European Commission the Federal Government has
endorsed the possibility of a blanket settlement of eligible costs. Improving tax loss carry-for-
ward is in principle a suitable way of avoiding disadvantages for high-risk investments. Exten-
sive improvements have already been implemented with the Growth Opportunities Act. A
more far-reaching expansion and an extension to trade tax could exacerbate cyclical fluctua-
tions in tax revenue and pose enormous challenges, particularly for financially weak munici-
palities.

61
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4. Energy: Cutting the costs of the energy
system, ensuring security of supply

87. Energy is a key factor of production for the
economy and is indispensable across almost all
stages of value creation for industrial, commercial
and private activities. A secure, affordable and
environmentally sustainable energy supply,
together with the associated technological
advances, therefore constitutes an important foun-
dation for a competitive and future-oriented econ-
omy. In an energy system that is increasingly based
on renewable energy, this foundation must be
strengthened through forward-looking energy pol-
icy frameworks and market-based instruments.
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88. Since the energy price crisis triggered by Rus-
sia’s war of aggression, wholesale prices for natural
gas, oil and coal, as well as for electricity, have
declined significantly. As a result, companies with
low electricity cost intensity that have benefited
from the abolition of the EEG surcharge only since
1 January 2023 (i.e. not previously through other
relief mechanisms) are now paying electricity prices
comparable to those before 2021. On average, how-
ever, end-consumer prices for commercial gas and
electricity customers in Germany remain at a higher
level, particularly compared with key international
competitors such as the United States and China
(see Figure 12). To provide short-term relief from
high electricity and gas prices, the Federal Govern-
ment adopted a comprehensive Immediate Action
Programme last year (see Chapter D).

prices shown.

Source: IEA.
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Figure 12: Development of end-use prices for the industry in international comparison
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Data refer to electricity consumers with an annual consumption of 2 to 20 GWh and gas consumers with an annual consumption of 100,000 to 999,999 GJ, excluding VAT
and other refundable taxes and levies. Cost-reducing measures that do not directly affect price formation (such as indirect cost compensation) are not reflected in the
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89. Despite continued pressure on energy prices,
energy supply in Germany remains secure. The
high level of security of supply constitutes a key
advantage for production and economic activity in
Germany. The reliability of electricity supply,
measured by the System Average Interruption
Duration Index (SAIDI), remains at an internation-
ally leading level. The filling requirements for gas
storage facilities, which the Federal Government
adjusted in spring 2025, were met for the winter of
2025/26 through market-based means. However, to
maintain a high level of security of electricity sup-
ply in an increasingly decentralised system based
on renewable energy, additional investments in
dispatchable capacity and further flexibility options
are required. Continued intensive monitoring of
the gas supply situation remains essential. In early
July 2025, the Federal Government downgraded
the alert level under the Emergency Plan for Gas to
the early warning level.

Increasing flexibility in the electricity system
and optimising investment conditions

90. The monitoring report on the status of the
energy transition, published last autumn, provided
a comprehensive assessment of expected electric-
ity demand, security of supply, grid expansion, and
other key areas of the energy system. In addition to
highlighting the discrepancy between current elec-
tricity demand trends and demand scenarios com-
patible with climate targets, the findings under-
score the need for greater cost efficiency and a
more holistic perspective on the electricity system.
Central to this is a system-oriented interaction
between renewable energy, dispatchable power
plants, and flexibility options (such as electricity
storage, electric vehicles, heat pumps with storage,
and more flexible industrial demand) together
with the grid. This systemic perspective is pre-
sented and further developed in the System Devel-
opment Strategy. The Federal Government’s objec-
tive is to make the energy transition more efficient

from a system-wide perspective. Key measures
identified include, in particular, increasing the
flexibility of the electricity system, the system-ori-
ented and cost-efficient expansion of renewable
energy and the grid, digitalisation, and support
schemes more strongly focused on efficiency.
Low-bureaucracy structures as well as clearly
defined rules and guidelines are intended to pro-
vide reliable investment conditions. In addition,
strengthening the EU internal energy market is
essential to enable efficient and secure cross-
border energy exchange.

91. In the past year, installed photovoltaic capacity
increased by 16.5 gigawatts, reaching a total of

117 gigawatts. The interim target for photovoltaic
expansion of 128 GW by 2026 is therefore within
reach. Additions in offshore wind energy in 2025
amounted to around 0.5 gigawatts. Installed onshore
wind capacity rose by 4.6 gigawatts, surpassing

68 gigawatts. In addition, auctions in 2025 awarded
projects with a total capacity of around 14.5 giga-
watts, and more than 21 gigawatts of onshore wind
capacity were approved. This is expected to posi-
tively influence the expansion of onshore wind
energy, as well as the competitive environment
and cost structure of future auctions. With renew-
able energy accounting for 58% of gross electricity
consumption (2024: 54.4%), the Federal Govern-
ment is on track to increase its share to at least
80% by 2030. To achieve this target, even under
tight fiscal conditions, further expansion must be
carried out in an even more efficient manner. In
the past year alone, the Federal Government sup-
ported the generation of renewable electricity
under the Renewable Energy Sources Act with
spending of approximately €16.49 billion. To fur-
ther improve the efficiency of future expansion,
the Federal Government will continue to enhance
the investment framework for renewable energy in
line with European requirements. At the same
time, future expansion must be better synchro-
nised with grid development. A comprehensive
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amendment to the Renewable Energy Sources Act,
maintaining auction volumes governed by the Act
at their previously ambitious level, is intended to
include measures to optimise system costs and to
support the market-based expansion of renewable
energy, including the introduction of a new invest-
ment framework.

92. The trend of linear growth in installed electric-
ity storage capacity continued overall in the past
year, although the proportion of home storage
systems in new installations has shifted towards
large-scale battery storage. To increase demand-
side flexibility, the accelerated roll-out of smart
meters and the use of dynamic electricity tariffs
remain key. As of 30 September 2025, the Federal
Network Agency reported 2,029,979 installed smart
metering systems, including 941,170 mandatory
installations. On average, the 20% target set for the
end of 2025 under the Act to Relaunch the Digitali-
sation of the Energy Transition has already been
exceeded. Acceleration efforts in grid expansion
over recent years are showing results: in 2025, the
Federal Government granted approval for nearly
2,500 km, representing a further increase in
approvals compared with the previous year; rela-
tive to 2021, the number of approved kilometres

in 2025 was eleven times higher. Expanding elec-
tricity supply and grid infrastructure, together
with measures to increase demand-side flexibility,
can help to dampen upward pressure on wholesale
electricity prices.

93. The report on the monitoring of security of
the electricity supply, published in September
2025, concludes that market-based security of elec-
tricity supply is ensured provided that energy pol-
icy objectives, particularly regarding the expansion
of renewable energy, grid development and
increased flexibility, are achieved, and that addi-
tional dispatchable capacity of around 22 GW is
built by 2035. The Federal Government has agreed

arange of measures with the European Commis-
sion to safeguard electricity supply, which will also
contribute to meeting Germany’s target of climate
neutrality by 2045. Auctions for 12 GW of new dis-
patchable capacity are to be launched as early as
this year, thereof a long-duration requirement will
apply for 10 GW of this capacity. This can be
ensured among others by modern and highly effi-
cient gas-fired power plants. All gas-fired power
plants will be H,-ready, and an additional auction
segment is intended to incentivise the early con-
version of 4 GW of gas-fired capacity to hydrogen.
This will be complemented by technology-neutral
auctions in 2027 and 2029/2030, which together
are intended to ensure security of supply in 2031.
From 2032 onwards, a technology-neutral capacity
mechanism is to guarantee security of supply.

Hydrogen and heat: setting the policy frame-
work for market ramp-ups

94. The ramp-up of the hydrogen market is of cen-
tral importance due to its contribution to flexibil-
ity in the electricity system and energy supply
security, owing to its favourable transport and
storage capabilities, as well as its pivotal role in the
competitive decarbonisation of the industrial and
transport sectors. To create substantial market-
based demand, hydrogen costs must be reduced in
the early phase of the ramp-up, including through
pragmatic regulatory requirements and optimised
import corridors. The hydrogen core network,
being developed on the basis of the statutory frame-
work established by the Federal Government, can
play an important steering role and provide incen-
tives for investment in electrolysers and hydrogen
storage facilities. Initial hydrogen core network
pipelines went into operation in 2025 as planned,
covering a total length of around 525 km. To ensure
a reliable hydrogen supply for Germany, the
Federal Government is also accelerating the devel-
opment of a diversified import infrastructure,
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consisting of an interconnected German and
trans-European hydrogen transport network, pipe-
lines to potential supplier countries, and import
terminals for maritime transport of hydrogen and
hydrogen derivatives. The swift and targeted
implementation of the European Gas and Hydro-
gen Internal Market Package establishes a compre-
hensive regulatory framework for this market in
national law. This includes planning procedures
for the future of gas networks and unbundling
requirements for gas and hydrogen network oper-
ators. This creates the necessary planning and legal
certainty for the stakeholders concerned, in par-
ticular network operators, energy suppliers and
end consumers. The Hydrogen Acceleration Act
will simplify, digitalise and accelerate approval and
award procedures for infrastructure projects along
the entire hydrogen value chain.

95. District heating networks provide a cost-effi-
cient and reliable heat supply for businesses and
consumers, particularly in urban areas. To acceler-
ate the expansion and decarbonisation of district
heating networks, the Federal Government will
adjust the legal and investment framework. To this
end, the current market framework, in particular
the Ordinance on General Conditions for District
Heating Provision and the Heat Supply Ordinance,
is to be fundamentally revised. The objective is to
establish a reliable market framework that incen-
tivises investment and enables legally secure refi-
nancing, while at the same time reducing bureau-

cratic burdens for companies and contributing to
attractive district heating offerings for customers.
Since the Heat Planning Act entered into force on
1 January 2024, heat planning has become firmly
established nationwide as a core instrument of the
transition in the heating sector. Around half of all
municipalities in Germany have either started heat
planning (45%) or already completed it (8%). In this
process, systematically usable waste heat potentials
are also being explored. The Geothermal Energy
Acceleration Act simplifies and digitalises approval
procedures for geothermal installations, heat pumps,
thermal storage facilities and heat pipelines, and
will thereby significantly shorten approval proce-
dures and reduce administrative burdens.
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Table 5: Overview of key energy policy measures

_ Description, expected impact and timeline

60.

61.

62.

63.

64.

Energy system costs and security of supply
Accelerated permitting for renewable energy and electricity grids for the implementation of RED III

The provisions of RED III on accelerating permitting procedures for renewable energy and electricity grids have been

implemented through several legislative acts:

a) Offshore wind energy and electricity grids: a key element is the introduction of acceleration areas for offshore wind
energy and infrastructure areas for transmission grids, distribution grids and offshore grid connection lines. In these
acceleration and infrastructure areas, approval procedures for offshore wind farms and grid projects are simplified, as
environmental impact assessments, Habitats Directive compatibility assessments and species protection assessments
are waived.

b) Onshore wind energy: a central element is the designation of ‘acceleration areas’ for onshore wind turbines, includ-
ing associated energy storage at the same site. Following amendments to the Federal Building Code and the Spatial
Planning Act, projects within these areas can be approved under simplified and accelerated procedures pursuant to
the new provisions of the Wind Energy Area Requirements Act.

c) Geothermal energy (see Measure 65)

Status: implemented
Amendment of the Renewable Energy Sources Act

A comprehensive amendment of the Renewable Energy Sources Act is intended to incorporate measures derived from
the findings of the monitoring report on the status of the energy transition published in September 2025, aimed at opti-
mising system costs and strengthening the market-based expansion of renewable energy. These measures are expected
to encompass the introduction of a new investment framework, closer synchronisation of renewable energy expansion
with grid expansion, an expansion of the obligation for direct marketing, and resilience auctions in accordance with the
Net-Zero Industry Act (NZIA).

Status: announced
Biomass Package

The so-called Biomass Package adopted last year provides for significantly increased auction volumes in favour of this
technology, prioritisation of plants supplying heat, and improved incentives for flexibility under the Renewable Energy
Sources Act. On 18 September 2025, state aid approval for this package was granted, allowing the provisions to apply to
bioenergy auctions from the auction date of 1 October 2025 onwards. With a total of €7.9 billion in additional funding
over the full funding period, this package provides a future outlook for many installations, particularly heat-based plants,
enabling them to participate in the electricity market in a flexible manner, complementing wind and solar generation,
support electricity grids during peak loads, and reduce strain on the grid during feed-in peaks.

Status: implemented
2026 amendment of the Offshore Wind Energy Act

The amendment of the Offshore Wind Energy Act aims in particular to optimise the cost aspects of offshore wind energy
development and to further develop the auction system in compliance with European law.

Status: announced
Federal Requirements Plan Act

Additional projects from the 2023 Network Development Plan were not incorporated into the Federal Requirements
Plan Act during the previous legislative period. The Federal Government therefore aims to update the Act in a timely
manner to ensure continuous grid expansion. This increases security of supply and system stability while improving cost
efficiency by limiting grid expansion costs to what is necessary, reducing redispatch costs, and avoiding delays that would
result in a break in continuity. The need for further expansion beyond this is currently being reassessed in the forthcom-
ing 2025 Network Development Plan.

Status: announced
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_ Description, expected impact and timeline

65. Act Amending Energy Industry Law to Avoid Temporary Generation Surpluses

This Act introduces measures to address the challenges arising from temporary generation surpluses. Renewable energy
has now entered a new phase in which it has become the leading source of electricity. In future, renewable energy, to-
gether with dispatchable power plants, is to gradually assume responsibility for the entire electricity supply. As a result,
renewable energy installations, including smaller installations, must increasingly take on greater responsibility and be
fully integrated into electricity markets. The envisaged changes relate in particular to direct marketing, the controllability
of renewable energy installations and the corresponding control capabilities of network operators, the handling of nega-
tive prices, and improvements to the economic viability of the smart meter rollout. (adopted and entered into force on 25
February 2025)

Status: in effect
66. Further development of the grid connection regime

In light of grid connection requests for large-scale battery storage facilities amounting to triple-digit gigawatt capacities,
the current grid connection regime in Germany is under review. In particular, the first-come-first-served principle ap-
pears no longer appropriate in view of this development. It may be advisable to raise the quality requirements for grid
connection requests in order to enable the responsible network operators to distinguish between serious and less prom-
ising projects.

By clarifying that large-scale battery storage facilities are not covered by the Ordinance on the Connection of Power
Stations to the Networks and the fast-track grid connection procedures provided therein, pressure has been somewhat
alleviated in the short term. Beyond this, from the Federal Government’s perspective, there remains a general need for
action to accelerate and simplify procedures for connecting to the electricity grid. Transparency of processes and plan-
ning certainty for grid connection applicants should be improved. Procedures should be digitalised and a queue manage-
ment system introduced, while keeping bureaucratic burdens as low as possible. A draft bill is to be presented in the first
quarter of 2026.

Status: announced

67. Act Amending the Energy Industry Act to Strengthen Consumer Protection in the Energy Sector and to Amend Further
Energy Law Provisions

This Act serves the implementation EU consumer law in the energy sector. The provisions introduced into the Energy
Industry Act strengthen the position of consumers, for example by obliging suppliers serving residential customers to
hedge against significant price spikes. In addition, consumer participation in the energy market and the energy transition
is facilitated through the introduction of rules on the shared use of renewable energy, known as energy sharing. The Act
also contributes to secure grid operation by clarifying the provisions on increased utilisation of existing transmission
networks, and to accelerated planning by introducing a legal presumption as to the continued validity of planning docu-
ments and expert opinions. Amendments to the Metering Point Operation Act are intended to further advance the smart
meter rollout. Furthermore, a transitional arrangement for closed customer supply systems (“Kundenanlage”), including
tenant electricity models, has been established under which existing closed customer supply system are not to be treated
as networks until the end of 2028. A regulation compatible with EU law is to be developed in order to ensure legal certain-
ty for the future operation of configurations that previously fell under the definition of closed customer supply system.

Status: implemented; EU-compliant solution for closed customer supply system announced.
68. Launch of the Transfer Initiative for Energy Innovations and new living labs for the energy transition

To strengthen the transfer of research results into practical application, funds from the Special Fund for Infrastructure
and Climate Neutrality are being used. These funds support both the development of usable energy infrastructure
through innovation and the strengthening of research infrastructure:

From 2025, the Geothermal Exploration Initiative will be launched and continued in 2026. From 2026 onwards, research
and innovation competitions addressing the transformation of infrastructure, as well as demonstration projects for ener-
gy infrastructure, will be initiated (for example for existing neighbourhoods, district heating networks, cyber resilience
and high-temperature superconductivity).

In addition, new living labs for the energy transition will be launched in 2026 to test energy innovations in a systemic
context and at real-world scale. This will generate operational experience with new technological solutions and
strengthen the confidence of investors and users.

Status: adopted
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_ Description, expected impact and timeline

69.

70.

71.

72.

73.

Draft bill on the implementation of the (revised) Power Plant Strategy

For reasons of security of supply and system security, new dispatchable capacity should be incentivised promptly. The
Federal Government has agreed with the European Commission to tender 12 GW of new dispatchable capacity this year.
Together with additional capacity from subsequent tenders, this is intended to secure supply in 2031. In 2027, a compre-
hensive capacity mechanism will be adopted to ensure long-term security of supply from 2032 onwards. Following
submission of the draft bill, the Power Plant Strategy will still require final approval from the European Commission
under state aid law.

Status: announced
Technology-neutral capacity mechanism

Following the Power Plant Strategy, a comprehensive, technology-neutral capacity market for all dispatchable capacity
(power plants, storage facilities, flexible loads) will be introduced by the end of 2027. This market will secure electricity
supply from 2032 onwards. The capacity mechanism will ensure the long-term expansion of dispatchable capacity,
beyond the auction volumes of the Power Plant Strategy. It will also fully integrate flexibility and storage, to the extent
that they contribute to security of supply.

Status: announced
Amendment of the Cogeneration of Heat and Power Act

The ongoing evaluation of the Combined Heat and Power Act is expected to be completed in early 2026. Building on the
findings of this evaluation, an amendment to the Act is planned for the first half of 2026. Key challenges include improv-
ing funding efficiency, strengthening incentives for flexibility, and ensuring effective interaction between the Act and the
planned capacity market.

Status: announced
Hydrogen market ramp-up
Establishment of a hydrogen core network

The hydrogen core network is intended to form the foundation for the ramp-up of the hydrogen economy in Germany.
The transport network will connect production and consumption centres, as well as storage facilities and import points.
Initial core network pipelines are planned to enter operation in 2025 (a total of around 525 km), with further expansion
proceeding gradually over the coming years. Approval of the core network was granted in October 2024 by the Bundes-
netzagentur (Federal Network Agency) based on legal provisions established by the Federal Government.

Digital platform: Since 15 November 2025, individual pilot operators of the hydrogen core network can submit applications
for the approval of hydrogen core network pipelines via a digital application and approval platform, which allows pilot au-
thorities to process these applications entirely digitally.

Status: adopted
Hydrogen Acceleration Act

This is a comprehensive law designed to accelerate and prioritise various facilities for the hydrogen ramp-up. The Act
addresses the entire hydrogen supply chain - production, import, storage, and transport of hydrogen. It introduces
specific instruments to significantly expedite procedures, including clear deadline rules, reduced administrative review
requirements, comprehensive digitalisation provisions, and simplified tendering procedures. In addition, the extrac-
tion of natural hydrogen is facilitated. Facilities and pipelines falling within the scope of the Act are deemed to be of
overriding public interest, giving hydrogen infrastructure projects particular weight in permitting decisions. (Federal
Cabinet, 1 October 2025)

Status: adopted by the Federal Cabinet
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_ Description, expected impact and timeline

74.

75.

76.

77.

78.

Cross-sector certification of hydrogen

In accordance with RED III and the Gas and Hydrogen Directive, Germany is required to establish a mass-balanced
certification scheme for renewable and low-carbon hydrogen to provide legally secure evidence of the relevant sus-
tainability characteristics. The Federal Government is currently working on the necessary legislative amendments,
which will be incorporated into the Energy Industry Act (EnWG) amendment for the implementation of the Gas Mar-
ket Directive through the relevant framework legislation, which will be reflected in the register of guarantees of origin.
Parallel to this, the relevant statutory ordinance is being drafted to create a central legal definition for different types
of hydrogen. The authorisation to issue ordinances for green hydrogen under section 93 Renewable Energy Sources
Act is to be repealed. The implementation of the certification scheme, as well as a corresponding register for the is-
sued certificates, will be administered at the German Environment Agency, together with the guarantees of origin and
the certificates under the 37th Ordinance on the Implementation of the Federal Immission Control Act.

Status: announced
Revision of the Energy Industry Act to implement the EU Gas and Hydrogen Internal Market Package

The EU Gas and Hydrogen Internal Market Package, which entered into force on 4 August 2024, consisting of Directive
(EU) 2024/1788 and Regulation (EU) 2024/1789, further develops the European regulatory framework for the gas
market and, for the first time, establishes a comprehensive regulatory framework for the emerging hydrogen market.
Implementation is taking place through a comprehensive amendment to the Energy Industry Act (EnWG). The amend-
ment contains numerous provisions on market design and infrastructure regulation, including unbundling, network
access and connections for gas and hydrogen networks, as well as access to hydrogen storage and terminals. Central
elements include rules on the future of gas networks and the development of hydrogen networks, particularly at the
distribution network level.

Status: announced
Heat supply
Amendment of the Ordinance on General Conditions for District Heating Provision

The general conditions for commercial heat supply set out in this Ordinance are to be comprehensively modernised
and further developed. This aims to provide a reliable legal framework that facilitates the appropriate pass-through

of costs for investments in the decarbonisation of generation facilities and district heating infrastructure, enabling the
long-term refinancing of these costs through district heating tariffs in a legally secure manner. In doing so, the inter-
ests of both consumer protection and energy suppliers are to be carefully balanced. Heat prices should be fair, trans-
parent and affordable for both customers and tenants, ensuring that district heating becomes an attractive supply
option. Price supervision is to be strengthened to support this objective.

Status: announced
Resource risk insurance for geothermal projects

Geothermal deep drilling involves high upfront investments combined with significant geological and technical risks.
These investment barriers are to be mitigated through geothermal resource risk insurance. Drilling can be financed via
a KfW promotional loan, which does not have to be repaid in the event of unsuccessful drilling (non-resourceful).
Repayment in such cases is covered by a risk partnership between the Federal Government and the insurance sector.
With around €50 million in budget funds and guarantees of up to €600 million, over €2 billion of investments in the
decarbonisation of heat supply can be mobilised within three years.

Status: implemented

Geothermal Acceleration Act

The Act serves to simplify and accelerate approval procedures for geothermal facilities, heat pumps (of all types and
sizes), heat storage systems and heat pipelines. Procedures are digitalised and subject to short deadlines. Targeted
amendments to relevant sectoral legislation remove practical barriers. The Renewable Energy Directive (RED III) is

being implemented ambitiously.

Status: implemented
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_ Description, expected impact and timeline

79. Amendment of the Heat Planning Act

Simplifications in heat planning, particularly in data processing and for small municipalities, are currently under inter-
nal review. A short-term amendment is planned to ensure that as many municipalities as possible benefit from these

simplifications.

Status: announced

5. Labour supply: improving incentives, reform-
ing social systems

96. The declining economic performance since
2022 is increasingly reflected in the German labour
market. The unemployment rate averaged 6.3% in
2025, up from 6.0% in the previous year, represent-
ing the highest annual figure since 2015, according
to statistics from the Federal Employment Agency.

Following a peak in job vacancies in 2022, the total
number of vacancies recorded by the Institute for
Employment Research (IAB) fell to 1,033,000 in the
third quarter of 2025, the lowest level since 2020
(see Figure 13). Changes in vacancies, job losses
particularly in the manufacturing sector, and shift-
ing skill requirements due to digitalisation and
artificial intelligence are contributing to increased
uncertainty compared with previous years. None-

Figure 13: Number of job vacancies
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theless, with around 46.0 million employed per-
sons, the average annual employment in 2025
remained close to the record high of 46.1 million
in 2024. The employment rate in Germany there-
fore continues to be well above the EU average.
Despite the downward trend in job vacancies,
demand for skilled workers remains relatively
high. At the same time, demographic ageing is
expected to have a noticeable impact on the labour
market in the coming years.

The 16th Coordinated Population Projection by
the Federal Statistical Office indicates that the
working-age population (20 to 66 years) is expected
to decline annually by between 290,000 (under the
high migration scenario - with net immigration
increasing from 300,000 persons in 2025 to 350,000
in 2030 and then remaining constant) and 445,000
(under the low net immigration scenario of
150,000 persons) until 2035. It is further projected
that the potential labour force will decrease in
2026 due to the combined effects of demographic
ageing and declining net migration, particularly in
rural areas. The German economy continues to
rely on a substantial supply of skilled workers,
while new opportunities for productivity gains
arise through digitalisation, artificial intelligence,
and improved labour force allocation.

Unlocking the potential of the labour force,
reducing barriers to employment

97. In times of demographic ageing and weak
potential growth, it is economically essential to
remove existing disincentives that prevent people
from entering or increasing their participation in
the labour market. The employment rate of per-
sons aged 55 to 64 in Germany was relatively high
at 75.2% in 2024. The female employment rate is
increasingly approaching that of men, reaching
77.7% for 20- to 64-year-olds in 2024, which is also
at the upper end of comparable countries. Annual
working hours per person of working age (15 to 64

years) increased by 6% from 975 hours in 2006 to
1,032 hours in 2024. Despite this development and
the already high labour participation, substantial
potential remains regarding the total number of
hours worked per employed person. The average
weekly working hours per employed person in
2024 amounted to 34.3 hours, compared with the
EU average of 36.8 hours. Particularly among
employed women, almost half work part-time due
to family responsibilities. For instance, nearly half
of the 5.2 million employed mothers with children
under 18 work less than 28 hours per week.
Together with the high female labour participa-
tion, this contributes significantly to the relatively
low average working hours in international com-
parison.

98. A central barrier to higher labour participation,
especially among women, is the lack of high-qual-
ity, full-time childcare options in many regions of
Germany. Flexible, family-friendly working condi-
tions are also not yet widely established. In addi-
tion, tax and social security regulations make
employment or extended working hours less
attractive, particularly for the secondary earner in
a household. To encourage women to work more
hours and expand childcare options for primary
school-age children, the Federal Government con-
tinues to support the Ldnder in expanding full-day
childcare with financial aid amounting to €3.5 bil-
lion. Furthermore, from 2026 to 2029, the Federal
Government will provide the Lidnder with €4 bil-
lion from the Special Fund for Infrastructure and
Climate Neutrality, which can be invested in child-
care as well as higher education and scientific
infrastructure. These measures also support the
Federal Government’s objective of enhancing the
economic independence of women and men, ena-
bling them to participate substantially in the
labour market at all stages of life.
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99. There is also potential to increase employment
among older people over 65. The gradual increase
in the statutory retirement age has contributed to
the rise in the employment rate of the 65- to
69-year-old age group from around 14% in 2014 to
around 21% in 2024. For individuals who have
reached the statutory retirement age, the Federal
Government is strengthening labour market
incentives through various measures. Initiatives
such as the active pension and the removal of the
ban on reemploying people on fixed-term con-
tracts after reaching the statutory retirement age
are expected to increase employment beyond the
statutory retirement age.

100. As part of the necessary growth-friendly fiscal
consolidation (see Chapter B), and in light of the
demographic constraints on the labour supply, the
Federal Government is placing a particular focus
on activating unemployed persons. The reform of
basic income support for jobseekers is intended to
strengthen placement into employment and train-
ing through job centres. To ensure participation,
the rights and duties of benefit claimants will be
more clearly defined, and penalties for non-com-
pliance will be stricter. At the same time, job cen-
tres are to provide even better support to individu-
als on their path into employment. Additionally,
the rates of benefit withdrawal across different
benefit schemes, such as basic income support,
housing benefit, and child allowance, are to be bet-
ter aligned. The goal is to ensure that incentives are
consistently in place to achieve higher earned
income or to take up social security-contributing
employment. Substantial reforms, such as the con-
solidation of transfer payments, could not only
better activate the labour force potential but
potentially also reduce fiscal costs, thereby increas-
ing the state’s capacity for action (see Box 2).

101. Despite these efforts to qualify and activate
domestic labour force potential, the decline in the
working-age population due to demographic
trends cannot be offset without securing skilled
labour and maintaining a sufficiently positive net
migration through skilled labour immigration.
Against this backdrop, the Federal Government
considers it necessary to further develop the exist-
ing Skilled Labour Strategy in cooperation with the
Ldnder in the coming months. Since 2023, employ-
ment growth in Germany has been driven exclu-
sively by persons of foreign nationality, many of
whom are from non-EU countries. Although net
migration in 2024 remained relatively high in the
longer-term perspective, the published monthly
migration statistics indicate a marked decline for
2025. To promote skilled labour immigration from
non-EU countries, the Federal Government
adopted key measures in 2025 to establish a digital
Work-and-Stay-Agency (WSA). The WSA aims to
facilitate the entry of skilled workers from third
countries through optimised procedures, consist-
ent digitalisation, and, where effective, centralisa-
tion, thereby supporting German employers in
recruiting international talent. In future, all appli-
cations for skilled labour immigration, processing,
and issuance of decisions will be conducted cen-
trally via a digital platform, eliminating multiple
redundant submissions. At the same time, it is
essential to continue supporting immigrants
already residing in Germany in integrating more
quickly into the labour market, for example,
through prior work experience, part-time language
acquisition, and further vocational training/skills
development as under the ‘Job-Turbo’ programme.
Additionally, Germany must remain attractive to
foreign nationals already employed, in order to
prevent re-emigration.
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Limiting the tax and contribution burden,
stabilising social security contributions

102. The overall burden of taxes and social secu-
rity contributions on labour in Germany is signifi-
cantly higher than the OECD average. An increas-
ing burden of taxes and social security contribu-
tions can negatively impact incentives to work and
contribute to a reduction in labour supply. Not
least for skilled workers from abroad, this would
make employment in Germany less attractive. At
the same time, a foreseeable increase in the tax and
contribution burden - alongside other major fac-

tors such as high energy and administrative costs —
also affects the competitiveness of businesses.
Demographic trends further increase the financial
pressure on pay-as-you-go social insurance sys-
tems. High social security contributions dispropor-
tionately impact households with low and average
earnings.

Until 2022, the total social security contribution
rate remained relatively stable below 40%. For
2026, it is projected at 42.3% (see Figure 14). This
figure consists of the legally defined contribution
rate for statutory health insurance of 14.6%, the

subject to contributions
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contribution to social care insurance of 3.6%, the
contribution to statutory pension insurance of
18.6%, and the contribution to unemployment
insurance of 2.6%. In addition, there is an individ-
ual supplementary contribution for the statutory
health insurance, which is estimated by the statu-
tory health insurance forecasting committee at
2.9% for 2026, as well as an additional surcharge for
childless persons in the statutory pension insur-
ance of 0.6%.

103. To strengthen Germany’s international com-
petitiveness and its attractiveness for (potential)
domestic and foreign workers both now and in the
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future, the Federal Government relies not only on
efficiency gains in social security systems but also
on a growth-friendly and socially balanced tax and
contribution structure. It is a key priority of the
Federal Government to ensure sustainable financ-
ing of social security, stabilise social security con-
tributions, and thereby limit higher burdens on
employees and employers. Furthermore, the Fed-
eral Government aims to simplify the system of
tax-financed social benefits, modernise it, and
make it more citizen-friendly, while also strength-
ening incentives to work. Against this background,
the Federal Government has convened several
(expert) commissions (see Box 2).

Box 2: Commissions in the social welfare and social security sector

Welfare State Reform Commission

The current structure of the welfare state in Germany is in need of reform. There are numerous social bene-

fits with complex entitlement rules, resulting in significant administrative burdens. The interaction between

the various benefit systems is complex and not always well-coordinated. As a result, the availability of social

benefits is often not sufficiently clear, and accessing them can present obstacles for citizens. Against this

backdrop, the creation of a substantively unified social benefits system, in which central tax-financed bene-

fits are integrated, appears to be an effective approach. Furthermore, current benefit withdrawal rates in

certain scenarios may discourage individuals from taking up or increasing their employment.

Given the need for reform, in September 2025, the Federal Government established the Welfare State Reform
Commission in cooperation with the Ldnder and municipalities. Its goal is to create a modern, citizen-friendly,
accessible, and comprehensible welfare state with efficient and effective social administration, achieving

cost savings while maintaining the level of social protection. The focus of the Commission is on tax-financed
benefits such as housing benefit, child benefit, social assistance, and basic income support. S
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The Commission submitted its final report on 27 January 2026. The report sets out a comprehensive reform
framework for tax-financed social benefits, with a threefold objective: to provide tangible relief for citizens,
to significantly simplify administrative implementation, and to initiate a digital renewal of the welfare state.
The Commission’s recommendations are also expected to generate positive labour market and fiscal effects.

Establishment of the Financial Commission for Health

The financial situation of the statutory health insurance is extremely difficult. Contribution rates increased by
more than one percentage point at the beginning of 2025. Expenditure growth is significantly outpacing rev-
enue growth. Without additional measures, further increases in supplementary contributions are expected in
the coming years. The Federal Government aims to stabilise the statutory health insurance’s financial situa-
tion and avoid further burdens on contributors.

To this end, the Federal Government has established a short-term package of measures aimed at stabilising
contribution rates in 2026. To maintain stability in the following years, the Federal Government has set up
the Financial Commission for Health. This expert commission will base its recommendations on financial
projections for the statutory health insurance, as well as an analysis of revenue and cost drivers, to identify
necessary reform measures. Initial proposals are expected by the end of March 2026, to be implemented with
effect from 2027. Longer-term structural reforms will be developed in a second report by the end of 2026.
Legislative implementation will follow the reports.

Pact for the future of social care/Federal-Ldnder working group on social care reform

The Federal-Ldnder working group “Pact for the future of social care,” established in July 2025, was tasked
with preparing proposals and groundwork for a comprehensive reform of social care insurance, to be intro-
duced into legislative proceedings in 2026. The group consisted of federal ministries, the Ldnder represented
by the ministries responsible for social care, parliamentary groups of the Bundestag, and municipal umbrella
organisations.

The reform’s primary goal is to ensure the sustainable financing of social care insurance.

The technical work of the working group has now been completed; as of December 2025, proposals and
options are available for evaluation, discussion and integration into a feasible overall proposal in the legis-
lative process during 2026.

Pension Commission

A Pension Commission was established on 7 January 2026 to develop proposals on how the three pillars of
pension provision - statutory, occupational, and private - can be structured in the future. The aim is to
ensure dignified living standards in old age, while also ensuring sustainable financing and the stability of the
contribution base. The commission is expected to present reform proposals by the end of the second quarter
of 2026.
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Reviewing the labour market policy framework,
Strengthening education as the key to sustain-
able growth and social mobility

104. Since 2000, hourly labour productivity in the
United States has grown by 43% - nearly twice as
much as in Germany (see Chapter C.3). The sub-
dued productivity growth in Germany can be
attributed to several factors, including domestic
structural changes, as well as crises in the EU,
Germany and around the world in recent years
(see Chapter A), a high level of regulation, and the
current technological and innovation leadership
of other countries (see Chapters C.1 and C.3). Fac-
tors specific to the labour market also play a role.

105. Decarbonisation, digitalisation and the use of
artificial intelligence will lead to changes in labour
demand in the coming years, resulting in growth
and contraction across various industries and
regions, alongside the emergence of new skill pro-
files. Adjustment challenges for businesses and
employees may increase and become more appar-
ent. However, structural- and job-retention meas-
ures could prevent necessary reallocations, hinder
the growth of dynamic companies and sectors,
and negatively impact long-term productivity
growth. Historically, economic policy measures
aimed at maintaining the status quo have supported
existing industries but made it more difficult for
new sectors — such as high-tech industries - to
emerge. The limited portability of employer-accrued
entitlements may also hinder job mobility. Oppor-
tunities for greater labour market flexibility, how-
ever, can positively influence productivity growth.
A more dynamic labour market not only benefits
the economy as a whole by improving the precise
allocation of workers, but also benefits individuals:
more job-to-job transitions over a course of a
career are generally associated with higher wage
growth. In addition to strong general and voca-
tional education, active labour market policies
with targeted training and upskilling measures are

key. Where possible, these measures help secure
employment; where necessary, they facilitate
transitions into new sectors, enabling structural
change. The skills development benefit provides a
key tool for supporting in-company training, help-
ing businesses facing significant transformation
pressures retain skilled workers. Early practical
models of labour market transition hubs, i.e. plat-
forms that connect workers from contracting
sectors with hiring employers, demonstrate how
job-to-job transitions during structural change can
be effectively facilitated. These job-to-job transi-
tions can be supported by means of the core
instrument of vocational training support. The
Federal Government also addresses these issues
through the National Skills Strategy and the Alli-
ance for vocational training and further education.
In this context, the availability of (affordable) hous-
ing plays also an important role. A shortage of
affordable housing (see also Chapter C.2) hinders
efficient allocation - including, but not limited to -
foreign skilled workers.
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Box 3: Use of artificial intelligence and its effects on productivity and employment to date

Al technologies can directly contribute to increases in labour productivity and total factor productivity (TFP),
for example through automation, acceleration, and improvements in work processes. Studies have estimated
varying effects depending on the relevance of tasks, economic feasibility, and technological and organisa-
tional efficiency gains. Internationally, annual productivity increases are estimated to range from 0.1 to

1.7 percentage points, with an average of around 1 percentage point for labour productivity and 0.5 percent-
age points for TFP. In Germany, annual increases of 0.3-1.2 percentage points are expected (G7: 0.2-1.3),
with TFP growth from AI ranging between 0.1 and 0.3 percentage points, depending on the pace of adapta-
tion in companies and the skills of workers. To fully harness the potential of Al targeted regulation and
investment in skills development are required.

Indirectly, Al can enhance productivity through improved or accelerated R&D processes, new discoveries,
better reallocation of labour and capital, and increased knowledge transfer. Additionally, effects on education
and health can either enhance or reduce productivity.

Al in German businesses

According to surveys by the ifo Institute, around 41% of German companies were using Al applications in
2025, marking a significant increase from previous years (2024: 27%; 2023: 13%). The highest usage is in manu-
facturing and among large companies. In terms of intensive AI use, Germany ranks, according to the OECD,
behind the United States (4.8% vs. 6%) but ahead of Italy (2%) and Japan (1.9%). In terms of Al investments
(USD 10.4 billion, 2013-2023), Germany ranks 6th globally. The United States leads by a wide margin, fol-
lowed by China. China dominates Al patent applications, accounting for 61% of filings, while the EU holds
just 2%.

Impact on employment

Al can replace tasks with high automation potential, such as customer service, text processing, or basic pro-
gramming/software development, while knowledge-intensive or complementary roles - such as data analy-
sis, management and IT architecture — may see employment gains due to Al Even in occupations with high
automation potential, tasks requiring human judgment will remain. The extent to which automatable tasks
are taken over by Al depends not only on technological feasibility but also on companies’ investment decisions,
workplace organisation, and the skills and qualifications of workers.

Model-based studies by the OECD suggest small or even slightly positive overall effects of Al on employ-
ment: while demand for medium-skilled jobs may decline, demand for highly skilled workers could increase.
A recent scenario analysis conducted by the Institute for Labour Market Research also outlines potential
future impacts of increased Al use on the economy, labour market and workers over the next 15 years: in
some sectors, demand for labour may rise, while in others it may decrease. Al-driven reductions in labour
demand do not necessarily signal a worsening of overall labour market conditions. Rather, scarce labour
resources could be allocated more efficiently, potentially reducing bottlenecks in other areas. At the same
time, the increasing use of Al is expected to alter the skill requirements for workers. N
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A 2025 survey found that the majority of German companies (93%) reported no change in employment due
to AL Only 3.9% reported job losses linked to Al, and 3.1% reported job gains. In the medium term, however,
27% of companies anticipate job reductions. This is especially evident in manufacturing, while IT and infor-
mation services expect employment growth. Early studies from the US show differing effects on employment
and wages in Al-exposed sectors, with particularly negative effects for newcomers in highly Al-intensive pro-
fessions. No clear trend has yet emerged in Germany. However, cyclical factors are likely contributing to the
disproportionately high unemployment rates among persons under 30.

106. Apart from a lack of job applications, which is
given as the main reason, companies increasingly
say the reason they have difficulties filling posi-
tions is that job applicants lack the necessary pro-
fessional qualifications. Surveys conducted by
employment agencies into factors influencing
future unemployment trends also show that struc-
tural causes such as the transformation process
and specific regional circumstances, in addition to
the economic situation, have gained significantly
in importance in recent years. Changes in qualifi-
cation requirements due to digitalisation, Al and
decarbonisation in particular are leading to an
increase in the frequency of skills mismatches.
Although the number of unfilled training places
on 30 September 2025 had dropped by 15,000 to
around 54,000 compared with the previous year,
there were nevertheless around 40,000 applicants
who remained unplaced (cf. Figure 15) and a fur-
ther 44,000 applicants with an alternative offer,
who were still looking for a training place. In order
to address mismatch problems, a modern labour
market policy is needed, particularly in the field of
further education and training. The Alliance for

vocational training and further education is also
working to promote dual vocational training and
to improve the system’s framework conditions.

107. At the same time, student skills are beginning
to deteriorate, making it difficult for many
younger people in particular to enter the labour
market with its changing requirements. This trend
is reflected, for example, in the latest PISA results
and the increasing number of young people with
no formal school or vocational qualifications. The
PISA results for Germany, for example, have shown
a negative trend in performance in mathematics,
reading and science since around the mid-2010s.
Between 2020 and 2023, the proportion of young
adults aged 20 to 34 with no vocational training
rose from 15.5% to 19.0%. These trends must be
reversed - not only to secure the future supply of
labour, but primarily to improve the career oppor-
tunities of the younger generation. With the
Ldnder’s share in the Special Fund for Infrastruc-
ture and Climate Neutrality, the Federal Govern-
ment is ultimately making it possible for the
Ldnder to make additional investments in educa-




I. THE FEDERAL GOVERNMENT’S ECONOMIC AND FISCAL POLICY 79

tional institutions, for example. In close collabora- within the framework of the Education Chains
tion with the Ldnder, the Federal Government will Initiative and with the assistance of the Federal
further strengthen career guidance in schools Employment Agency.

Figure 15: Unfilled training vacancies and unplaced applicants
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Table 6: Overview of key measures designed to increase the labour supply and improve
the labour market structure

_ Description, expected impact and timeline

Expansion of labour supply
80. Work-and-Stay-Agency

The Federal Government is setting up a Work-and-Stay Agency for skilled worker immigration, which will simplify the
administrative processes involved in labour and educational migration from third countries to Germany by optimising the
processes, providing consistent digitalisation and, where appropriate, centralisation, and in doing so will support employ-
ers in Germany in their endeavours to attract skilled workers from abroad. The Work-and-Stay Agency will enable the
entire application and processing procedure to be carried out via a central portal, and skilled workers will be able to ob-
tain all the necessary documents via the portal (“One-Stop Government”). In future, information will only have to be pro-
vided to the administration once (“Once-Only Principle”). In addition to faster procedures for skilled workers, employers
will also benefit from having more opportunities for participation and transparency.

The Work-and-Stay Agency will be implemented in stages based on the key points determined by the Federal Govern-
ment in November 2025.

Status: adopted
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81.

82.

83.

84.

Description, expected impact and timeline
Amendment to the Working Time Act

In line with the European Working Time Directive, a possibility to allow for a weekly maximum working time limit in-
stead of the current daily limit (known as weekly working hours) is to be provided in the Working Time Act. The Working
Time Act is also to be amended to make electronic recording of working time compulsory, with appropriate transitional
arrangements provided for small and medium-sized enterprises.

Between July and the end of October 2025, a dialogue took place with the social partners on the possible scheduling of
weekly working time. The findings are currently being evaluated, implementation options examined and specific regula-
tory proposals prepared.

Status: announced
Reduced work bans for refugees

On 3 September 2025, the Cabinet approved a reduction in work bans for asylum seekers residing in reception centres as
part of the CEAS Amendment Act and also for certain persons with a tolerated stay permit residing in reception centres.
As part of the parliamentary process that is still ongoing, possible further exceptions to the work ban are also being dis-
cussed. The rules are expected to come into force in spring 2026.

Commencing work earlier has a positive impact on the integration of migrants, potential employers and, last but not
least, on public finances.

Status: adopted by the Cabinet
Act to extend the deadlines in the investment programme for the expansion of all-day education and childcare

The Federal Government is supporting the required expansion of all-day education and childcare with financial assis-
tance to the Ldnder totalling €3.5 billion. With the extension of the deadline, these funds can now be used in the invest-
ment programme until 2029 for the construction of new facilities, the conversion, expansion and renovation, including
energy-efficient renovation, in addition to the equipping of existing all-day education and care facilities. The Ldnder may
set their own regional or technical priorities for quantitative and/or qualitative expansion in line with their needs. Provid-
ing a level of capacity in line with demand is expected to increase the labour market participation of parents. It is also
assumed that additional economic stimulus may result from the construction projects. The Act came into force on

24 July 2025.

Status: in effect

Better employment incentives
Removal of ban on re-employing persons who have reached the statutory retirement age
The current law offers several options for (re-)employment after reaching the statutory retirement age. However, re-
employment with a former employer on the basis of a fixed-term contract without objective reasons is not possible (the
ban on re-employment, often also referred to as the pre-employment ban). The measure is intended to make it easier for
persons who have reached the statutory retirement age to return to their previous employer in particular. It came into

force on 1 January 2026.

Status: in effect
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_ Description, expected impact and timeline

85.

86.

87.

88.

89.

Active pension

With the introduction of the active pension as of 2026, the Federal Government is providing additional tax incentives
for continuing employment in old age on a voluntary basis. From the month after reaching the statutory retirement age,
a monthly wage earned from dependent employment of up to €2,000 will be tax-free, provided that employers are
required to pay contributions to the pension insurance scheme from the employment relationship. The measure is in-
tended to help alleviate skills shortages and enable experience and knowledge to be retained in companies for longer.
Extending the working life of employees who have reached retirement age will also give the social security systems a
boost. The effects of the measure are to be evaluated two years after it comes into force.

Status: in effect
Reform of basic income support for job seekers

Employment and training services, in addition to support in overcoming barriers to employment, are to be strengthened,
rights and obligations regulated on a more binding basis, while benefit reductions are to be standardised and made more
effective. For job centres, an additional financing option (known as Passive-Active Transfer) is to be enshrined in law and
expanded. Job centres are to be given more effective tools to combat social benefits fraud, e.g. employer liability. The
draft law was adopted by the Cabinet on 17 December 2025.

Status: adopted by the Cabinet
Increase in the statutory minimum wage

In its decision of 27 June 2025, the Minimum Wage Commission recommended that the minimum wage be raised to
€13.90 as of 1 January 2026 and to €14.60 as of 1 January 2027. By Cabinet decision of 29 October 2025, the Federal
Government subsequently issued the Fifth Minimum Wage Adjustment Ordinance. This was announced in the Federal
Law Gazette on 7 November 2025 and came into force on 1 January 2026.

Status: in effect
Attractive framework conditions
Second Act Strengthening Company Pensions

With the introduction of this Act, the legal framework for company pension schemes has been further developed. Im-
provements to labour, supervisory and tax law are intended to make company pensions a fundamental component of the
retirement provision in as many companies as possible. In order to make higher returns and thus higher occupational
pensions possible, the coverage requirements for pension funds have been made more flexible. Tax incentives have also
been improved. The Act came into force at the beginning of 2026.

Status: in effect
Federal Collective Agreement Compliance Act

Under the new Federal Collective Agreement Compliance Act, companies will in future be required to provide their em-
ployees with certain collectively agreed working conditions when they perform public contracts and concessions for the
Federal Government. The draft law was passed by the Federal Cabinet on 6 August 2025 and is due to come into force in
spring 2026. The Federal Collective Agreement Compliance Act applies to contracts with an estimated value of at least
€50,000. With a total volume of approximately €39 billion, public procurement by the Federal Government is a key lever
for government investment. According to current figures, 79.80% of all construction work, 64.13% of all deliverables and
73.65% of all services are covered by the Federal Collective Agreement Compliance Act. The Federal Collective Agree-
ment Compliance Act improves the social framework conditions by means of a socially responsible award of public con-
tracts and concessions.

Status: adopted by the Cabinet
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Statement on the Annual Report of the German Council of
Economic Experts (here: labour market)

108. According to the GCEE, employees affected by structural change should modify their
qualifications to come in line with new fields of activity at an early stage so as to prevent major
frictions on the labour market. In order to increase the low utilisation of advisory services, a
clear, nationwide advisory structure would be helpful. It also mentions the simplification and
extension of financial relief provided to companies for further training programmes from 2024
and the qualification allowance available for further vocational training as positive examples
and recommends simplifying the regulations on further training support and making them
more flexible (Annual Report paras. 789-795).

The assessments of continuing vocational training are in line with the approach of a forward-
looking and empowering further training policy and as a basic principle, therefore, are shared
by the Federal Government. The National Further Training Strategy also makes a contribution.
The recommendation for an improved advisory structure is also supported. The Federal
Government is addressing this issue with a variety of measures, such as the service centre for
continuing education agencies. In addition to the “meinNOW” platform, which has already
been set up, the Federal Employment Agency offers counselling services for career guidance in
working life that focus on low-skilled groups, for instance. The simplifications and extensions
to the law, which are designed to support the promotion of education and training, have
already led to a significant increase in the number of people making use of the services.

109. If the qualification structure does not match the dynamics of the regional economic
structure, then, according to the GCEE, it may be advisable to increase mobility within the
labour market and thus make it easier for people to find other employment using selected
measures, such as the labour market hubs. As regards geographic mobility, the GCEE cites the
increasing housing shortage and rising living expenses as obstacles in metropolitan areas.

For young people, the introduction of funding for supra-regional job-oriented internships and
the mobility grant during the first year of training has already led to an increase in mobility
(Annual Report paras. 796, 797).

The Federal Government shares the view that the concept of labour market hubs makes a tran-
sition between companies easier and as a result prevents unemployment and counteracts skills
mismatches. As emphasised by the GCEE, however, this instrument does not solve the chal-
lenge of a relocation and the associated search for accommodation. The structure of a labour
market hub is the responsibility of employers and social partners, with the involvement of the
Federal Employment Agency where appropriate.
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6. Foreign trade and investment: resilience
through diversification and European integra-
tion

110. The global economy is undergoing profound
change. Although global trade in goods was able to
record robust growth of 2.4% in 2025, the World
Trade Organisation (WTO) expects to see growth of
only 0.5% for 2026 and attributes this to the effects
of increased tariffs and a cooling global economy.
Geopolitical and geoeconomic tensions, protec-
tionism and the strategic use of resources as an
instrument of power politics have been gaining in
importance for years, while multilateral institu-
tions and regulations are increasingly being chal-
lenged.

111. For Germany, as one of the most open major
economies in the world with a trade openess ratio
of around 80%, these developments represent a
significant challenge. In 2024, China accounted

for approximately 8.6% of German foreign trade
turnover (total exports and imports of goods) and
the United States accounted for approximately
8.8%; other non-EU Member States - including
fast-growing emerging economies such as India -
now account for over a third of the foreign trade
volume. The largest share (approx. 55%) of German
foreign trade is accounted for by EU Member States.
In view of this situation, the Federal Government
is pushing ahead with the diversification of trade
relations, is supporting the strengthening and
reform of the WTO and focusing on deepening the
EU single market.

Recognising global economic realities, reducing
dependencies

112. In a rules-based system, in which key players
are increasingly failing to adhere to existing stand-
ards and in which the enforcement of rules is
increasingly difficult, Germany and the EU are
threatened with considerable competitive disad-

vantages with their trade policy that is based on
openness and rules. Since 2020, a rapid increase in
protectionist trade measures is evident globally,
exacerbated by the tariffs imposed by the U.S. last
year (cf. Box 4), but also as a result of China’s
non-market economy practices.

Against this backdrop, the Federal Government
views with concern the current deadlock in key
WTO reform projects and an increase in protec-
tionist measures worldwide that violate WTO
rules. At the same time, the number of liberalising
trade policy interventions is also rising signifi-
cantly (cf. Figure 16). In view of the increasing frag-
mentation of world trade, Germany and the EU
are now faced with the need for new strategic
responses. The aim is to strengthen the EU’s role as
a global player by restoring the competitiveness

of European companies, which in some areas is
inadequate, generating additional contributions to
growth through improved market access into third
markets, and creating legal certainty, in addition
to the necessary diversification and thus resilience
of trade relations. New free trade agreements, for
example with MERCOSUR (cf. Box 5), India, Indo-
nesia and other countries, as well as the moderni-
sation of existing free trade agreements such as
those with Chile and Mexico, are making an
important contribution in this respect. Trade rela-
tions with the United States remain of particular
importance to the Federal Government, and
unresolved issues will continue to be addressed
through dialogue. In addition, the Federal Govern-
ment is committed to strengthening the rules-
based multilateral trading system centred on the
WTO. In particular, reform of the rules on mar-
ket-distorting subsidies and (as interim solutions
for multilateral rules) plurilateral agreements and
initiatives can make an important contribution

to achieving this aim.
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Figure 16: Number of trade policy interventions (not weighted by impact)

Number
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| Discriminatory measure | Liberalising measure

Source: Global Trade Alert. Last modified 1 January 2026. Measures selected from the UN MAST system (tariffs, subsidies, export-related measures, trade defence instru-
ments, trade-related investment measures); reporting lag adjustment: for each year, only measures catalogued in the same year.

Box 4: U.S. trade policy and ongoing negotiations with the EU

On 27 July 2025, the EU and the U.S. agreed on a uniform U.S. tariff rate of 15% on the majority of EU
imports. In return, the EU agreed to abolish customs duties on U.S. industrial goods and grant preferential
quotas for non-sensitive U.S. fishery and agricultural products. The Joint Declaration of 21 August 2025
specifies this and limits certain sectoral tariffs, including cars (in addition to parts, previously 27.5%), pharma-
ceuticals, semiconductors and wood, also to 15%. The declaration is not binding, but rather the start of an
ongoing process.

Exceptions to higher U.S. tariffs apply to natural resources (e.g. cork), aircraft and aircraft parts, generic pharma-
ceuticals and chemical precursors. The changes were implemented by the U.S. Department of Commerce on
25 September 2025, including the reduction of car tariffs retroactively to 1 August. The European Commis-
sion presented two legislative proposals to reduce EU tariffs on U.S. industrial goods and to regulate prefer-
ential EU market access for U.S. fishery and agricultural products on 28 August 2025. These are currently
being going through the ordinary legislative procedure.

Unresolved issues remain: 50% tariffs will initially remain in place for steel, aluminium and copper, which will
also apply to the appropriate derivatives. New U.S. investigations into drones, polysilicon, wind turbines,
medical technology and robotics, for example, in addition to digital services and pharmaceuticals, may result
in additional sectoral tariffs.
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113. Distortions of competition caused by
non-market economy practices contribute signifi-
cantly to global imbalances. In particular, China’s
pursuit of economic self-sufficiency, coupled with
its intention to force foreign countries into eco-
nomic dependence on the Chinese market, has
resulted in a decline in market opportunities in
China (China’s importance as a sales market for
German exporters has been steadily declining for
years and in 2025 is expected to be only the sev-
enth most important German export market),
while China’s competitive pressure on third mar-
kets, on the other hand, is increasing, due in part to
subsidised overcapacities. This is exacerbated by a
euro-yuan exchange rate that does not reflect
China’s enormous trade surpluses with the EU. An
appreciation of the Chinese currency is urgently
needed.

Competitive pressure is particularly noticeable in
the case of products from third countries that
access the European market via online trading
platforms and often do not comply with EU require-
ments. This poses major challenges for companies
that comply with the law. To strengthen fair com-

petition in online trade, the Federal Government
has for this reason adopted an e-commerce action
plan.

The situation is exacerbated by the fact that China
is increasingly using its partially dominant market
position as a means of exerting power. This was
illustrated in 2025 by more stringent export
restrictions on raw materials such as rare earths
and occasionally on certain semiconductors. These
politically motivated interventions in supply
chains jeopardise our prosperity.

114. EU trade defence instruments - in particular
anti-subsidy / anti-dumping measures, in addition
to safeguards - help to restore comparable and
fair competitive conditions in individual cases

(cf. 2025 Annual Economic Report, para. 95). They
are becoming increasingly important in the cur-
rent geopolitical environment. In its latest annual
report on the application of trade defence instru-
ments, the European Commission reports that the
number of new investigations has recently more
than tripled. These investigations must be com-
pleted by the end of 2025. The Federal Government

Box 5: EU-MERCOSUR Agreement

After more than 25 years of negotiations, the EU and the MERCOSUR countries Brazil, Argentina, Paraguay
and Uruguay signed the EU-MERCOSUR Agreement on 17 January 2026 in the form of a partnership agree-
ment and a separate interim trade agreement. The agreement creates one of the largest free trade areas in
the world with over 700 million people. It will make a significant contribution to the diversification and
resilience of the European economy. At the same time, the agreement underlines the value of rules-based
trade in times of geopolitical upheaval. Among other things, the agreement provides for the elimination of
tariffs on 91% of the goods exported from the EU to the four MERCOSUR countries. It will improve the com-
petitiveness of European companies and bring significant overall benefits through tariff reductions, trade
facilitation and structured cooperation. The agreement also facilitates access to critical raw materials such as
lithium and copper, which are needed for the transformation of the economy.
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is involved in the decision-making process on
provisional or definitive measures through the
Comitology Committee. In doing so, it pays par-
ticular attention to ensuring that the interests of
those (EU) manufacturers and users to be pro-
tected are taken into account in the overall eco-
nomic interest. Most of the existing measures
relate in particular to imports from China, fol-
lowed at some distance by imports from Tiirkiye,
Russia, India, Indonesia, Korea and Taiwan; they
mainly affect imports from the steel and iron sec-
tor and also from the chemical sector. However,
third countries also impose anti-subsidy and
anti-dumping measures against the EU. The high-
est number of measures against the EU have been
imposed by the U.S. (even before the current
administration took office), followed by Tiirkiye,
China, Brazil, Indonesia and Canada.

Trade defence instruments influence international
trade. This applies in particular to safeguard meas-
ures, as these apply directly to all trading partners
under WTO law. They are intended to protect
domestic industry from sudden increases in
imports. As a result of U.S. tariff policy, tangible
trade diversions are likely. This effect will be
amplified as more countries respond with tariffs of
their own, resulting in increased import pressure
in other countries. For this reason, the European
Commission created a monitoring tool in the sum-
mer of 2025 to help identify possible trade diver-
sions at an early stage.

115. The Federal Government will in future focus
its promotion of foreign trade and investment
even more strongly on strategic goals. In view of
the ongoing geopolitical uncertainties, it is impor-
tant to strengthen the competitiveness of export-
oriented German companies, increase the resil-
ience of the German export industry to external
influences, take greater account of the security
policy implications of import dependencies, while
at the same time tapping into new growth poten-
tial. In this respect, the Federal Government is also
promoting closer integration of its promotion of
foreign trade and investment and its development
cooperation in order to support German compa-
nies even more effectively on international markets
and to link development policy goals more closely
with economic opportunities. The Federal Govern-
ment is now preparing a catalogue of specific
measures designed to improve market access and
avoid distortions of competition resulting from
non-market economy practices.

116. Ukraine, despite the ongoing war, has become
Germany’s most important trading partner in the
post-Soviet region. In order to mobilise private-
sector exports and investments, the Federal Gov-
ernment’s guarantee instruments have remained
available to Ukraine since the start of the full-scale
invasion. Furthermore, at the German-Ukrainian
Economic Forum in December 2025, UkraineCon-
nect, a financing instrument with the German
Investment and Development Company (DEG) for
attractive corporate loans for Ukrainian business
projects worth €45 million, was announced. In the
energy sector, Germany is one of the largest
donors, proving more than €1 billion in support
since the start of the war. At the beginning of
December 2025, the Federal Government approved
an additional €170 million in energy aid for 2025.
Germany’s contribution to the Ukraine Energy
Support Fund (UESF) thus totals almost €560 mil-
lion, making Germany the largest contributor to
the UESF.
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Opening up scope for action, strengthening
the single market

117. Inview of the fragmentation of the global
economy and the resultant welfare losses, in addi-
tion to the increased need for resilience due to the
increasingly strained geopolitical environment,
deeper European integration is necessary. Cross-
border investments and innovations will leverage
economies of scale and efficiency potential. This
will increase the resilience of the German and
European economies (cf. 2025 Annual Economic
Report, para. 97). Deeper European integration can
only succeed in close cooperation with France,
which is why the Federal Government is pushing
ahead with the implementation of the Franco-
German Economic Agenda (cf. Box 6). The Federal
Government also welcomes the Single Market
Strategy presented by the European Commission
in May 2025, which includes the right priorities
and specific measures, in addition to the Commis-
sion President’s announcement of a supplemen-
tary roadmap to 2028 in the areas of services, capi-
tal markets, energy and telecommunications. The
Federal Government is working to ensure a swift,
business-friendly and unbureaucratic implemen-
tation of the proposals to be presented by the
European Commission in order to remove more
barriers to the single market and deepen the inte-
gration of financial markets. Of central importance
is the creation of a 28th regime in company law
that will make the expansion of innovative compa-
nies possible in the single market without under-
mining national labour and social standards. A
special focus must continue to be placed on SMEs;
the Federal Government is therefore committed to
the consistent application of the “think small first”
principle. The further development of the Eco-
nomic and Monetary Union is the surest way to
remain an independent and free economic area in
the evolving multipolar world order and one that
offers high untapped efficiency potential. The IMF
estimates that intra-EU trade costs are equivalent

to imputed tariffs of 44% for goods and 110% for
services. The volume of trade in goods and services
within the EU as a percentage of GDP rose by

8.2 and 4.8 percentage points respectively between
1995 and 2024 (cf. Figure 17). This also shows that
the lead in the level of integration of trade in
goods compared with trade in services has
increased overall and that integration in trade in
services therefore needs to be addressed further.

118. In order to provide a standardised and digital
procedure with as little red tape as possible, i.e. a
simplified procedure for the cross-border posting
of workers, the planned eDeclaration should be
implemented quickly and used as efficiently as
possible by as many Member States as possible,
while ensuring a high level of control and protec-
tion.
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Box 6: Franco-German Economic Agenda

Germany and France agreed on a joint Franco-German economic agenda at the 25th Franco-German Ministe-
rial Council in Toulon on 29 August 2025. The aim is an “economic policy reset” to deepen bilateral coopera-
tion and strengthen a sovereign and competitive Europe. The agenda contains specific flagship projects and
sets the strategic framework for deeper bilateral cooperation in key policy areas. Implementation will be
carried out by bilateral project teams from the lead ministries on the German and French sides.

Key areas:

1. Energy - coordination on energy market integration, grid expansion, hydrogen corridors, research

and regulatory issues.

. Trade & economic security — structured dialogue on general trade policy (WTO; free trade agreements),

trade defence instruments/level playing field and implementation of the EU strategy for economic
security.

. Industry - measures to boost industrial competitiveness (e.g. automotive, batteries, microelectronics,

industrial AL industrial electricity prices, CBAM reform, lead markets and review of EU preference
in critical and key strategic sectors).

. Key/cutting-edge technologies - joint initiatives in quantum technologies, AI, semiconductors, fusion

research, space, etc.

. Digital sovereignty — strengthening digital public infrastructures, cloud sovereignty, joint summit

and funding formats.

. Single market & simplification — new “legislative restraint mindset”, elimination of red tape, 28th regime in

company law, measures to facilitate cross-border activities.

. Convergence/cooperation in labour market and social policy — Franco-German Social Summit, “Future of

Work” expert group, alignment of best practices.

. Finance - measures for a genuine Savings and Investment Union: FIVE initiative, promotion of securitisa-

tion, instruments for mobilising private investment.
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119. The current legal framework for financial
markets at EU level provides a high level of finan-
cial stability, which must be maintained. However,
the regulations are very complex. For this reason, it
will be necessary to create a simplified, more
coherent and proportionate regulatory framework
for the European financial market. This should
reduce unnecessary administrative costs/effort
while ensuring robust standards in risk manage-
ment.

120. The current legal framework for financial
markets at EU level provides a high level of finan-
cial stability, which must be maintained. However,
the regulations are very complex. For this reason, it
will be necessary to create a simplified, more
coherent and proportionate regulatory framework
for the European financial market. This should
reduce unnecessary administrative costs/effort
while ensuring robust standards in risk manage-
ment.

121. On 16 July 2025, the European Commission
presented a proposal for a fundamental realign-
ment of the 2028-2034 Multiannual Financial
Framework (MFF). Key features include a focus on
competitiveness, defence and security, more flexi-
bility and more streamlined and harmonised EU
funding programmes. The Federal Government
welcomes the Commission’s modernisation
approach regarding the new Multiannual Financial
Framework, but the volume is too high and a hori-
zontal reduction is necessary. A modernised MFF
must prioritise expenditure with European added
value, including investments in future viability,
innovation and transformation and the financing
of European public goods. Bureaucracy must be
reduced through leaner structures, fewer pro-
grammes and specific simplifications. Under Head-
ing 1, National and Regional Partnership Plans are
to be used to combine numerous, previously sepa-
rate programmes, in particular the European
Cohesion Policy and Common Agricultural Policy
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programmes. With regard to cohesion as an impor-  must continue to play a central role in the pro-
tant pillar of a Europe based on solidarity and as a gramming, implementation and selection of
key instrument for strengthening competitiveness,  projects locally. Under Heading 2, the Federal

innovation and the balanced development of all

Government welcomes the proposal for a European

European regions, structurally weak regions and Competitiveness Fund, which is an important part
those affected by transformation should be sup- of the response to the Draghi report and should
ported in particular in their efforts to catchupand  promote key strategic areas.

strengthen growth and employment. The regions

Table 7: Overview of key measures to strengthen foreign trade relations and the single market

_ Description, expected impact and timeline

90.

91.

92.

Foreign trade and investment policy
Ambitious bilateral EU trade agenda

The Federal Government supports the opening of new free trade negotiations and the conclusion of ongoing negotia-
tions, in addition to the swift ratification of agreements that have already been signed. Particular importance is attached
to finalising and ratifying the agreements negotiated with Mexico and Indonesia as soon as possible. Negotiations with
India, the ASEAN countries Thailand, the Philippines and Malaysia, and with the United Arab Emirates are strongly
encouraged. The Federal Government also supports the resumption of negotiations with Australia at a high level of
ambition.

Multilateral trading system/WTO reform

In addition to the reform of the rules on market-distorting subsidies and the restoration of a fully functional dispute set-
tlement mechanism, the Federal Government considers plurilateral initiatives and agreements in particular to be the most
effective means of agreeing on and enforcing ambitious rules for international trade with interested parties: these include
the Multi-Party Interim Appeal Arbitration Arrangement (MPIA) as an interim appeal mechanism for the final settlement
of trade disputes. The Federal Government is also committed to the prompt entry into force of the plurilateral agreements
on investment facilitation for development (IFD) and e-commerce. One of the topics to be discussed at the 14th WTO
Ministerial Conference at the end of March 2026 will be the extension of the moratorium on customs duties on electronic
transmissions.

Steel instrument (Regulation against trade-related negative effects of global overcapacity in the steel sector)

The Federal Government has advocated at European level for an effective protection of the European steel industry
against sharp increases in imports from third countries. It therefore welcomes the European Commission’s legislative
proposal for a regulation against trade-related negative effects of global overcapacity in the steel sector (“steel instru-
ment”) of 7 October 2025, which has the following key elements:
Reduction of duty-free import quotas by 47% compared with the status quo to 18.3 million tonnes per year
Doubling of the customs duty rate compared with the status quo to 50% (after duty-free quotas have been exhausted)
Preparation of a rule on the traceability of actual melting and casting locations to prevent circumvention of import
restrictions (“Melt & Pour”). >
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_ Description, expected impact and timeline

92.

93.

94.

95.

96.

The Member States confirmed these core elements in the position of the Council on 12 December 2025, but are propos-
ing new elements that take much better account of the interests of steel users (among other things, the Commission is to
monitor steel price trends on an ongoing basis and adjust import quotas accordingly. if necessary). The new steel instru-
ment is to enter into force on 1 July 2026 at the latest.

Status: announced
Adjustments to the promotion of foreign trade and investment

The Federal Government supports companies in opening up new markets and reducing unilateral supply dependencies.
The main instruments for this are the guarantee instruments used for promoting foreign trade and investment, the
worldwide network of chambers of commerce abroad, Germany Trade & Invest (GTAI) as the Federal Government’s for-
eign trade agency, the market development programme, the foreign trade fair programme and Partnering in Business
with Germany as a programme for international business cooperation. As part of the Federal Government’s diversifica-
tion efforts, foreign trade and investment instruments are increasingly being geared strategically towards new target and
future markets.

The Federal Government is also promoting closer integration of foreign trade and investment promotion and develop-
ment cooperation, including an increase in the German and European share of deliveries in financial cooperation funds.

Consolidation/bundling of export programmes

The Federal Government relies on evidence-based evaluations of existing programmes to strengthen their added value
and leverage effect for the export industry. Last year’s thematic bundling of the Africa Business Network, the Energy
Export Initiative and the Market Entry Programme also released a wide range of synergies and initiated effective reforms.
Cooperation with other foreign trade promotion initiatives within the Federal Government has also been intensified.

The additional bundling of the Partnering in Business with Germany programme with the export initiatives will create
further optimisation potential as of 2026. In addition, the Federal Government will complete a comprehensive potential
analysis and needs assessment for a competitive foreign trade sector in spring 2026 in order to derive specific recom-
mendations for action for the further development of foreign trade promotion instruments based on a sound under-
standing of future markets and technologies.

Strengthening the single market
Negotiations on the Multiannual Financial Framework (MFF) / Cohesion Policy from 2028

In the negotiations on the EU’s MFF for 2028 to 2034, which have been ongoing since July 2025, the Federal Government
is committed to ensuring that the next MFF is modernised, strengthens the EU’s competitiveness, security and defence
capabilities, and sets priorities accordingly. A modernised MFF must prioritise expenditure with European added value,
including investment in future viability, innovation and transformation, and the financing of European public goods.

In times of great challenge, cohesion policy is an important pillar of a Europe based on solidarity and a key instrument
for strengthening the competitiveness, innovative strength and uniform development of all European regions. Bureau-
cracy must be reduced through leaner structures, fewer programmes and specific simplifications. A modernised MFF can
contribute to competitiveness, prosperity and growth in the EU and in Germany. Nevertheless, the high volume of the
new MFF proposed by the European Commission is unacceptable, so that a horizontal reduction is essential.

Deepening the single market

The central aim of the Federal Government is the creation of a 28th regime in company law in order to remove existing
barriers in the single market and strengthen the growth of companies without undermining national labour and social
standards, in particular corporate co-determination. It is important, however, that the 28th regime be designed in such a
way that it is particularly attractive for startups and scaleups. The decisive added value depends on the regime being
open to all interested companies and simplifying the formation of groups of companies. The Federal Government contin-
ues to support the deepening of the single market for services, while it is important to apply a sector-specific approach,
which the European Commission is rightly pursuing. In addition, with its E-commerce Action Plan, the Federal Govern-
ment is also strengthening fair online trade vis-a-vis providers from third countries. This includes strengthening market
surveillance in online trade at national and EU level, reforming the EU Customs Union, including the abolition of the
duty-free limit for low-value goods and the introduction of a processing fee for parcels from third countries, and the
consistent enforcement of due diligence obligations under the Digital Services Act (DSA) vis-a-vis large online trading
platforms.
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_ Description, expected impact and timeline

97.

98.

99.

100.

Further development of the Savings and Investment Union

The deepening and greater integration of Europe’s fragmented capital markets is a high priority for the Federal Govern-
ment. It is working with a package of measures to significantly improve financing opportunities for European companies
and investment opportunities for citizens.

On 4 December 2025, the European Commission presented the Market Integration and efficient Supervision Package
(MISP), designed to remove barriers to cross-border capital movements, promote capital market integration and further
develop capital market supervision. The Federal Government welcomes the objectives of the package and supports
measures that advance the European capital market.

With the aim of improving financing conditions for scaleups, the Federal Government, together with France, has
launched the FIVE Initiative (Financing Innovative Ventures in Europe) for scaleup financing. On 19 January 2026, it
presented a report with proposals for improving the financing of European growth companies.

The Federal Government also wants to improve the participation of private households in the capital market. The reform
of private pension schemes will make an important contribution in this respect. One European project is the “Finance
Europe” investment label, which is intended to make it easier for citizens to invest in the European economy.

Banking union, Crisis Management and Deposit Insurance (CMDI)

On 16 June 2022, the Eurogroup agreed to further strengthen the banking union. It was initially intended that the com-
mon legal framework for bank crisis management and national deposit guarantee schemes (CMDI) be revised. Trilogue
negotiations between the European Parliament, the Council and the European Commission have been ongoing since De-
cember 2024 and were concluded politically in November 2025 under the Danish Presidency. Subsequently, in accord-
ance with the Eurogroup’s guidelines, possible further measures within the framework of the banking union are to be
identified on a consensual basis.

Status: CMDI adopted
Digital euro

On 28 June 2023, the European Commission presented a legislative proposal for a regulation on the introduction of the
digital euro. On 19 December 2025, the Council adopted its negotiating mandate for negotiations with the European
Parliament. Negotiations in the European Parliament to determine its position are still ongoing. The Federal Government
considers the digital euro to be an important project for strengthening European sovereignty, provided that it delivers
real added value. The decision on the introduction of the digital euro is still pending and cannot be taken until the Euro-
pean legislative process has been completed, but the ECB has already begun technical preparations.

Status: announced
Draft bill on the implementation of the Banking Directive Implementation and Bureaucracy Relief Act

The draft bill is intended to implement the EU banking package as it stands and to reduce excessive bureaucracy in the
banking sector in Germany. The EU banking package consists of the Capital Requirements Regulation (CRR III), which

applies as of 1 January 2025, and the Capital Requirements Directive (CRD VI), which is to be transposed into national

law.

The main objectives of the draft are:
Targeted, proportionate and, as far as possible, unbureaucratic implementation of CRD VI, taking into account the
interests of smaller banks and savings banks.
Reduction of unnecessary bureaucracy and simplification of regulatory requirements, provided there are no
supervisory concerns. The aim is to facilitate lending by banks and to reduce formal requirements.

Status: adopted by the Cabinet
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_ Description, expected impact and timeline

101. EU Regulation on a public interface connected to the Internal Market Information System for the declaration on the
posting of workers (eDeclaration)

The regulation on the eDeclaration provides for a common EU-wide digital portal and a standard form with a maximum
number of data points for employers’ obligations to report the posting of workers, which Member States are to be able
to use on a voluntary basis. This is intended to significantly reduce the administrative burden on companies and supervi-
sory authorities. Currently, each Member State has its own procedure for submitting posting notifications. It is therefore
essential that negotiations on the regulation at EU level are concluded swiftly in 2026.

Status: announced

Statement on the Annual Report of the German Council of Economic
Experts (here: EU single market )

122. The GCEE states that the EU single market has considerable untapped potential. With a
deepening of the single market, for example, GDP in Germany, France and Italy would increase
by 3.2%, 2.6% and 2.2% respectively (Annual Report paras. 174). The GCEE sees a need for action
specifically in the areas of territorial supply constraints (TSCs), the 28th regime in company law
and the Single Market Sherpa (Annual Report paras. 188-197). The GCEE also discusses the pos-
sible advantages of a European safe asset (Annual Report paras. 207-217).

The Federal Government shares the assessment of the potential of the single market. With
regard to TSCs, the Federal Government is of the opinion that these should initially be addressed
using existing and effective competition law. Singling out the proposal for the 28th regime is
welcomed. The GCEE only briefly touches on the proposal to appoint high-level Single Market
Sherpas in the Member States to strengthen the political commitment to the single market and
rejects it without giving any detailed reasons.

There is currently no shortage of safe assets on the euro bond market, which is already deep
and liquid. A European safe asset would have negative effects on incentives for sound national
fiscal policy (moral hazard), would lead to uncertainty in practical implementation and would
require new mechanisms for crises and payment difficulties. Furthermore, safe asset status

is determined solely by the markets. The Federal Government rejects European safe assets,
particularly in the form of jointly issued Eurobonds with joint liability for the debts of nation
states at European level.
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D. Structural adjustments, industrial
value creation and economic security

123. The supply-side policy priorities outlined in
Chapter C are of central importance for a return to

higher and self-sustaining macroeconomic growth.

Beyond the focus on the framework conditions for
higher growth potential, the particular circum-
stances of the geopolitical situation create chal-
lenges for the accompanying structural change
and for protecting certain value creation, also for
reasons of economic security.

124. Large sectors of industry are facing a double
pressure to change in the face of digitalisation
driven by Al and the data economy, in addition to

accelerated decarbonisation. Added to this are the
challenges posed by the changed international
economic environment and demographic change.
The success of the German economy to date has
been closely linked to the innovative strength,
diversity and regional anchoring of the manufac-
turing sector. With industry accounting for just
under 20% of total gross value added, Germany
continues to have a strong industrial base and
comparative advantages in high-quality manufac-
turing. Manufacturing output, however, has been
on a downward trend since 2018 (cf. Figure 18),
although this development tends to vary from
region to region.
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Figure 18: Development of production and real gross value added in the manufacturing

e==== Production index e Gross value added index

Source: Federal Statistical Office.

2010 2011 2012 2013 2014 2015 2016 2017

2018 2019 2020 2021 2022 2023 2024 2025




I. THE FEDERAL GOVERNMENT’S ECONOMIC AND FISCAL POLICY 95

This development is to a certain extent a reflection
of macroeconomic structural change, due in part
to increasing prosperity and the associated change
in demand structures within Germany and Europe.
Value creation, for example, is now shifting towards
the service sector, which historically, however,

has recorded lower productivity growth than the
manufacturing sector. In addition to that, economic
security has also become much more important
for significant parts of the manufacturing sector.
For this reason, the Federal Government is focus-
ing not only on measures that create favourable
conditions for new and emerging industry sectors
(cf. Chapter C.3), but also regards it as necessary to
support structural adjustments with a view to
teconomic security interests and value creation
linkages. This also includes instruments that spe-
cifically reduce the drawbacks of regional locations
in structurally weak regions and stimulate growth
and employment. This contributes to equivalent
living conditions and acceptance of the political
and economic order.

125. Resilience, when understood as adaptability,
contributes to the long-term competitiveness of
companies. Greater resilience among companies
contributes to the overall goal of economic secu-
rity. However, creating economic security goes
beyond increasing resilience: it also means pro-
tecting sectors and areas that are essential to the
functioning of the economy. As a basic principle,
companies and businesses are themselves required
to protect their operational processes and corpo-
rate assets against extraordinary events or hybrid
attacks, in addition to monitoring how concen-
trated their supply chain is and determining which
vulnerabilities could be triggered by an external
shock. In some cases, however, the potential mac-
roeconomic damage will exceed the direct micro-

economic costs considerably, which is why eco-
nomic security also makes government action
essential. On the one hand, this has to do with the
effective protection of critical infrastructure, the
(widespread) failure of which must be avoided. On
the other hand, it also has to do with diversifica-
tion and complementary instruments in order to
avoid strategic dependencies on raw materials,
basic materials and other critical goods. Further-
more, in the new security situation we are now
facing, it is increasingly important for the defence
industry to ensure that we have technological pro-
gress and strategic sovereignty in defence-related
technology areas and supply chains. This will also
benefit other sectors of the economy and can pro-
vide impetus for new value creation and employ-
ment growth. In this respect, the additional meas-
ures required by a security policy approach are
central to the international standing and prosper-
ity of Germany and Europe.

Decarbonisation and competitiveness: making
use of technological options, preventing carbon
leakage effectively

126. Decarbonisation and digitalisation, and the
associated technological breakthroughs, are lead-
ing to substantial shifts in comparative advantages
and the associated industrial value creation at an
international level. Germany and the EU are lead-
ing the way in research in a number of clean tech
areas, but are facing intense international competi-
tive pressure and, in some cases, unfair trade prac-
tices, both in these areas and in parts of tradition-
ally strong industrial sectors. Energy-intensive
industries in Germany and Europe are generally
confronted with comparatively high energy prices
(cf. Chapter C.4), although the effective prices tend
to vary considerably between industrial companies
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even within the same country due to different pro-
curement strategies and relief measures.2

In order not to fall behind, in view of the global
trends towards climate-neutral production and cli-
mate-neutral technologies, it is important to lever-
age the technological advantages we already pos-
sess and, in addition to strong public research
activities, mobilise significantly more private
investment and make innovations marketable. Key
to making this reality are long-term prospects
regarding the competitive availability and cost of
electricity and hydrogen, the rapid expansion of
the required infrastructure (electricity, H2 and
CCU/S networks), lead markets to stimulate mar-
ket ramp-ups, and favourable financing condi-
tions. When looking strategically at the common
European goal of strengthening competitiveness
and achieving climate neutrality targets, then cli-
mate policy and industrial policy measures must
be considered together. Overall, it is essential that
comparative advantages within the EU are fully
exploited. The goal of making individual produc-
tion processes resilient should not be considered
purely from a national perspective.

127. Products from energy-intensive basic indus-
tries such as steel, cement and chemical products
are often indispensable intermediate inputs in the
production of critical goods in the defence sector,
infrastructure and, in specific, energy supply. They
are therefore a key factor in avoiding strategic
dependencies and guaranteeing economic resil-
ience. This applies even more so when third coun-
tries exploit dependencies to achieve geopolitical
goals. Furthermore, relocating Germany’s emis-
sion-intensive industries to countries outside
Europe could have negative effects on global emis-
sion reduction (cf. para. (18)). In addition to actively

shaping structural change towards sustainable
technologies, it is therefore necessary to support
an industrial base and its transformation to the
degree necessary for Europe’s resilience and to pre-
vent carbon leakage. A European perspective and a
coordinated European approach are key factors in
this respect. The Federal Government is pushing
for this in Brussels, as is the case in the omnibus
processes to simplify existing EU regulations, for
example, in the context of the Clean Industrial
Deal for the strategic convergence of competitive-
ness and decarbonisation and in the context of
negotiations on a modernised multiannual finan-
cial framework. In order to strengthen production
in Europe in specific manufacturing sectors, crite-
ria for an EU preference are being discussed more
intensively at EU level. This can include policy
measures to give preference to European suppliers
or provisions relating to value added shares (local
content requirements) within the scope of public
funding measures. As the world’s second-largest
single market, Europe can use its market power to
stimulate investment in strategic areas, promote
new technologies and create well-paid jobs. The
Federal Government is pursuing a “Made with
Europe” approach, which also takes into account
trade policy interests and the interests of partners
with whom free trade agreements or economic
partnerships exist. Possible measures are limited to
critical and key strategic sectors and product
groups.

128. In view of the high energy prices and to sup-
port decarbonisation, the Federal Government has
implemented a series of measures to provide relief
for companies with high energy costs in the short
term and to support energy-intensive industries in
their transformation to electricity-based technolo-
gies. These include the continuation of electricity

2 In Germany, the various relief measures implemented to date include electricity price compensation for electricity and trade-intensive industries,
recourse to individual grid fees in accordance with section 19 II of the Electricity Network Charges Ordinance, energy tax and electricity tax relief,
abolition of the EEG surcharge and compensation for the EEG differential costs by the Federal Government.
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tax relief for the manufacturing industry, forestry
and agriculture, the reduction of grid fees in 2026
by providing a subsidy for transmission grid costs,
and the abolition of the gas storage charge. Fur-
thermore, the European Commission in June 2025
created the legal basis under State aid law for the
introduction of a national industrial electricity
price with the Clean Industrial Deal State Aid
Framework. This instrument can be used to pro-
vide targeted relief for electricity costs to electric-
ity and trade-intensive companies. In addition, the
Federal Government has successfully lobbied the
European Commission for sectoral expansion and
a partial deepening of electricity price compensa-
tion. In the Cabinet decision approving the 2026
government draft and the financial planning for
the years 2026 to 2029, the Federal Government
has earmarked a total of €26 billion in the Climate
and Transformation Fund to provide relief for
electricity consumers - in addition to the funds for
electricity price compensation and compensation
under the Fuel Emissions Trading Act.

129. The central control instrument for an effi-
cient decarbonisation is carbon pricing in the
reformed EU ETS 1. It is essential that this be
accompanied by effective carbon leakage protec-
tion. At the end of 2025, the European Commission
presented a report on the Carbon Border Adjust-
ment Mechanism (CBAM) and two legislative pro-
posals to strengthen the CBAM. The main aim is to
ensure that loopholes are closed and the scope
extended to include specific aluminium and
steel-intensive downstream products. In addition,
EU companies that, despite the CBAM, are exposed
to an increased residual risk of carbon leakage into
third markets are to be given additional protection
through a new, temporary decarbonisation fund.
The Federal Government supports the European

Commission’s work on a reform of the CBAM and
is actively involved at European level. The Federal
Government is also lobbying the European Com-
mission for the creation of a uniform European
framework for carbon leakage protection in the
future EU ETS 2.

The Federal Government is also supporting the EU
ETS in the initial phase of infrastructural and tech-
nological path dependencies and market ramp-ups
with optimised funding options. The aim of the
carbon contracts for difference and the Federal
Fund for Industry and Climate Action is to make
substantial investment and technology develop-
ment possible in the industrial sector for decar-
bonisation, including CCU/S. The Federal Fund for
Industry and Climate Action also provides funding
for the development of negative emission technol-
ogies. Carbon contracts for difference are used to
cushion market risks in the market ramp-up of
low-carbon production processes. The IPCEI
Hydrogen programme promotes projects along the
entire hydrogen value chain and provides targeted
support for the ramp-up of the hydrogen econ-
omy. This is particularly necessary for decarbonisa-
tion in sectors with hard-to-abate emissions, such
as cement and steel. In addition, as a result of the
Carbon Dioxide Storage and Transport Act, the
development of a CO, transport infrastructure and
permanent storage in deep offshore geological for-
mations is now possible. This has also created the
key prerequisites for carbon capture, transport and
storage. Furthermore, the Federal Government is
committed at EU level to the creation of green lead
markets in order to strengthen the ramp-up of
innovative and low-emission production processes
and technologies in industry. With the Public Pro-
curement Acceleration Act and the regulatory
authority it contains, the Federal Government is
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laying the foundation for regulating public pro-
curement regulations for the sustainable procure-
ment of steel and cement in a statutory instrument
once the Act comes into force.

130. For economic resilience and for a significant
portion of economic value creation, safeguarding
natural resources and economic livelihoods is of
great importance. In Germany, the agricultural,
food, mining/metals, health, property and tourism
sectors are particularly dependent on the natural
environment. The National Biodiversity Strategy
2030 is the Federal Government’s central nature
conservation strategy and roadmap for 2030.As a
first step towards implementing the EU Nature
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Restoration Regulation, the Federal Government is
currently drawing up a National Restoration Plan,
which is intended to set out how the targets for
restoring damaged ecosystems in Germany are to
be achieved. The Action Plan on Nature-based
Solutions for Climate and Biodiversity is the Fed-
eral Government’s central programme for achiev-
ing the climate targets for the land use sector
(Land Use, Land-Use Change and Forestry Regula-
tion) and leveraging synergies with biodiversity
conservation and nature restoration. The Action
Plan on Nature-based Solutions for Climate and
Biodiversity is currently being further developed
with regard to the needs of the land use sector.

Box 7: International climate policy

~

Since 1990, annual CO, emissions have risen by more than 68% globally. Accounting for less than 2% of global
emissions, Germany is still one of the ten largest emitters alongside China and the U.S. However, contrary to
the global trend, absolute emissions in Germany have already fallen significantly since 1990 (cf. Figure 19 left).
Emissions per capita in Germany have fallen even more sharply, although they are still above the global aver-
age (cf. Figure 19 right).

Climate change is a global cooperation problem that can only be overcome with a global effort. In an increas-
ingly fragmented global economy, there is a particular need to further develop the global regulatory frame-
work. During the international climate negotiations in Brazil in November 2025 (COP 30), it became clear that
emerging economies are having a major influence on global climate policy.

The Federal Government is committed to strengthening the Climate Club. As an open and inclusive forum
with 47 members from all regions of the world, the Climate Club aims to significantly advance the global
decarbonisation of the industrial sector. This includes establishing lead markets for climate-friendly raw mate-
rials and common definitions and standards for green steel and green cement, carbon pricing and dealing with
carbon leakage. In this way, the Climate Club is making a significant contribution to the implementation of the

Paris Climate Agreement targets.

\ 2
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The following results, among others, were achieved at the 30th UN Climate Change Conference (COP 30) in
November 2025:

As of 12 January 2026, 128 NDCs have been submitted, covering 78% of current global emissions. The new
NDCs are to cover all economic sectors and be backed by investment plans.

In the area of mitigation, a “Global Implementation Accelerator” was launched to help meet the 1.5°C
limit and is intended to provide support in presenting and implementing the NDCs and adaptation plans,
as well as to facilitate the exchange of experiences in this area.

As more than 80 countries called for a concrete roadmap for phasing out fossil fuels, Brazil announced a
presidential initiative to work on such a roadmap in the course of 2026.

With the conclusion of COP 30, the framework for international trading of emission allowances made
significant progress (entry into force of Article 6 of the Paris Agreement).

In addition, an open coalition for mandatory carbon markets was launched to promote international
connectivity, particularly of emissions trading systems, e.g. through comparable measurement, reporting,
verification and accounting standards. In addition to Brazil as the initiator, the EU and China are important
members of the coalition.

With regard to climate financing, COP 30 confirmed the new climate financing target that had already

been agreed on at COP 29. It was also decided to triple financing for climate adaptation measures by 2035
within the scope of the existing target.

Figure 19: Development of annual consumption-based CO, emissions by country - absolute (left)
and per capita (right)

CO,, emissions (Gt CO,) CO,, emissions per capita (t CO, p. c.)

For COP 30, countries were required to submit their Nationally Determined Contributions (NDCs) for 2035.
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Table 8: Overview of key measures to maintain industrial competitiveness as part of the decarboni-
sation process and support for structural change

_ Description, expected impact and timeline

Energy relief measures
102. Continuation of electricity tax relief for the manufacturing industry, agriculture and forestry

The electricity tax for manufacturing companies, agriculture and forestry was reduced to the EU minimum tax rate
(0.05 ct/kWh) by the end of 2025. The reduction was made permanent with the Third Act Amending the Energy Tax Act
and the Electricity Tax Act on 1 January 2026. The measure benefits the entire manufacturing sector, agriculture and
forestry, in addition to recognised workshops for disabled people; potentially, this means hundreds of thousands of
companies. The budgetary impact amounts to approximately €3 billion per year (€1.5 billion in 2026).

The Act also removes barriers in the field of e-mobility (simplified tax liability, inclusion of bidirectional charging, regula-
tions on electricity storage, etc.), for example, and increases incentives to use self-generated and electricity exempt from
taxation.

Status: implemented
103. Abolition of the gas storage charge

With the amendment to Part 3a of the Energy industry Act, the gas storage charge, which was used to allocate the costs
of filling gas storage facilities to the balance group managers during the crisis year of 2022 is abolished. The negative bal-
ance on the gas storage charge account will be offset from the federal budget on 31 December 2025. Any costs for gas
storage filling measures by the market area manager — which are currently not considered likely — will be covered by the
Federal Republic of Germany as of 1 January 2026. Any relief associated with the abolition of the gas storage charge must
be passed on to end customers.

The draft of the Fourth Act Amending the Energy Industry Act was approved by the Federal Cabinet on 6 August 2025.
Status: implemented

104. Act on a Subsidy for Transmission Network Costs for 2026
Transmission network costs have risen significantly in recent years. This is in particular due to the expansion of the trans-
mission grid for the purpose of integrating renewable energies. Rising transmission grid fees ultimately burden all elec-
tricity consumers and jeopardise Germany’s industrial competitiveness. An Act on a subsidy for transmission network
costs in 2026 came into force on 12 December 2025.
At €6.5 billion, the subsidy will enable transmission network costs for 2026 to be halved. This is going to benefit all elec-
tricity-consuming companies and private households as a result of the direct reduction of transmission grid fees and the
indirect reduction of distribution grid fees.
Status: implemented

105. Expansion and extension of electricity price compensation
The Federal Government last year successfully lobbied the European Commission for a sectoral expansion and partial
deepening of electricity price compensation in the form of an increase in aid intensity. Since 2013, Germany has been us-
ing this instrument to grant aid for indirect carbon costs resulting from European emissions trading (around €2.4 billion

was paid out in aid for 2023).

Status: announced
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_ Description, expected impact and timeline

106.

107.

108.

109.

110.

Industrial electricity price

In June 2025, with the Clean Industrial Deal State Aid Framework, the European Commission created the legal basis
under State aid for the introduction of a national industrial electricity price. With this instrument, electricity and
trade-intensive companies are able to obtain relief to reduce their electricity costs. The industrial electricity price is
intended to prevent beneficiary companies from relocating to third countries (with lower climate action standards)
and at the same time strengthen the competitiveness of industry.

Status: announced
Decarbonisation and regional policy
Amendment to the Carbon Dioxide Storage and Transport Act

The amended Carbon Dioxide Storage and Transport Act creates a comprehensive legal framework for the development
of CO, pipeline infrastructure and enables CO, to be stored in the German exclusive economic zone, with the amend-
ment also containing provisions for accelerating planning and approval processes. In addition, it establishes the overrid-
ing public interest that usually applies to the construction, operation and significant modification of CO, pipelines and
storage facilities. It also provides the Ldnder with the possibility of permitting onshore storage on their respective terri-
tories.

Status: implemented
Important Project of Common European Interest (IPCEI) Hydrogen

The IPCEI Hydrogen programme (in effect since 2024 in all parts) supports integrated projects along the entire hydrogen
value chain. In 2025, three German technology development projects were funded in the IPCEI Hy2Tech, 23 German in-
frastructure projects in the IPCEI Hy2Infra and one German development project in the IPCEI Hy2Move. In addition,
several large individual projects relating to the decarbonisation of industry were approved under the EU Guidelines on
State aid for climate, environmental protection and energy as part of the IPCEI and are currently being implemented.

Status: implemented
Carbon contracts for difference (CCfDs)

CCfDs are intended to stimulate low-carbon production processes in energy-intensive industries. They are awarded com-
petitively in an auction process. They came into force in 2024 with the launching of a first round of bids. The 15 contracts
concluded will make savings of up to 17 million tonnes of CO, equivalents possible. The architecture of the CCfDs is cur-
rently being reviewed on the basis of the preparatory procedure carried out in autumn 2025 with a view to ensuring that
it is unbureaucratic, technology-neutral, effective and efficient. The 2026 bidding process is scheduled to follow in the
middle of the year, when carbon capture and utilisation (CCU)/carbon capture and storage (CCS) will be applicable for
the first time. In the second call for funding, support is again tied to low-bureaucracy conditions for job creation and site
preservation. The funds for the 2026 bidding round are included in the 2026 federal budget.

Status: implemented
Federal Fund for Industry and Climate Action

The Federal Fund for Industry and Climate Action, which came into force in 2024, provides funds in two funding mod-
ules for investment and technology development in the industrial sector for decarbonisation, carbon capture and utilisa-
tion (CCU)/carbon capture and storage (CCS), including negative emissions. It addresses smaller decarbonisation projects
in particular and thus also small and medium-sized enterprises. The first funding competition was completed at the end
of 2025. The projects will receive a total of around €476 million in funding. Of this, around €106 million will come from
those Ldnder that participate in the funding of large projects in their own region. These projects are expected to trigger
some €1,054 million in private investment. A second call for funding was launched in January 2026.

Status: implemented
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_ Description, expected impact and timeline

111.

112.

113.

114.

115.

Lead markets for climate-friendly basic materials

The Federal Government supports the creation of lead markets for climate-friendly basic materials in order to strength-
en the ramp-up of innovative and low-emission production processes and technologies in industry. With the draft of the
Public Procurement Acceleration Act and the regulatory authority it contains, it has laid the foundation for regulating
public procurement requirements with respect to the sustainable procurement of basic materials in a statutory instru-
ment after the Act comes into force. In addition, the Federal Government is promoting the use of labels for climate-
friendly steel and cement, the Low Emission Steel Standard and the Cement Carbon Class.

In order to strengthen the business case for the new basic materials, the framework for this must be coherent at interna-
tional level. To this end, the Federal Government is continuing its leadership role in the Climate Club.

Status: announced
Net-Zero Industry Act

As part of the national implementation of the Net-Zero Industry Act, measures are being implemented to expand the
production capacities of net-zero technologies in the EU. The Net-Zero Industry Act has set the target of covering at
least 40% of the EU’s annual demand for net-zero technologies by 2030.

To improve market access, resilience auctions are being introduced, for example, to help diversify supply chains in specif-
ic areas of renewable energy. Support programmes that incentivise the purchase of net-zero end products are to be given
a resilience bonus. Special public procurement regulations are intended to strengthen the consideration of sustainability
and resilience aspects.

Planning and approval processes are to be accelerated through central contact points and faster procedures. In addition,
there are benefits (e.g. priority treatment) for strategic projects and the establishment of Net-Zero Acceleration Valleys
for the location and expansion of production capacities.

Status: announced
Buy European / EU Preference Scheme

Within the framework of the Industrial Accelerator Act, the Federal Government is examining EU preference rules for
critical and key strategic sectors and product groups if alternative measures do not achieve the desired objectives and
trade policy interests, in particular the inclusion of countries with free trade agreements with the EU, are guaranteed.
From the Federal Government’s point of view, the Industrial Accelerator Act must not pre-empt the comprehensive
EU procurement reform.

Status: announced
European Commission’s Clean Industrial Deal

The Clean Industrial Deal, presented in February 2025, aims to combine climate action and competitiveness in a com-
prehensive growth strategy. Last year, the Clean Industrial Deal was expanded to include sector-specific action plans
on affordable energy (26 February), the future of the automotive industry (5 March), steel and metals (19 March) and
the chemical industry (8 July), in addition to the Union of Skills (5 March), the Quality Jobs Roadmap (4 December) and
the Startup and Scaleup Strategy (28 May). The measure is currently being implemented and is being closely monitored
by the Federal Government.

Status: announced

E-mobility funding programme for households, especially those with low and middle incomes

The Federal Government is financing a support programme for the purchase of electric vehicles for households, espe-
cially those with low and middle incomes, with funds from the Climate and Transformation Fund totalling €3 billion.
The programme serves climate, social and industrial policy objectives equally and aims to significantly reduce green-
house gas emissions in transport, support the automotive industry in the EU, secure future-proof jobs and make it

easier for low- and middle-income households in particular to purchase electric cars.

Status: adopted
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_ Description, expected impact and timeline

116. Further development of the Joint Task “Improving the Regional Economic Structure” (GRW)

In December 2025, the Federation and Ldnder jointly decided on a comprehensive further development of the Joint
Task “Improving the Regional Economic Structure”, Germany’s key regional policy instrument. Among other things,

further development will

improve incentives for investment by SMEs in structurally weak regions,
make additional contributions to securing skilled labour in regions where a significant decline in population is expected,

achieve improvements in infrastructure funding,

realign the creation and implementation of regional development concepts
and the programme will be significantly simplified and streamlined.

Status: implemented

Economic security: protecting critical infra-
structure and technologies, securing access to
raw materials

131. In a global economy increasingly characterised
by geopolitical tensions and threat levels, the goal of
achieving economic security is of paramount
importance for Germany and Europe. In view of this
situation, it is essential to safeguard Germany’ econ-
omy against a multitude of risks. The protection of
critical infrastructures and the secure supply of and
secure access to energy, raw materials, data and key
technologies are of central importance (cf. Chapters
C.2 and C.4). With regard to critical dependencies
along the entire value chain, it is important to
anticipate the macroeconomic risks posed by exter-
nal strategic actors and to take preventive measures
in the interests of security of supply for important
goods. In 2026, the Federal Government will present
a National Economic Security Strategy on this topic,
which will identify both strategic priorities and
specific measures in the field of economic security.
It will also clarify the responsibilities of companies
and the areas in which market failures require
government intervention.

132. In the cyber domain, Germany is increasingly
becoming the target of cyber attacks by criminal
and state actors, which lead to considerable damage.
According to the 2025 Economic Protection Study

by Bitkom and the Federal Office for the Protection
of the Constitution, the damage to the German
economy this year is higher than ever at €289.2
billion, or 7% of GDP. In response to the increasing
threats, the Federal Government is updating its
National Cyber Security Strategy to specify the stra-
tegic framework for cybersecurity activities for the
period from 2021 to 2026. This will also incorporate
requirements from the second EU Network and
Information Systems Directive (NIS 2 Directive) and
other sectoral regulations. The NIS-2 Directive con-
tains measures such as incident reporting and com-
pulsory registration for certain companies, as well as
risk management measures, e.g. with regard to deal-
ing with security incidents or maintaining opera-
tions. Insofar as it falls within the legislative compe-
tence of the Federal Government, it has been fully
implemented into national law with the Act imple-
menting the NIS2 Directive. Other sectoral regula-
tions, such as the DORA Regulation in the financial
sector (Digital Operational Resilience Act), contain
similar requirements. In the technological and soci-
etal “arms race” between attackers and defenders,
research and development in the field of cybersecu-
rity plays a fundamental role. Strengthening cyber-
security research is enshrined in Germany’s High-
Tech Agenda and, in addition to other measures, is
being implemented through a new research frame-
work programme.
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133. Critical infrastructures in particular can be
highly vulnerable to cyber attacks. Furthermore,
critical infrastructure can be the target of physical
attacks or sabotage, or be destroyed by natural dis-
asters. Critical infrastructures are defined as organi-
sations and facilities that are important to the state
community and whose failure or impairment
would result in long-lasting supply bottlenecks or
significant disruptions to public safety and security.
The Umbrella Act for Critical Infrastructure Protec-
tion is intended to establish a comprehensive
framework for the physical protection of such criti-

cal infrastructures by their operators. Government
risk assessments are carried out for individual criti-
cal services in order to obtain an overall view of the
hazards and interdependencies for critical infra-
structure protection in Germany. These form the
basis for specific risk assessments by the operators.
Operators are then obliged to implement tailored
measures to strengthen the resilience of their spe-
cific facilities. In doing so, an appropriate balance
between measures that are appropriate and neces-
sary and economic considerations are to be taken
into account.

Box 8: Security and defence industry

Germany will spend significantly more on defence in future, not least due to the exemption in the debt brake.
According to the current financial plan, Germany will invest around €150 billion in defence in 2029 (cf. Chapter
B). Short-term multiplier effects of the expenditure are expected to be lower than those of infrastructure
investments, but depend in particular on the type of expenditure (e.g. personnel vs. equipment) and the inten-
sity of imports. Most studies expect multipliers of less than or close to 1. With a rather high proportion of
domestic procurement (49% compared to 35% joint ventures/foreign companies in Germany and 16% from
foreign production), a high proportion of industrial value added and a stronger focus of the Bundeswehr’s
special fund for equipment goods (approx. 50%), moderately positive impulses for the overall economy are
possible. The expansion of production in the security and defence industry can partially offset underutilised
capacities from other sectors in the short to medium term.

With regard to the long-term effects, the body of research is inconclusive. Nevertheless, increases in spending,
particularly in the area of military R&D, can have positive spillover effects for civilian industries and thus long-
term growth and productivity effects, particularly through the efficient use of funds for new technologies,
dual-use goods and innovations. Evidence from studies conducted in the United States and Europe confirms
the spillover effects of publicly funded research and development on the private sector and macroeconomic
productivity gains. Historical examples of macroeconomic spillovers from the military sector include the
Defense Advanced Research Projects Agency in the United States and the race to land on the moon.

The potential of innovations in modern digital technologies and the ramp-up in production can already be
observed. In recent years, startups in the defence and dual-use sectors have emerged throughout Germany.
They focus in particular on Al-supported products in the field of drones, autonomous unmanned vehicles and
satellites. A key prerequisite for stronger spillover (R&D, knowledge and technologies) is regulatory adjust-
ments and the establishment of formats for exchange between the civilian and military worlds. Germany’s
High-Tech Agenda also actively addresses this in the strategic research field of security and defence >
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as a whole.

appropriately.

research, for example by setting up innovation hubs for security and defence. Through exchange between civil
and military users and providers of security solutions, these hubs are intended to identify and harness syner-
gies between civil and military research for innovative solutions designed to strengthen the security of society

In view of the state’s purchasing power in the defence sector, public procurement is a key factor in providing
targeted incentives for innovation, spillover and the promotion of new and young companies through the pro-
curement of innovations and open tenders. In order to exploit economies of scale and increase the interopera-
bility of defence systems, European coordination of defence policy and more joint procurement are essential.
The strengthening of the defence industry is essential and can trigger long-term growth effects if allocated

~

134. The Federal Government actively supports
the European Commission in developing the EU
into a geostrategic actor and in implementing the
three pillars of the EU’s economic security strat-
egy: “Promote”, “Protect” and “Partner”, consist-
ently and equally. The Federal Government wel-
comes the more proactive approach taken by the
European Commission in its Joint Communication
on strengthening Economic Security of 3 Decem-
ber 2025 towards a coherent and targeted use of
instruments to protect our economic security. The
National Economic Security Strategy will comple-
ment the European strategy and expand coopera-
tion with European and international partners on
economic security issues. It will focus more closely
on the security interests associated with critical
technologies and the protection of critical value
chains, in particular by expanding capacities for
risk analysis and strategic foresight at national and
European level. The Federal Government is coun-
tering unilateral technology leakage and protect-
ing its own capabilities. To this end, it is strength-

ening research security and, in line with a recom-
mendation by the European Commission, will
conduct a risk analysis of foreign investments in
third countries in technology areas that are deci-
sive for the economic security of the Union by
mid-2026. The Federal Government will also pres-
ent a draft foreign investment screening regulation
by mid-2026, which will, among other things, close
the gaps created by the changed global security
situation.

135. Critical dependencies must be eliminated,
particularly with regard to raw materials that are
indispensable inputs in the production of key
technologies. Beyond diversifying trade relations
and thus raw material sources as well (cf. Chapter
C.6), Germany’s raw material sovereignty is to be
strengthened overall, taking into account the
European Critical Raw Materials Act. To secure the
supply of critical raw materials, the Raw Materials
Fund has been established as an instrument with a
focus on equity participation in strategic raw
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materials projects. The Federal Government also
uses guarantees for untied financial loans (Untied
Loan Guarantees) as an integral part of its raw
materials strategy. These guarantees protect credi-
tors of raw material projects abroad against eco-
nomic and political default risks. At the same time,
Germany - also within the EU framework - is
expanding strategic raw materials partnerships
with producing and processing countries. Ulti-
mately, the Federal Government sees the National
Circular Economy Strategy as an opportunity not
only for greater sustainability and lower consump-
tion of primary raw materials: a targeted ramp-up
of secondary raw material markets additionally
strengthens the resilience of existing value chains
directly. Another approach to reducing critical
dependencies is presented in a Resilience Roadmap
for Permanent Magnets drawn up by the European
Wind Industry in collaboration with the Federal
Government.

136. In view of specific threats and attempts by
international actors to exploit energy markets for
the enforcement of geopolitical interests, Germany
must work with its European partners to
strengthen its preparations for a resilient energy
supply. A strategic approach aims to systematically
ensure a resilient supply of solid, liquid and gase-
ous energy sources, for which international trade
and, as a result, the influence of geopolitical con-
flicts are of paramount importance. Germany is
continuing to expand its import capacities for lig-
uefied natural gas (LNG) to be in a position to
obtain supplies from different sources. In 2025,
capacities of 15 billion cubic metres were already
available. By 2027, this figure is to rise to 25 billion
cubic metres and then to around 34 billion cubic
metres following the commissioning of onshore
terminals. With the decline in the consumption of
fossil fuels, partly due to the expansion of renewa-
ble energies, import dependencies will continue to
decrease.

Table 9: Overview of key measures to strengthen economic security

_ Description, expected impact and timeline

117. Key measures within the scope of the action programme for implementing the National Circular Economy Strategy

The National Circular Economy Strategy adopted by the Cabinet brings together measures aimed at significantly reduc-
ing raw material consumption in Germany - including upstream supply chains abroad - by the year 2045. A key objective
of the National Circular Economy Strategy is to double the share of secondary raw materials in terms of the total raw
material use by 2030, in line with European Union requirements. In addition, Germany’s raw material sovereignty is to be
strengthened, taking into account the European Critical Raw Materials Act.

An action programme for implementing the National Circular Economy Strategy contains measures that can be imple-
mented in the short term. These include a platform for dialogue with industry and civil society to accompany implemen-
tation, a programme to promote investment and innovation in the circular economy, and a digitalisation initiative to

close material cycles.
Status: announced

118. Raw Materials Fund

To secure the supply of critical raw materials, the Raw Materials Fund has been set up as an instrument focusing on equi-
ty participation in strategic raw materials projects. Within the scope of the Raw Materials Fund, KfW is to participate
with equity in strategic raw materials projects in the areas of extraction, processing and recycling for German industry.
Debt capital can also be secured for domestic projects. An initial project was signed in December 2025, with further pro-

jects in the pipeline.

Status: adopted
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_ Description, expected impact and timeline

119.

120.

121.

122.

123.

Investment Review Act

The Federal Government will present a draft Foreign Investment Screening Act by mid-2026. This will consolidate the
regulations on foreign investment screening that were previously included as piecemeal legislation in the Foreign Trade
and Payments Act/ Foreign Trade and Payments Ordinance. The aim is to create an even more effective procedure that
will increase the attractiveness of Germany for inward investment by speeding up and simplifying the process without
compromising the necessary protective effect. Gaps resulting from the changed global security situation will be closed
and necessary procedural changes will be implemented.

Status: announced
Construction of liquefied natural gas terminals

The construction of liquefied natural gas terminals will enable Germany to import liquefied natural gas from a variety of
countries and diversify its gas supply. The federally owned Deutsche Energy Terminal GmbH operates the floating lique-
fied natural gas terminals in Brunsbittel, Wilhelmshaven01, Wilhelmshaven02 and Stade. The Mukran terminal on the
Baltic Sea is operated privately by Deutsche ReGas. The total import capacity of the terminals will amount to 15 billion
cubic metres in 2025, rising to 25 billion cubic metres by 2027.

Three land-based liquefied natural gas terminals are planned to replace the floating terminals, as they have a higher ca-
pacity than the floating terminals. In Brunsbiittel, the German LNG Terminal GmbH project is currently in the construc-
tion phase, with some parts still in the approval phase. The project at the Stade site is in the construction phase. The pro-
ject in Wilhelmshaven is at a very early project stage. The commissioning of the land-based terminals from 2028 onwards
will increase the total capacity to up to 34 billion cubic metres.

Status: adopted
New framework programme to fund cybersecurity research

In view of a changed geopolitical threat situation, cybersecurity research is of utmost importance for the technological
sovereignty and cyber resilience of the economy, society and the state. In 2026, the process of creating a new Federal
Government programme for cybersecurity research will begin. As one of the measures included in Germany’s High-Tech
Agenda in the strategic research field of security and defence research, the programme focuses on cybersecurity “Made
in Germany”. The publication of the new research framework programme is planned for 2027.

Status: announced
Umbrella Act for Critical Infrastructure Protection

The Act is intended to establish a comprehensive framework for the physical protection of critical infrastructures by their
operators. The key measures included are risk analyses, minimum protection standards and fault monitoring. These may
involve considerable effort, but in uncertain times it is essential for the protection of public safety and order. In this way,
the Federal Government is increasing the resilience of critical infrastructures to withstand a large number of conceivable
hazards, be they natural disasters or attacks. This will benefit both citizens and the economy. The Act is scheduled to
come into force in 2026.

Status: adopted by the Cabinet
Implementation of the NIS-2 Directive

The NIS-2 Implementation Act is intended to transpose the second EU Directive on Network and Information Security
(NIS-2 Directive) into German law. The Act will implement the legal provisions of the NIS-2 Directive that require imple-
mentation in full, insofar as they fall within the legislative competence of the Federal Government. The core require-
ments are registration, reporting obligations for certain companies and the implementation of risk management meas-
ures (e.g. preparation of risk analyses, supply chain security, training and awareness-raising measures). This will mainly be
achieved by amending the Act on the Federal Office for Information Security. Among other things, the catalogue of mini-
mum security requirements in Article 21(2) of the NIS-2 Directive will be incorporated into the Act on the Federal Office
for Information Security. The aim is to minimise the bureaucratic burden on institutions within the scope of the existing
leeway for Member States when implementing the Act

Status: announced




108 1. THE FEDERAL GOVERNMENT’S ECONOMIC AND FISCAL POLICY

Statement on the Annual Report of the German Council of
Economic Experts (here: defence and regional policy)

137. The GCEE sees a need to strengthen European defence capabilities in order to address the
deteriorating security situation of the EU. It warns of inefficiencies due to the fragmented
internal defence market. Recommendations include greater use of EU-wide tendering proce-
dures, a European public procurement agency, targeted support for innovation and increased
investment in research and development (R&D) for future-oriented and strategic defence plan-
ning (Annual Report paras. 223-249).

The Federal Government shares the GCEE’s diagnosis that the European defence industry must
become more efficient, innovative and resilient. It supports greater coordination and pooling of
cooperative procurement through existing structures, both international agencies (e.g. Euro-
pean Defence Agency, OCCAR and NSPA) and national procurement authorities (as already
practised in Germany, France and Sweden). The Federal Government is committed to strength-
ening the European Defence Agency and expanding it into a central agency for European
defence research, capability development and coordination of joint procurement by Member
States. In line with the conclusions of the European Council of October and December 2025,
Germany has made a comprehensive contribution by taking a leading role, together with other
Member States, in five of the nine priority critical capability areas defined at EU level.

The GCEE’s recommendations on regulatory simplification and financial incentives are sup-
ported. This an area where the Federal Government is particularly keen to ensure that market
fragmentation is counteracted. Mandatory supranational procurement is currently viewed crit-
ically and must remain within the framework of European contract law and not create dupli-
cate structures that could become an obstacle to the intended acceleration. The Federal Gov-
ernment is therefore currently focusing on making public procurement law more flexible and
on voluntary cooperation based on excellence and efficiency. Furthermore, the Federal Govern-
ment will continue to insist that the path of cutting red tape and of simplifying approval pro-
cedures introduced with the EU Omnibus Regulations be continued.

The German Council’s proposals for promoting research, including consideration of U.S.-style
institutions, startups, dual-use technologies and university cooperation, are welcomed in prin-
ciple. The Federal Government is already pushing ahead with this (e.g. the Hub for European
Defence Innovation, the NATO Innovation Fund, the Bundeswehr Innovation Centre and the
Cyber Innovation Hub).

138. The GCEE states that targeted funding for regions weakened by structural change can be
useful in reducing adjustment frictions and offsetting external effects such as insufficient
investment in public goods in economically weak regions. Societal acceptance of structural
change also depends crucially on whether it is possible to create visible and tangible prospects
for the future for disadvantaged regions, beyond economic indicators (Annual Report para.
785). In this context, the GCEE looks in detail at funding to support businesses in these regions,
and refers to its positive effectiveness and relative cost efficiency. At the same time, the GCEE
generally criticises the large number of funding programmes and the high level of bureaucracy
involved. It recommends that funding should focus more on research and knowledge-intensive
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economic sectors (Annual Report paras. 778-781). With regard to the federal funding system for
structurally weak regions (GFS), the GCEE criticises the fact that measures often only take effect
when the local economic structure is already significantly weakened. It therefore advocates a
more proactive structural policy (Annual Report para. 782).

It is welcome that the GCEE recognises the positive effects of the Joint Task “Improving the
Regional Economic Structure” (GRW). In particular, the Federal Government also promotes
investment in municipal business-related infrastructure in structurally weak regions within the
framework of the Joint Task, thereby creating better conditions for private investment and for
the establishment of businesses. The Federation and Ldnder comprehensively revised the Joint
Task system at the end of 2025 in order to further increase its contribution to strengthening
growth and employment in these regions. In addition, preparatory work has already begun on
drawing up regional aid maps from 2028 onwards. The coalition agreement stipulates that in
future the boundaries should (also) be based on socio-economic indicators. Indicators with a
stronger focus on the future with regard to regional structural weaknesses are also to be
included in order to further strengthen the preventive focus of the Joint Task. The Federal
Government shares the GCEE’s assessment of the federal funding system for structurally weak
regions and intends to address this challenge with a more preventive approach to defining
future regional aid areas.

139. Since measures taken at national level to strengthen competitiveness can also have an
impact on other countries, the GCEE considers that a coordination of support policy at EU level
basically make sense. In this context, it highlights the importance of the IPCEIs. IPCEIs should
also continue to be used strategically, but across a broader range of sectors. (Annual Report
paras. 767-770).

The Federal Government shares the GCEE’s assessment that the IPCEI State Aid Framework is
an important instrument for supporting key technologies in Europe.
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Overview: Cyclical recovery in the wake
of fiscal stimuli

140. German economic output stabilised in 2025
following the negative growth rates of 2023 and
2024. Whilst there was a tangible rise in private
and public consumption expenditure, price-ad-
justed GDP in 2025 rose by 0.2% due to persistently
weak investment and a clearly negative contribu-
tion to growth from foreign trade. Compared with
2019 - prior to the pandemic and the commence-
ment of the Russian war of aggression against
Ukraine - price-adjusted GDP was only slightly
higher in 2025.

141. The ongoing geopolitical and trade policy
uncertainties, the trade policy fragmentation and
the rise in protectionism in many regions of the
world had a substantial impact on Germany’s
export-oriented industry last year. These develop-
ments are exacerbating pre-existing structural
challenges: reduced international competitiveness
of the German economy, skills shortage primarily
due to demographics, higher energy costs and sig-
nificant burden of bureaucracy. Central economic
and fiscal policy measures of the Federal Govern-
ment (Special Fund for Infrastructure and Climate
Neutrality, tax-based immediate investment pro-
gramme) did have an impact towards the end of
the year, but their effects were probably overridden
to some extent by the repercussions of the provi-
sional budget rules which remained in place until
the end of September.

142. The Federal Government expects real economic
growth of 1.0 % in 2026. This is slightly below the
expectation in the 2025 autumn projection. The
main cause of this is an unfavourable statistical
overhang from the preceding year due to a rather
weaker economic development in the second half
of 2025 than had been expected. Over the whole of
2026, an economic recovery is expected, mainly

driven from higher domestic dynamism - coupled
with somewhat reduced headwind in the external
economic field. In particular, the economic and
fiscal policy measures of the Federal Government
are likely to generate tangible growth effects; they
are likely to contribute around two-thirds of a per-
centage point to GDP growth in 2026. This assess-
ment is similar to the assessment in the winter
forecasts of most of the economic research insti-
tutes participating in the joint economic forecast.
The expected cyclical recovery driven primarily by
the fiscal stimuli cannot however hide the fact that
the structural growth prospects remain considera-
bly weakened and are subject to increased uncer-
tainty due to far-reaching upheaval. In order to
counter a further loss in competitiveness and to give
a permanent boost to potential growth, there is a
need not only for public investment to modernise
infrastructure and for tax-based investment incen-
tives, but also for further reforms to safeguard the
skills base, to reduce bureaucracy, to digitalise the
public administration, and to reduce energy costs
(cf. Chapter A).

143. The indicators are ambiguous in Germany at
the beginning of the year. The production and
order situation in the manufacturing sector have
recently trended upwards to some extent, with a
clear rise mainly in domestic demand, particularly
in the field of capital goods. This development is
also feeding through into an expansion of indus-
trial output, mainly from capital goods producers.
Correspondingly, capacity utilisation has risen
slightly to 78.2% in the manufacturing sector.
However, that still leaves it below its long-term
average. In contrast, recent indicators of industrial
sentiment have seen a softening. Consumer senti-
ment at the end of 2025 was also trending down-
wards, and is not yet pointing towards a clear
improvement in consumer spending at the turn
of the year.
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144. The global economic outlook remains difficult
despite the generally robust development in global
growth and trade. Economic dynamism in most of
the regions will probably slow down to some extent
in 2026, and international trade will suffer from
geopolitical tensions and increased protectionism.
The U.S. tariff increases will continue to impact the
global economy. Demand for exports of German
goods is likely to remain restrained, with the deteri-
oration in international competitiveness of Ger-
man firms being caused not least by rising market
shares of suppliers from China. This mainly affects
the core areas of the German export industry -
mechanical and plant engineering, and the auto-
motive industry. In view of reduced demand form
previously significant German sales markets out-
side Europe, the German economy will likely con-
tinue to lose global market shares despite a robust
development of exports to the European Single
Market. This means that the contribution to growth
from foreign trade is likely again to be negative this
year, albeit less so than in 2025.

145. In contrast, a positive stimulus for growth is
expected to derive from domestic demand, and
particularly from private and public consumption
expenditure and from gross fixed capital invest-
ment. Real wage rises, which can become tangible
for lower income groups in particular via a gradual
increase in the minimum wage, are likely to stimu-
late consumer sentiment in the course of the year.
Additionally, disposable income will increase due
to relief measures taken by the state, including
lower transmission grid fees and the end of the gas
storage charge. The expected turnaround on the
labour market in the course of 2026 is also likely to
improve consumer sentiment and to stimulate
consumer spending.

146. Following several setbacks over recent years,
the development of capital investment is expected
to pick up speed over the course of 2026. Public
and private investment in equipment and con-
struction is being boosted by the Special Fund for
Infrastructure and Climate Neutrality, the Bundes-
wehr Special Fund / the exemption for defence
spending, by the Germany Fund and by tax-based
incentives to invest. In this way, the Federal Gov-
ernment’s fiscal and economic policy is clearly
bolstering economic development. The Act to Pro-
mote Private Investment and the Financial Centre,
which was finally adopted by the Bundesrat at the
end of January 2026, will also improve the policy
environment for private-sector investment, par-
ticularly in infrastructure and renewable energy
and in venture and growth capital, and reduce
unnecessary bureaucracy.

147. The labour market was recently in a less posi-
tive condition as a result of the economic weak-
ness. Rising unemployment faced stagnating
employment, although this was characterised by
very different developments in individual sectors:
The clear shedding of jobs in the goods-producing
branches of the economy was offset by rising
employment in services, particularly by public ser-
vices, education and health. The structural change
on the labour market will probably continue this
year. In view of the fiscal stimuli, demand for labour
should also recover to some extent in the goods-
producing sector. Since the human resources
capacities of many companies are currently not
being fully utilised, however, this will likely only
become apparent in the second half of the year. In
annualised terms, employment is expected to fall
slightly, by 20,000 people, not least due to the rela-
tively weak situation at the start of the year. In the
course of the year, unemployment will probably -
partly for demographic reasons - decline; however,
the decrease is likely to be only small in annualised
terms due to the large overhang from the preced-
ing year.
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148. The development in wages, which was domi-
nated in past years by higher collective wage agree-
ments and one-off payments (inflation compensa-
tion bonus) relating to the increased inflation rate,
is likely to come back towards the longer-term
inflation-neutral distributive margin this year.

This contrasts with generally restrained demand
for labour, and a trend towards growing skills

shortages in some sectors. Consumer prices are
likely to rise by around 2.1%, rather less than in
previous years, with administrative price cuts
(reduction in grid charges, abolition of gas storage
charge) tending to reduce the rate of increase. Core
inflation (excluding energy and food) will probably
remain slightly higher, but will also come down.

Figure 20: Development of gross domestic product in Germany
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149. The Federal Government’s annual projection
for GDP growth in 2026 is slightly higher than the
November 2025 forecast issued by the German
Council of Economic Experts (GCEE). For 2026, the
GCEE had forecast a rise in real GDP of 0.9%. In the
face of a very similar overall cyclical picture, it had
assumed a rather weaker development of public-
sector consumption, and lower public and private
investment. Here, the GCEE assumes that there
will be a delayed outflow of funds from the fiscal
measures of the Special Fund for Infrastructure
and Climate Neutrality and the defence spending,
meaning that stronger effects would be seen later.

150. The 2026 annual projection is based on the
following assumptions:

* For the global economy, on the basis of fore-
casts by international organisations, price-ad-
justed GDP growth of 2.9% in 2026 is assumed.
A 2.3% rise in global trade in goods and services
is expected.

* The price for Brent crude oil will fall to around
USD 61 a barrel as an average for 2026. Gas
prices will also probably remain below last
year’s average, at around €28 per MWh. These
assumptions are based on the quotations for
futures from the beginning of January 2026

* In the projection period, the euro-dollar
exchange rate is assumed to be at its average of
the last six weeks before the forecast was pre-
pared. This results in a slight appreciation, i.e.

a slightly higher euro exchange rate of around
USD1.17 compared to the previous year.

Overview 1: Selected key figures for macroeconomic trends?

Annual

projection
2024 2025 2026

Change as compared to preceding year in %, unless indicated otherwise

FORMATION of gross domestic product (GDP)

(price adjusted) -0.5 0.2 1.0
Employment (domestic) 0.1 0.0 0.0
Unemployment rate in % (as classified by the Federal Employment Agency)? 6.0 6.3 6.2
USE of GDP in price-adjusted terms (real)
Final consumption expenditure (households and NPISHs) 0.5 14 0.8
Government 2.6 15 2.4
Machinery and equipment -5.4 -2.3 35
Construction -3.4 -0.9 2.4
Domestic demand 0.2 17 15
Exports -2.1 -0.3 0.8
Imports -0.6 3.6 2.1
Net exports (contribution to GDP growth)3 -0.7 -1.5 -0.5
Inflation rate 2.2 2.2 2.1
Gross wages and salaries per employee 5.2 4.6 35

1 Until 2025, preliminary calculations by the Federal Statistical Office, as of January 2026.
2 Inrelation to labour force; definition by the Federal Employment Agency.
3 Changes in inventories/net exports in % of GDP of the preceding year (= contribution to GDP growth).

Source: Federal Statistical Office; 2026 annual projection of the Federal Government.
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Overview 2: Technical details of the 2026 annual projection

2024 2025 2026

In percent or percentage pointst

GDP rate as annual average -0.5 0.2 1.0
Statistical carry-over at the end of the year? 0.1 0.1 0.5
Rate over the course of the year3 -0.2 0.3 1.2
Average annual GDP rate adjusted for work days -0.5 0.3 0.8
Effect of the number of calendar days* 0.0 -0.1 0.2

1 Up to December 2025 results of the Federal Statistical Office.

2 Index adjusted for season and calendar days in Q4 of the preceding year as
compared to the quarterly average (adjusted for calendar days) of the preceding year.

3 Rate of annual change in Q4, adjusted for season and calendar days.

4 In % of GDP.
Total sums may be affected by rounding differences.

Source: Up to 2025 Federal Statistical Office; 2026 annual projection of the Federal Government.

* The European Central Bank’s main refinancing
rate currently stands at 2.15%, and experts
expect the average rate to stay there in 2026
(consensus forecast).

* Interms of international trade policy, it is
assumed that tariffs which entered into force at
or had been agreed by the beginning of January
will remain in place during the projection
period. A uniform U.S. tariff of 15% is therefore
applied to the majority of exports from the EU.
Sectoral tariffs on U.S. imports of steel, alumin-
ium, copper and derivatives from the EU are
put at 50%.

151. As usual, the annual projection reflects what
the Federal Government considers to be the most
likely development in the coming year at the time
the projection is made; it is based on the afore-
mentioned assumptions, but these are subject to
uncertainties. This is especially true of the external
economic conditions: the geopolitical fragmenta-
tion, persistent uncertainties about U.S. trade and

security policy, increased protectionism and a stra-
tegically imposed scarcity of critical raw materials
and upstream products like semiconductors could
further exacerbate the uncertainties, cause supply
chain disruption and production shortfalls, make
planning more difficult for the companies, and
damage consumer confidence. A renewed flare-up
of the trade conflict could cause price increases
for goods, raw materials and transport, and thus
reduce the dynamism of global growth and trade.
Further to this, a sudden correction on the finan-
cial markets could impact the prospects for
growth.

152. A stronger economic recovery than that
depicted would be possible if there is a reduction
in the trade-related and geopolitical tensions, and
in particular an end to Russia’s illegal war against
Ukraine or a relaxation of U.S. trade policy. Greater
planning security could improve the sentiment in
companies and amongst consumers, and could
boost consumer spending and corporate invest-
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ment. Finally, the economic and fiscal policy meas-  Global economy rather resilient despite trade

ures, coupled with further structural reform pro- barriers, but rate of expansion remains

jects, could give an even greater boost to confi- restrained

dence, deliver higher incentives for private invest-

ment and consumption, and thus lead to a 153. The global economy proved resilient in gen-
stronger economic recovery. eral last year, despite the burdens imposed by

higher tariffs, significantly greater trade policy
uncertainties, and geopolitical conflicts and risks.
Whilst global GDP probably expanded rather more
slowly than the year before, global trade actually
registered a slightly greater increase. Overall, inter-
national organisations have recently tended to
undertake upward revisions of their assessments
of last year, as the effects of bringing U.S.-related

Overview 3: Contributions to GDP growth

2024 2025 2026

Year-on-year contributions to growth (in %)

Gross domestic product (growth) -0.5 0.2 1.0
Household final consumption expenditure 0.3 0.7 0.4
Government final consumption expenditure 0.6 0.3 0.5
Gross capital formation -0.7 0.6 0.6
Changes in inventories 0.1 0.7 0.0
Gross fixed capital investment -0.7 -0.1 0.6
Machinery and equipment -0.4 -0.1 0.2
Construction -0.4 -0.1 0.2
Other capital investment 0.0 0.2 0.1
Domestic demand 0.2 17 1.5
Export of goods and services -0.9 -0.1 0.3

Goods -1.0 -0.2 0.3

Services 0.1 0.1 0.0
Imports of goods and services 0.2 -14 -0.8

Goods 0.6 -1.3 0.7

Services -0.4 0.0 0.1
External contribution -0.7 -1.5 -0.5

Total sums may be affected by rounding differences.
Source: Until 2025 Federal Statistical Office, 2026 annual projection of the Federal Government.
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trade activities forward at the beginning of the
year - in the expectation of further rises in trade
barriers - were stronger and longer lasting than
initially expected. Also, the higher U.S. import
tariffs have so far only gradually been passed on to
the U.S. clients. This suggests that some of the
negative macroeconomic effects have yet to mate-
rialize.

154. The significantly increased U.S. tariffs which
are intended to be permanent are likely to increas-
ingly feed through in the coming months into
higher prices, lower demand and ultimately lower
trade activity - even if this is partly offset by the
boom in trade in Al-related products and services.
Since the beginning of 2025, the effective U.S.
import tariff, according to calculations by the Yale
Budget Lab, rose from 2.5% to nearly 28% in mid-
April 2025, the highest level since the beginning of
the 20th century. Since then, it has fallen back due
to a number of tariff agreements, and recently
stood at around 17%. Further to this, various stud-
ies suggest that increases in trade policy uncertain-
ties result in less trade-intensive demand as com-
panies hold back their investments, thus reducing
world trade.3 According to the empirical studies,
the adverse effects of higher uncertainty are grad-
ually increasing and peak only after a few months’
time.

155. Against this background, it is likely that a mod-
erate recovery will follow after a slowing of the
global economy and global trade at the turn of the
year from 2025 to 2026. Firstly, the direct negative
effects of the tariff increases will diminish, even if
the significantly higher barriers to trade have a long-
term impact on world trade. Also, capital invest-
ments — and thus also international trade, particu-
larly in the Asian emerging economies - are likely to
continue to benefit from rising expenditure on the
development and use of artificial intelligence.

Furthermore, ongoing rises in real wages are stimu-
lating consumer spending in many places. More
favourable financing conditions and fiscal stimuli
are also likely to give a slight boost in some coun-
tries.

156. The rate of expansion in the winter half-year
will probably also weaken in some of Germany’s
important trading partner regions. The U.S. econ-
omy will continue to display dynamism in princi-
ple, and will be boosted in the projection period by
Al-related investment and an expansionary fiscal
policy, e.g. in the context of the One Big Beautiful
Act. However, the clearly more restrictive trade
and immigration policy is likely to gradually lead
to price rises and weaker demand, especially for
consumer goods. Furthermore, the starting point
for 2026 is probably comparatively weak due to the
shutdown, which is likely to have significantly
slowed economic activity in the fourth quarter of
2025. As a result, lower growth is expected in the
U.S.in 2026 than in the preceding year.

157. International organisations like the OECD
and the IMF are also expecting a somewhat weaker
rate of expansion for the euro area than in 2025.
The reasons for this are the external economic
headwinds from U.S. tariff policy, the continuing
rise in competitive pressures from China, and the
appreciation of the euro. At the same time, domes-
tic demand is continuing to have a stimulating
effect on the economy. More favourable financing
conditions and increased public-sector spending
on infrastructure and military equipment are stim-
ulating investment in plant and equipment. Also,
consumer spending is likely to pick up speed due
to a robust labour market development, stable
inflation rates and the related increases in real
wages.

3 Cf. Deutsche Bundesbank (2025), Monatsbericht November, or OECD (2025), OECD Economic Outlook, December, Box 1.3.



https://publikationen.bundesbank.de/publikationen-de/berichte-studien/monatsberichte/monatsbericht-november-2025-969648?article=konjunktur-in-deutschland-969548
https://www.oecd.org/en/publications/oecd-economic-outlook-volume-2025-issue-2_9f653ca1-en.html
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158. In China, economic dynamism will probably
slow further despite state support measures for the
domestic economy and the high-tech sector and
despite an expansionary monetary policy. Even if
the agreement concluded with the U.S. in the
autumn has initially defused the trade conflict and
improved the basis for planning by Chinese com-
panies, the external economic risks remain in
place. On top of this, there are underlying struc-
tural challenges like the ageing population, ongo-
ing corrections on the real estate market which are
resulting in weak domestic demand, and high
municipal debts.

159. Overall, in 2026 the world economy is likely to
slow down somewhat, with a moderate expansion
rate of around 3%. This means that the dynamism
will stay below the longer-term average of close to
4%. For international trade in goods and services,
this year is expected to see a much lower increase,
of just over 2%.

Structural headwinds in foreign trade continue

160. Last year, the development of German
exports was largely driven by U.S. tariff announce-
ments, increases and adjustments. The sharp rise in
exports in the first quarter due to the frontloading
of orders from the U.S. was followed by a setback.
Deliveries to the U.S. in particular slumped, and
the longer-term downward trend in exports to
China also continued. Following two years of sig-
nificant falls, price-adjusted exports were rather
flat in 2025 as a whole, 0.3% down on the preced-
ing year. Real imports expanded appreciably in
year-on-year terms, by 3.6%, against the back-
ground of the appreciation of the euro, the rising

consumption expenditure and growing demand
for defence goods. This means that on balance for-
eign trade resulted in a negative contribution to
GDP growth of 1.5 percentage points.

161. The outlook for German exporters remains
challenging at present. Whilst world trade saw a
robust development into the autumn despite the
higher barriers to trade, for Europe the container
port data continue to indicate weak trade activity.
This fits in with the fact that the ifo export expec-
tations have turned negative again following a
temporary improvement in September and Octo-
ber. The automotive and mechanical engineering
sectors in particular expect a decline in exports.
New orders from abroad are subject to great fluc-
tuations, but are virtually flat. Also, the renewed
threats of U.S. tariffs in January 2026 ramped up
the trade policy uncertainties again.

162. Due to the tariffs, the growth of foreign
demand is likely to be weak before a modest recov-
ery sets in in mid-year. Overall, the Federal Gov-
ernment expects 2026 to see a restrained expan-
sion, below the historic average, of 2.0%, after 2.6%
in 2025. Whilst demand for German goods is likely
to continue to be bolstered mainly from EU coun-
tries, the sales outlook on the U.S. market contin-
ues to be impaired by higher tariffs and the strong
euro. Growth in China is also likely to benefit Ger-
man exports to a lesser extent than in the past.
This is because China is now importing less goods
that used to typically be imported from advanced
economies like Germany. Also, the pressures of
competition from Chinese suppliers on third mar-
kets is likely to increase further, reducing the
export prospects for German firms. Firstly, the
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Chinese export portfolio has been coming closer to
that of European countries for several years.* The
focus of Chinese industrial policy on industrial
competitiveness and exports is resulting in
tougher competition in high-grade sectors like
automotive and mechanical engineering in par-
ticular. Secondly, there are signs that the high U.S.
tariffs on imports from China are resulting in a
re-routing of Chinese exports to other markets.
This makes the competitive situation for German
companies even more difficult. Overall, the Federal
Government is expecting price-adjusted exports to
see a restrained rise of 0.8% this year.

163. In the case of imports, dynamism is expected
to increase as a result in particular of the expected
tangible expansion in domestic demand. This is
bolstered not only by the rise in private-sector
spending, but also particularly in public-sector,
investment in plant and machinery, backed by
higher spending on defence and infrastructure, but
also by consumption expenditure. For 2026, the
Federal Government expects imports to rise by
2.1% in price-adjusted terms. Correspondingly, net
foreign demand, i.e. exports minus imports, is
again expected to deliver a calculatory negative
contribution to growth of 0.5 percentage points.

164. This is also reflected in the current account.
The terms of trade, i.e. export prices relative to
import prices, did improve by 0.6% last year, as
import prices fell more sharply than export prices.
In 2026, they are likely to see another slight rise of
+0.1% in annual average terms, in view of lower oil
and gas prices; in itself, this increases the current
account surplus. However, this contrasts with the
declining export surplus in trade in goods and ser-
vices, so that the current account balance is likely
to diminish further, from 4.1% in relation to GDP
in 2025 to 3.9% this year.

Investments picking up again

165. Thanks to strong fiscal stimuli, capital invest-
ment activity is likely to increase significantly this
year. Alongside a clear expansion in public invest-
ment, an improved tax and regulatory framework
is likely also to boost private-sector investment
activity. The largest increases are expected for
investment in plant and equipment, at +3.5% in
price-adjusted terms. This field includes not only
machinery, plant and civilian vehicles, but in par-
ticular also military goods. A total of €108 billion is
allocated to this year’s defence budget and the
Bundeswehr Special Fund, roughly €22 billion
more than last year. The planned further increase
to approx. €153 billion each year up to 2029 is
likely to entail an expansion of domestic produc-
tion capacities, and thus to deliver a further boost
to private-sector investment in plant and equip-
ment. The defence sector is thus gaining further in
significance as an important driver of investment
for the country’s economy as a whole.

166. Improved tax depreciation rules (the “invest-
ment booster”), accelerated planning and approval
procedures, a reduction in the costs of bureaucracy
and easier access to finance for companies (Act to
Promote Private Investment and the Financial
Centre) are likely to generate additional invest-
ment in plant and equipment across the sectors.
Also, the Federal Government is providing public
funding and guarantees totalling around €30 bil-
lion for the Germany Fund. This can foster addi-
tional investment, particularly in the fields of
energy, digitalisation, and young, innovative com-
panies, with a total volume of approx. €130 billion.

4 vgl.z.B. de Soyres et al. (2025): From partner to rival: The sectoral evolution of China’s trade, VoxEU, CEPR.
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120 11. THE FEDERAL GOVERNMENT’S 2026 ANNUAL PROJECTION

167. The indicators for investment activity have
brightened to some extent. According to the ifo
economic survey, the business expectations of cap-
ital goods manufacturers and the development of
demand for capital goods have improved apprecia-
bly over the course of the year. New orders also
pointed upwards at the end of last year, especially
from the domestic market. Nevertheless, invest-
ment in plant and equipment will still remain
below the 2019 level this year. The willingness to
invest in new plant and equipment continues to be
dampened by challenging business conditions
compared with other parts of the world, ongoing
structural change in the manufacturing sector, and
persistently high geopolitical and trade policy
uncertainty.

168. In contrast, investment in other fixed assets,
and especially in intellectual property, is set to
continue its robust upward trend. A rise of around
3.7% is expected for this year. Both in the public
and in the private sector, accelerated digitisation
and automation of business processes is entailing
higher demand for software and databases. Spend-
ing on research and development is also likely to
increase further.

169. In the construction sector, there are signs of a
gradual recovery following the clear setbacks seen
in recent years. Investment in construction is likely
to expand by a total of 2.4% across all the segments.
Public construction (buildings and civil engineer-
ing) in particular will benefit from the additional
money from the Special Fund for Infrastructure
and Climate Neutrality this year. The intended
federal spending on transport infrastructure alone
from the Special Fund amounts to approx. €22 bil-
lion this year. In contrast, commercial construction
is likely to see a much more restrained develop-
ment. The trend of recent years towards declining

output and some dismantling of capacities in parts
of the manufacturing sector is reducing the demand
for new manufacturing facilities. Positive stimuli
are expected to derive this year from individual
large-scale projects like the construction of new
data centres and the continued roll-out of electric-
ity and optical fibre networks. Housing construc-
tion is likely to see a gradual stabilisation. It is true
that increased mortgage interest rates and higher
construction costs are continuing to weigh on
demand for owner-occupied housing. However,
housing construction is likely to benefit this year
from faster permitting procedures (the “house-
building turbo”), new funding programmes like the
Efficiency House 55-plus funding launched in
December 2025, and persistently high need for
housing.

170. Price-adjusted gross fixed investment is
expected to expand by 3%. The investment rate -
i.e. nominal gross fixed investment as a percentage
of nominal GDP - is set to rise slightly in year-on-
year terms to 20.7% in 2026 (+0.4 percentage points).

Labour market increasingly driven by
demographic development

171. The weak industrial activity had a clear
impact on the labour market last year. For example,
the number of employees in the manufacturing
sector fell by around 160,000. At the same time,
employment in the services sector rose by around
164,000 people. In total, the annualised number of
people in work stagnated in 2025 compared with
the year before, remaining at the level of 46.0 mil-
lion. However, the employment trend steadily
softened over the course of the year. This reflects
in particular a continuing decline in demand for
labour: according to a survey by the Institute for
Employment Research, the number of vacancies
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was as low in the third quarter of 2025 as it had
been in the first year of the COVID-19 pandemic,
at one million.

172. Asthe leading indicators remain weak, a
tangible improvement in demand for labour is not
likely to be seen until the second half of the year.
At the same time, it can be expected that the
changes in occupational requirement profiles
caused by the structural change and by artificial
intelligence will exacerbate the mismatch between
labour supply and demand, and will result in a
lower development in employment itself. Even if
the fiscal policy stimuli are likely to be felt in the
labour market for some sectors later in the year,
2026 - not least due to the negative carryover -
overall a slight annualised fall of 20,000 in the
number of people in work is expected.

173. Employment has seen an increasingly
restrained development. Whilst the number of
employees rose on average in 2025 by around
30,000 in view of a strong statistical overhang, the
increase in 2026 is only likely to be around 15,000.
Employment subject to social security contribu-
tions likely saw an annualised increase of around
60,000 people in 2025. However, the expansion of
employment came to a halt in the course of the
year. In view of the demographic development and
the initially isolated effects of the fiscal stimuli on
the labour market, employment subject to social
security contributions is only likely to rise by
around 30,000 people in 2026.

174. In view of the weak economy, the number of
unemployed rose by 161,000 people as an annual
average for 2025. The main cause here was the rise
in unemployment in the field covered by Social
Code III, whereas unemployment in the field
covered by Social Code II (basic security benefits

for jobseekers) fell slightly in the second half of
the year. The risk of becoming unemployed from
a job subject to social security contributions still
remains small in the long-term comparison. How-
ever, the changes of an unemployed person find-
ing a job subject to social security contributions
are historically low. A tangible fall in unemploy-
ment is only likely to come in the course of a
broader cyclical recovery. The number of unem-
ployed is therefore only likely to fall slightly on
average in 2026, by -20,000 people.

175. Despite the tariff and trade policy challenges,
the level of actual short-time work in 2025 remained
roughly at the preceding year’s level. This is partly
reflected in the tangible fall in employment in
industry. Companies anticipating a permanent
underutilisation of their production capacities are
likely opt for job cuts rather than the use of short-
time work allowances. Also, the order situation
improved somewhat over the course of the year,
for example in the construction sector and in parts
of manufacturing. In view of the planned invest-
ment in infrastructure and the expected normali-
sation of the trade policy environment, the use of
cyclical short-time work is likely to fall to some
extent in 2026, despite the extension of the maxi-
mum duration of the arrangement.
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Inflation at the Central Bank target of 2%

176. The year-on-year rise in the consumer price
level in 2025 amounted to 2.2%. The core inflation
rate, which does not include the more volatile
prices of energy and food, was higher, with an
increase of 2.8%, driven by an average 4.3% rise in
costs in the services sector. The 2.4% fall in energy
prices reduced the rise in consumer prices arith-
metically by 0.2 percentage points over 2025 as a
whole. The inflation rate was stable in the second
half of 2025; it remained close to the European
Central Bank’s 2% target. The Federal Government
expects that in overall terms inflation in the pro-
jection period will, with small fluctuations, remain
around the ECB’s 2% target for the euro area as a
whole. As an annual average, the inflation rate is
likely to be 2.1% in 2026. The core rate is expected
to fall to 2.4%.

177. The development in inflation is driven by fac-
tors that reduce inflation and others that increase
it. Due to expanded global production and export
capacities and administrative relief, the energy
price level is likely to rise by 0.8%. As a result of
this, on the basis of futures market expectations,
gas prices of around €28/MWh and oil prices of
around 61 dollars a barrel (Brent) are expected.
State measures like the abolition of the gas storage
charge, reduced grid fees (1.5 cents/KWh ) and the
reduction in VAT for the catering sector should per
se have the effect of lowering the inflation rate. No
significant inflationary pressure is expected from
upstream import and producer prices in 2026, as
falling energy and raw materials prices, cheaper
imports, particularly from China, and a higher
effective euro exchange rate will restrict upstream
costs. The ECB deposit facility rate has stood at
2.0% since the summer of 2025, and for this year
no changes in the main interest rates are currently
expected by the financial market (see above for the
assumptions underlying the projection).

178. At the same time, there are also factors which
drive inflation upward: The development of prices
for services is likely to continue to be a major
driver of the development of prices in 2026. This is
based firstly on a structural shift from manufac-
turing to services, particularly for personal and
state services with a high proportion of labour
costs and low productivity dynamism. The increase
of the minimum wage to €13.90 in January 2026
could lead to isolated cost increases in low-wage
sectors. In the energy sector, the rise in the carbon
price to around €65 per tonne is likely to increase
the costs of fossil fuels and thus feed through in
particular into prices for transport and mobility.

Wages continue to develop dynamically despite
the weak labour market

179. In view of the economic weakness of the last
few years, the return to price stability and the pre-
viously high increases in (real) wages, collective
agreements have recently been much more mod-
erate than in previous years. In sectors with declin-
ing demand for labour, the trade union demands
focused not only on compensation for price
increases, but also to some extent on employment
guarantees. As a result, collectively agreed wages
probably increased by 2.5% in 2025. For 2026, an
average rise in collective wages of around 2.8% is
expected.
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180. Nominal and real household incomes
recently increased considerably more strongly
than would have been expected in view of the
phase of economic weakness and the expiry of the
inflation compensation bonus. For example, effec-
tive wages (nominal gross wages and salaries per
employee) rose by 4.6% in 2025, by considerably
more than the collectively agreed wages. Due to a
stable inflation rate, real wages saw another appre-
ciable increase of around 2.4% (cf. Figure 21). The
high wage drift (discrepancy of the development
between effective wages and of collectively agreed
wages) might be due to the payment of wages
above the collectively agreed level as a result of
sectoral labour shortages. On the other hand, a role
might be played here by the redundancy pro-
grammes offered by various companies.

181. The future development of effective wages is
likely to be affected both by the rise in the mini-
mum wage from €12.82 to €13.90 (+8.4%) as of

1 January 2026, and by the influence of special pay-
ments like redundancy payments. At the same
time, taken together, inflation and labour produc-
tivity are likely to see a rather moderate develop-
ment. In the annual projection, the Federal Gov-
ernment is therefore expecting a softening of
effective wage growth to 3.5% this year. As a result,
the wage drift will probably be much less than last
year. Real gross earnings are likely to increase
further, by an average of +0.8% over the year.

Change over same quarter in previous year in percent
10
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182. Inview of tax relief, such as the offsetting of
fiscal drag, net wages and salaries per employee
will probably rise roughly as strongly as gross
wages and salaries, by 3.6%. The nominal dispos-
able income of households, which besides
employee compensation and state social benefits
also includes income from self-employment and
property, rose by 3.1% last year, and will probably
increase significantly again this year. Due to the
fact that economic expectations remain restrained,
and households are very uncertain about incomes,
only part of the rise in incomes is likely to feed
through into a rise in consumer spending. It is
therefore assumed that this year will again see a
moderate rise in price-adjusted consumer spend-
ing, of 0.8%. The annual average savings rate of
households, adjusted for seasonal factors and cal-
endar irregularities, is likely to be 10.5%, roughly at
the previous year’s level.

Public-sector spending stabilising domestic
economy

183. Last year, government consumption expendi-
ture bolstered the domestic economic develop-
ment. Public-sector consumption rose by 1.5% in
price-adjusted terms. Much of this increase is due
to a clear increase in welfare benefits in kind.
These are mainly demographically related addi-
tional spending in the health and social care sector.
Also, state consumption increased partly due to a
continuing rise in employment in the fields of
education, health and administration. This year,
according to the assessment by the Federal Gov-
ernment, price-adjusted government consumption
expenditure is likely again to make a somewhat
higher contribution to GDP growth than last year,
even if consolidation in the health sector should
slow the rise in welfare benefits in kind. For 2026
as a whole, the Federal Government expects public
consumption to rise by 2.4% in price-adjusted
terms.
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Overview 4: Key figures of the 2026 annual projection

Annual projection
2025 2026

Percentage change on preceding year, unless otherwise stated

Macroeconomic development of the Federal Republic of Germany 1

FORMATION of gross domestic product (GDP)

GDP (price-adjusted) 0.2 1.0

Employed persons (in Germany) 0.0 0.0

GDP per employee 0.2 11

GDP per hour worked 0.4 0.6
For information:

Unemployment rate in % (ESA concept)? 3.5 3.6

Unemployment rate in % (Federal Employment Agency definition)?2 6.3 6.2

USE OF GDP AT CURRENT PRICES (NOMINAL)
Final consumption expenditure

Private households and NPISHs 4.0 31
Government 59 52
Gross fixed capital formation 2.3 6.0
Changes in inventories and net additions to valuables (€bn) 72.4 72.3

Domestic demand 4.7 4.1
Net exports (€bn) 110.4 91.9

Net exports (as % of GDP) 2.5 2.0

Current account balance (in % of GDP) 4.1 3.9

Gross Domestic Product (nominal) 3.3 3.6

GDP by expenditure price-adjusted (real)

Final consumption expenditure

Final consumption expenditure of households and NPISHs 14 0.8
Government 15 2.4
Gross fixed capital formation -0.5 3.0
Machinery and equipment -2.3 3.5
Construction -0.9 2.4
Other products 3.8 3.7
Change in inventories and net additions to valuables (contribution to GDP growth)3 0.7 0.0
Domestic demand 1.7 15
Exports -0.3 0.8
Imports 3.6 2.1
Net exports (contribution to GDP growth)3 -1.5 -0.5
Gross domestic product (real) 0.2 1.0
Price development (2020 = 100)
Consumer price index 2.2 2.1
Private consumption expenditure 2.6 2.3
Domestic demand 2.9 2.5
Gross domestic product# 3.1 2.5

Distribution of gross national income
(resident concept)

Compensation of employees 51 3.5
Income from self-employment and property -3.9 5.2
National income 2.8 3.9
Gross national income 3.2 3.7
For information (resident concept):
Employees 0.1 0.0
Total gross wages and salaries 4.7 3.6
Total gross wages and salaries per employee 4.6 35
Disposable income of private households 3.1 3.2
Savings rate in %° 10.5 10.5

1 Preliminary calculations of the Federal Statistical Office until 2025; as of January 2026.

2 Inrelation to the total labour force; Federal Employment Agency definition

3 Absolute change in inventories or net exports as a percentage of the previous year’s GDP (= contribution to growth).

4 Unit labour costs per employee; percentage change on preceding year: 2025: 4.8%; 2026: 2,4 %.

5 Saving in percent of private household’s disposable income including occupational pension claims.

Source: Until 2025 Federal Statistical Office, 2026 annual projection of the Federal Government.
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Box 9: Review of the 2025 annual projection

Following two years of declining economic output, GDP bounced back slightly in 2025. According to initial
estimates by the Federal Statistical Office, the price-adjusted GDP growth rate stood at 0.2%. In its 2025
annual projection, the Federal Government had anticipated a rise of 0.3%. Its estimate of cyclical dynamism
was therefore basically correct. However, individual components did develop differently than expected, signifi-
cantly so in some cases.

A major risk factor for the January 2025 forecast was U.S. trade policy. Even before taking up office, the new
U.S. administration had announced protectionist measures. It seemed likely that this threat - irrespective of
the actual details and timing — would cause at least temporary uncertainty on the world markets. The conse-
quence would be diversionary or forward-purchasing effects in international trade. The Federal Government
took account of this circumstance by making cautious estimates for the development of world trade and of
German exports and investment in plant and equipment in 2025. The assumption about the development of
exports proved correct. However, German imports expanded unexpectedly strongly. As a result, net foreign
demand was more negative than forecast in the annual projection.

The Federal Government’s annual projection had also assumed that gross fixed investment would generate
tangible contributions to growth. Instead, investment activity was affected by ongoing restraint in 2025. On
the one hand, investment in plant and equipment was slow: in view of the uncertain geopolitical situation,
restrained foreign demand and underutilised capacities, companies seem to have held back their investments
by more than had been expected. Also, there was a delayed disbursement of funding from the Bundeswehr
Special Fund to purchase defence goods. As a consequence, the expansion of investment in plant and equip-
ment by the state was much smaller than expected in January 2025. On the other hand, investment in con-
struction declined a bit more than expected. The main reason for this was probably the sharp rise in financing
costs for real estate loans from March 2025. In contrast, investment in other assets, i.e. research and develop-
ment, patents, licences, etc., saw a much brisker development than had been anticipated.

At the same time, consumer spending increased much more strongly last year than had been assumed in the
annual projection. Higher wage increases coupled with considerably lower inflation rates largely offset the
losses of purchasing power suffered by households in the preceding years. Also, the savings rate fell more
strongly than expected, and this also bolstered consumer spending.

The development on the labour market was generally correctly assessed. The weak economic dynamism over
the course of the year was reflected in flat employment, whilst unemployment rose significantly during the
year, as expected.

On the distribution side, the look back at the 2025 annual projection is divided: whilst the rise in employee
remuneration and gross wages and salaries was greater than expected, income from assets and corporate
income saw a clear fall rather than the slight expected increase. Here, collective agreements and increased
special payments probably played a role. The development in national income and gross national income
was generally predicted correctly by the Federal Government.
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Overview 5: Comparison between the 2025 annual projection and actual outcomes

Annual projection Actual outcomes
2025 2025

Percentage change on preceding year, unless otherwise stated

Key figures for the macroeconomic development in the Federal Republic of Germany?

FORMATION of gross domestic product (GDP)

GDP (price-adjusted) 0.3 0.2

Employed persons (in Germany) 0.0 0.0

GDP per employee 0.3 0.2

GDP per hour worked 0.2 0.4
For information:

Unemployment rate in % (ESA concept)? 3.3 35

Unemployment rate in % (Federal Employment Agency definition)? 6.3 6.3

USE OF GDP AT CURRENT PRICES (NOMINAL)
Final consumption expenditure

Private households and NPISHs 2.7 4.0
Government 37 5.9
Gross fixed capital formation 2.5 23
Changes in inventories and net additions to valuables (€bn) 29.6 72.4

Domestic demand 3.4 4.7
Net exports (€bn) 134.0 110.4

Net exports (as % of GDP) 3.0 2.5

Current account balance (in % of GDP) 6.2 4.1

Gross Domestic Product (nominal) 2.3 3.3

GDP by expenditure price-adjusted (real)
Final consumption expenditure

Final consumption expenditure of households and NPISHs 0.5 14
Government 15 1.5
Gross fixed capital formation 0.4 -0.5
Machinery and equipment 11 -2.3
Construction -0.6 -0.9
Other products 2.4 3.8
Change in inventories and net additions to valuables (contribution to GDP growth)3 0.4 0.7
Domestic demand 1.2 1.7
Exports -0.3 -0.3
Imports 19 3.6
Net exports (contribution to GDP growth)3 -0.9 -1.5
Gross domestic product (real) 0.3 0.2
Price development (2020 = 100)
Consumer price index 2.2 2.2
Private consumption expenditure 22 2.6
Domestic demand 2.2 29
Gross domestic product# 2.1 3.1

Distribution of gross national income
(resident concept)

Compensation of employees 3.1 5.1
Income from self-employment and property 1.5 -3.9
National income 2.7 2.8
Gross national income 2.9 3.2
For information (resident concept):
Employees 0.0 0.1
Total gross wages and salaries 2.9 4.7
Total gross wages and salaries per employee 2.9 4.6
Disposable income of private households 23 3.1
Savings rate in %5 11.1 10.5

1 Preliminary calculations of the Federal Statistical Office until 2025; as of January 2026.

2 Inrelation to the total labour force; Federal Employment Agency definition

3 Absolute change in inventories or net exports as a percentage of the previous year’s GDP (= contribution to growth).

4 Unit labour costs per employee; percentage change on preceding year: 2025: 2.8%; 2026: 4.8 %.

5 Saving in percent of private household’s disposable income including occupational pension claims.

Source: Until 2025 Federal Statistical Office, 2026 annual projection of the Federal Government.
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