
www.bmwi.de

Annual Economic Report 2007 

Utilising the Upswing for Reforms

Overall Economic Policy



Editing
Federal Ministry of Economics and 
Technology (BMWi)
Project Group JWB 2007
JWB2007@bmwi.bund.de

Design and Production
PRpetuum GmbH, München

Print
Koelblin-Fortuna-Druck GmbH & Co. KG, Baden-Baden

Illustrations
Titel: Corbis

Published by
Federal Ministry of Economics and 
Technology (BMWi)
Öffentlichkeitsarbeit/P3
11019 Berlin
Germany
www.bmwi.de

Issue
January 2007



Annual Economic Report 2007 

Utilising the Upswing for Reforms

Overall Economic Policy



Preface

3

We have returned to a clear and robust course of

growth, thanks to the efforts of many: by holding

back on demands at the collective bargaining table,

representatives of workers and employers have

made the economy stronger; companies have con-

solidated their balance sheets and are again invest-

ing vigorously; and not least of all the federal gov-

ernment, with its economic policy strategy, has

opened up new prospects for investors and consu-

mers. We now have to make good use of the up-

swing's dynamic. For global and demographic chal-

lenges continue to face us. We thus cannot afford to

slacken our reform efforts but must make sure that

in the long term we are again moving along a higher

path of growth and reducing unemployment on a

sustainable basis.

We have consciously given this year's Annual

Economic Report the title “Utilising the Upswing for

Reforms.” I invite all of society's groupings to support

us in carrying out this task in the interest of our coun-

try, even though the road to finding political solu-

tions might be long and full of compromises. The visi-

ble successes that have been achieved show that it is

worthwhile embarking on such a path. The title, by

the way, also applies to the format of the 2007 Annual

Economic Report, which we are presenting this year

in a new structure and with a significantly shorter

text, hopefully making it considerably more readable.

My wish is that, at the end of the year, all of us will

be able to say that our work has once again been suc-

cessful – in the interest of the economy and in the

interest of people.

Michael Glos

Federal Minister of Economics and Technology
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The Federal Government’s Annual 
Economic Report 2007

The Federal Government herewith presents to the
German Parliament and the Upper House (Bundesrat)
the Annual Economic Report 2007, in accordance
with § 2 of the Act to Promote the Stability and
Growth of the Economy.

The form and content of the Report have been
restructured. The account of the economic and fiscal
policy pursued by the Federal Government (Part I)
and the comments by the Federal Government on the
Annual Report 2006/2007 by the German Council of
Economic Experts, which are integrated in this sec-
tion, have been focussed on a few but major econom-
ic policy themes; in the interests of readability the for-
mer full consideration of all the individual issues has
been discontinued. A detailed “balance sheet” of the
measures by the Federal Government since the start
of the current legislative period and the measures
planned for 2007 and beyond are given in this Report
for the first time as an annex in tabular form. As
usual, and in accordance with the Stability and

Growth Act, the Federal Government’s projection for
the macroeconomic development during the current
year is given in Part II.

The Federal Government thanks the Council of
Economic Experts for their detailed and comprehen-
sive analysis of the economic development in the past
year, the outlook for 2007 and their expert analysis of
the basic lines of economic policy. With the Annual
Economic Report the Federal Government presents
macroeconomic orientation data for 2007 in accor-
dance with § 3 of the Stability and Growth Act.

In the preparation of the Annual Economic Re-
port the growth and employment policy strategy of
the Federal Government was discussed with the
Governments of the Federal States and the Municipa-
lities in the Economic Council for the Public Sector. It
was also discussed with representatives of the trade
unions and the Joint Committee of the German Ma-
nufacturing Industry.
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2006 was an excellent year for Germany. Our econo-
my has been on a powerful upswing since the start of
last year and, alongside the stimulus from foreign
trade, domestic demand is now making increasingly
positive contributions to growth. The economy now
stands on two strong pillars, making it more robust in
facing challenges from the world economy. Accor-
ding to estimates by international organisations the
growth in the world economy will actually be slightly
lower this year than last, but it will remain high.
World trade will also remain dynamic, and this
should continue to benefit the German export indus-
try. The high competitiveness of German firms should
bring gains in markets shares of world trade. 

The good business conditions Germany offers are
increasingly bearing fruit. This is evident in a clear
improvement in the competitiveness of German
firms. Companies are investing briskly and creating
new jobs. There are good signs that the upswing will
continue this year as well.

The gross domestic product (GDP) will grow by
around 1 ¾ %, or 1.7 % arithmetically, on average for
the year, after 2.5 % last year. The number of people
unemployed is expected to fall by around 480,000
from last year’s average. Employment will continue to
grow, rising by 300,000 on average for the year.
Private households’ disposable income will rise, due

to the employment effect as well as the expected
increases in earnings, and this will create an essential
condition for growth in private consumption. The
Federal Government’s Growth and Stimulus Pro-
gramme decided in the Cabinet Conference in
Genshagen last year will help the upswing to con-
tinue this year as well. The growth forecast by the
Council of Economic Experts largely corresponds to
the Federal Government’s annual projection, with
some deviations in the details.

However, it would be a mistake, in the view of the
Federal Government, to conclude from this welcome
development that the upswing alone could solve all
the economic problems that still exist.  That is why
this year’s Annual Economic Report bears the title
“Utilising the Upswing for Reforms”. Further structur-
al reforms are essential, in view of the rapid rate of
economic change and the many challenges which
Germany faces. The Federal Government sees the
high growth rate last year as confirmation of the eco-
nomic strategy decided a year ago at the Cabinet
Conference in Genshagen and entitled “Invest –
Restructure - Reform”. The strategy combined target-
ed stimuli to strengthen the emerging upswing with
at the same time improvement of the long-term bases
for growth and continuance of budget consolidation.
The Federal Government will keep to its reform
course in economic policy.

7Summar y

Annual Economic Report 2007:
Utilising the Upswing for Reforms
Summary

Table 1: Key Data on the Macroeconomic Development in Germany1

Annual
projection

2005 2006 2007
Year-on-year change in %

GDP (price adjusted) 0.9 2.5 1.7
Persons employed (in Germany) – 0.1 0.7 0.8

Unemployment rate in % (as defined by the Federal Labour Agency) 2 11.7 10.8 9.6 
Use of GDP, price adjusted

Private households and private non-profit  organisations 0.1 0.6 0.3
Investment in equipment 6.1 7.3 5.0
Investment in construction – 3.6 3.6 1.6

Domestic demand 0.5 1.8 0.9
Exports 6.9 12.4 7.9
Imports 6.5 12.1 6.8

Foreign trade and payments contribution to GDP growth rate 3 0.4 0.7 0.8
Gross wages and salaries per person employed                        0.3 0.7 1.2

1 Up to 2006 preliminary figures from the Federal Statistical Office, 11 January 2007.
2 In relation to all persons in employment.  
3 Contribution to GDP growth rate.



The need this year is to firm the upswing that has
started, continue the consolidation of the budgets
and release further internal forces of growth in the
economy. In an economic upswing the prospects for
further success with this strategy are particularly
good. Structural reforms have a more rapid effect in a
favourable macroeconomic climate, and above all it
is easier to cope with them then. Against the back-
ground of the demographic change in society, the
increasing worldwide competition, the possible
shortage of many conventional raw materials and
energy sources, and the growing need to produce in
an environmentally-friendly way, there is no alterna-
tive to this approach. The Federal Government will
therefore work nationally and on all international
levels, especially during its EU and G8 presidencies, to
ensure that the conditions for a policy to promote
growth and employment are further improved. This
year it will work for this in the following, mutually
strengthening fields of action (see Diagram 1).

3 Sustained Consolidation of Public Finances
(for more detail see Chapter I.A)
Putting the state on a viable foundation through
quantitative and qualitative consolidation is one of
the central aims of the Federal Government. The pub-
lic deficit of around 2 % of GDP last year was already
clearly below the Maastricht threshold of 3 %. The
general limit in Art. 115 of the Grundgesetz (Basic
Law) is being observed and the level of borrowing
reduced. In the 2007 Federal budget the Federal
Government will consolidate mainly on the expendi-
ture side and through tax subsidies. Experience in
other countries shows that this is most likely to
achieve success. Cutbacks, especially those that do
not affect growth, chiefly in subsidies and tax conces-
sions, have put the highly indebted state budget back
on a sustained structural basis, and will continue to
do so. Along with the necessary increase in the stan-
dard rate of value added tax, there will thus be a guar-
antee that sound public finances and investment-
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Diagram 1: The Federal Government’s Economic Reform Strategy

Source: Federal Ministry of Economics
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friendly conditions will interact in a time-coordinated
and mutually reinforcing manner.

With the second stage of federalism reform the
Federal Government intends to adjust fiscal relations
between the central and Länder governments to the
changes in the economy policy framework condi-
tions, and increase the autonomy of the territorial
authorities with a view to the aim of achieving sus-
tainable budgets. In addition, the bases are to be
created for more efficient execution of tasks in the
administration. In order to be able to prevent budget
crises more effectively the Federal Government has
commissioned the Council of Economic Experts to
present a study on an “early warning system” by
March this year. The results are to form part of the
coming consultations.

3 Strengthening Competition and Investment
Dynamic (for more detail see Chapter I.B)
Transparent and investment-friendly conditions
make it easier to calculate the opportunities and risks
of long-term investment decisions, and they also
make Germany more attractive for domestic and for-
eign investors. The Federal Government will there-
fore i. a. reduce the administrative burden on compa-
nies and strengthen investment incentives by clearly
lowering the rates of corporate taxation and facilitat-
ing corporate succession through inheritance tax
reform. It will lay down binding targets for reducing
the weight of administrative burden this year on the
basis of the standard costs model introduced in 2006.
The European Commission has proposed reducing
companies’ administration expenditure by 25 %
throughout Europe by 2012. To implement this target
it has announced a plan of action for January 2007.
The Federal Government will make reducing admin-
istrative burden a major theme of the German
Presidency of the European Council. 

In addition, it will work nationally and during its
EU and G8 presidencies to open markets and improve
the conditions for more equal opportunities in com-
petition. Nationally and on the European scale the
concern is especially to increase the efficiency of mar-
kets based on networks, like energy and telecommu-
nications, in order to lower costs and prices for busi-

nesses and consumers. The Federal Government is
therefore preparing a package of measures for the
energy sector, for example, with the aim of achieving
better structural conditions for more competition on
the supply side of the markets in the long term. In the
short term this is to be flanked by strengthening
supervision to prevent abuse of pricing.

The Federal Government will also further im-
prove the framework conditions on the financial mar-
kets, especially for the small and midsize sector, for
example by strengthening the system of guarantee
banks and by standardising loans to the sector by the
KfW Banking Group. It will also encourage new busi-
nesses and increase innovative ability. The Federal
Government combined all the main measures for the
SME sector into an SME Initiative last year. This will be
continued this year and developed further. Not least,
it will continue to support companies in their foreign
trade activities, develop the instruments of foreign
trade promotion and financing further, and restruc-
ture the advertising for Germany as a business loca-
tion.

3 Advancing the Knowledge Society (for more
detail see Chapter I.C)
Technological efficiency is one of Germany’s great
advantages as a business location. For years it has
been among the leaders on the world ranking list of
patents with world market relevance. Particularly in a
high-tech country like Germany research and devel-
opment are the keys to long-term progress on a high-
er growth path. However, German companies will
only be able to maintain their high international
competitiveness in the long term if they continually
invest in research and development, advance new
technologies and rapidly transform innovations into
marketable products. This is primarily a task for
industry.

The Federal Government supports the efforts by
companies and by the year 2009 it will invest an addi-
tional € 6 billion in research, technology and innova-
tion. If the federal states and companies increase
their R&D expenditure in accordance with this the
target of the EU Lisbon Strategy, to invest 3 % of GDP
in research and development by 2010, will be
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achieved. For this purpose the Federal Government
has combined its innovation policy in a “High-Tech
Strategy”. A central concern is to network science and
industry in order to build bridges from research into
markets. Improvements to framework conditions will
be combined with promoting research and develop-
ment. In particular, the Federal Government has
increased the financing of the SME-oriented technol-
ogy-neutral support programmes, that can be used
for any field of technology, overproportionally by
about 10 % a year from 2006 to 2009. In the specifical-
ly technology-oriented promotion of “lighthouse
projects” (e. g. in air traffic, transport and energy
research) small and midsize firms will receive more
promotion than hitherto.

In the knowledge society the efficient protection
of companies’ intellectual capital in the form of
patents, trademarks, copyrights and so on is a neces-
sary basis for success in business. The Federal Govern-
ment will therefore continue to combat infringe-
ments of intellectual property rights. The main
emphasis will be on cooperation in partnership with
the source or transit countries for pirated goods, e. g.
by cooperating with customs or patent authorities
and political dialogue. The private sector is to be
involved in these activities as closely as possible. The
Federal Government will also utilise the opportunity
to start a dialogue between the G8 and the major
countries with emerging economies on subjects like
the protection of intellectual property rights and reli-
able framework conditions for worldwide invest-
ment. The aim is to reach new agreements.

Expanding the knowledge society requires also
and above all participation by broad sections of the
general public. The aim is as high a level of education
as possible. In a constantly changing working world
with an ageing working population learning will in
future be a task accompanying people for all their
lives. Especially the need for university graduates on
the German labour market will grow further in
future. The Federal States are responsible for educa-
tion policy. The Federal Government supports their
activities, particularly in the university sector. Hence,
the central and state governments have agreed a uni-

versity pact, that will secure training and educational
opportunities for the next academic generation and
ensure efficient research performance. The Federal
Government alone will provide up to € 1.3 billion for
this by 2010.

3 Securing the Bases of Prosperity in the Long
Term (for more details see Chapter I.D)
In order to secure the bases of prosperity in the long
term it is important to coordinate high growth to pro-
mote employment with the protection of the environ-
ment, sustainable treatment of resources and social
security. That is the core of the Federal Government’s
sustainability strategy. The main aspects of this strat-
egy are supplies of energy and raw materials that are
secure, at favourable cost and environmentally
friendly, and a social policy that will be viable in
future, and will guarantee social security and justice
between the generations. The Federal Government
has taken important steps to achieve this. The health
reform, for example, will come into force in stages
from 1 April 2007. It will make the statutory health
insurance system more efficient by increasing trans-
parency and intensifying competition while reducing
administrative costs. To ensure that persons needing
care receive the necessary services of an adequate
and appropriate standard in future as well at a price
they can afford, the Federal Government will tackle
reform of care insurance as its next project. 

The signals were set to stabilise the financial posi-
tion of the statutory pensions insurance system with
the reforms carried out in recent years. At the same
time comprehensive state promotion of private and
occupational supplementary pension plans was cre-
ated. The guideline for all further decisions in this
legislative period is the targets for securing the
contribution rate and the level of pensions laid down
in law. That means on the one side that the contribu-
tion rate may not exceed 20 % by 2020 and 22 % by
2030. On the other side it means that the level of pen-
sions (level of security before tax) may not be less than
46 % by 2020 and 43 % by 2030. In combination with
an overall strategy to improve the employment situa-
tion for older people the Federal Government will
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raise the statutory retirement age in stages between
2012 and 2029 to 67.

A family-friendly policy is also necessary to cope
with the demographic challenge. A good infrastruc-
ture of full-day schools and child care facilities is an
important measure, not only to assist the combina-
tion of a family and a career but also to ensure that all
children receive promotional care as early as possible,
starting in kindergarten. To support families finan-
cially the Federal Government extended the scope for
offsetting child care costs against income tax last
year, and at the start of this year a new parents
allowance was also introduced.

Germany’s energy policy ensures a high degree
of security in supply, competitiveness and climate
compatibility. In view of the worldwide rising
demand for raw materials the Federal Government is
relying on a balanced and diverse energy mix, which
also includes hard coal and a growing share of renew-
able energies; it is also relying on further improving
energy efficiency. The Federal Government will pre-
sent an overall energy policy concept in the second
half of 2007, with an outlook to 2020. It will integrate
security of supply, acceptable energy costs and effec-
tive climate protection. The Federal Government is in
dialogue with German industry on raw materials sup-
plies. A national raw materials summit in the first half
of 2007 is to identify and coordinate possible meas-
ures by industry to be flanked by policy. Finally ener-
gy and raw materials policy are also to be central
elements in the German presidencies of the EU and
the G8.

3 Activating Employment Potentials (for more
detail see chapter I.E)
The Federal Government will continue on the path of
labour market reforms already started, in order to
make more employment and more growth possible
and so achieve a sustained reduction in unemploy-
ment. It has set itself the aim of bringing the social
insurance contribution rate, of which employers and
employees each pay half, down permanently below
40 % and so reducing a major obstacle to the creation

of jobs on which social insurance is payable. That aim
can be achieved this year, because the contribution
rate to unemployment insurance was reduced from
6.5 % to 4.2 %. This is financed with one value added
tax point from the increase in value added tax from
16 % to 19 % at the beginning of this year and by gains
in efficiency and increases in the effectiveness of the
work of the Federal Labour Agency. That the Federal
Labour Agency is in a position to make that contribu-
tion shows yet again that the reforms to reorient the
labour administration are beginning to work. Despite
the increase in the statutory pensions contribution
rate from 19.5 % to 19.9 % and in the statutory health
insurance rate by 0.6 percentage points the net
reduction in rates is 1.3 percentage points. As a result
the total contribution rate paid by employers and
employees can be 39.7 % in 2007, which is below 40 %.

Reforms on the labour market itself are crucial to
increase employment. A flexible labour market
strengthens dynamic and opens up prospects of
employment for the long-term unemployed. The
Federal Government will examine how the effective-
ness and efficiency of labour market policy can be fur-
ther improved and the employment chances of prob-
lem groups increased. It will utilise every chance to
make it easier for the unemployed to return to work-
ing life through flexible regulations.

In a strategy to reduce unemployment the low
wage sector is of especial importance. A working
group set up by the Federal Government is currently
developing concepts especially to bring the low
skilled back into jobs. Other important subjects are
minimum wages and combi-wages, the third labour
market and the possibility of employment for a few
hours a week in the form of mini and midi jobs.

A macroeconomic wage policy that is responsible
and will promote employment remains essential for
further successes in economic and employment poli-
cy. The Federal Government expressly urges employ-
ers and unions to extend further the course now
embarked upon of securing employment through
agreements concluded at company level. Successful
companies should be able to pay individual em-
ployees higher wages where they have the scope.

11



Profit sharing is a possibility here as a flexible supple-
ment to wage agreements. To enable flexible agree-
ments to be made for specific situations in a firm,
however, more consideration should be given to the
greater use of models that allow employees to partici-
pate in the company’s success through equity invest-
ment.
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1. Cyclical dynamic continues in 2007 
The German economy is back on a clear growth
course and the domestic price climate is favourable. It
is particularly welcome that the impetus to growth is
coming increasingly from the domestic side.
Companies are investing vigorously, unemployment
is falling and for the first time for years considerable
numbers of jobs on which social insurance must be
paid - and so in principle long-term jobs – are being
created.

The Federal Government’s policy has contributed
to this. With far-reaching and indepth reforms it has
given investors and consumers courage and confi-
dence in the future, so releasing economic forces.
The gross domestic product (GDP), for example, grew
last year at 2.5 % in real terms, clearly more strongly
than most national and international experts and
institutes still regarded as possible at the start of
2006. For this year the Council of Economic Experts is
expecting real growth of 1.8 % (JG Item 137), so they
take a more optimistic view than the Federal Gov-
ernment, whose projection is based on growth of
around 1 ¾ %, arithmetically 1.7 %. Like the Council of
Economic Experts the Federal Government is expect-
ing a further reduction in unemployment and an
increase in employment (JG Items 3 and 87ff.). All in
all: the motor in the economy is running well and it
will not falter this year either (for more detail see
Chapter II).

2. Continuing the reforms
However, it would be wrong to conclude from this wel-
come economic development that the upswing alone
will solve all our problems. The Council of Economic
Experts also warns against making this mistake (JG
Items 18ff.).

In the past reforms were often only started when
the neglect of earlier periods became evident in serious
economic crises. Crisis-oriented reform policy has the
disadvantage that additional burdens have to be
placed on people when the unfavourable economic sit-
uation is in any case creating real problems and every
individual is worried about the future. 

The Federal Government is determined to utilise
the good economic data and the optimism generated

by the employment prospects to continue its reform
course. Even when competitiveness is increasing earn-
ing must precede distribution. Germany’s competitive-
ness by international comparison must be increased
and the dynamic of the domestic market strengthened
to increase the chances of work and prosperity for each
and every individual. The Federal Government will
therefore

3 Fight for business locations in Germany by con-
stantly improving the production and employment
conditions here

3 Strengthen the innovative ability of German
firms and expand Germany’s position as a high-tech
location

3 Accelerate integration in the labour market
through challenge and support

3 Check all its measures for their economic, finan-
cial and social effects

3 Improve environmental and living conditions,
taking into account the national and international
economic situation 

3 Improve the conditions for the future stability of
the social security systems, and

3 Work in the global environment to open markets
and for fair competition in the interests of companies
and consumers, as these are necessary if prosperity is
to increase in the longer term in every trading region

All this requires the various areas of policy to bear
joint responsibility for more jobs in Germany. This
applies from economic policy through fiscal and tax,
social and labour market, research and technology
policy to policy on energy, the environment and con-
sumers. Priority for more jobs, of as high a quality as
possible – that is the centrepiece of the Federal
Government’s policy.
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3. Economic policy strategy
The current development confirms that the economic
policy strategy decided in the Cabinet Conference in
Genshagen when this Government took office, a poli-
cy under the heading “Invest - Restructure - Reform”,
is proving successful. Three challenges had to be tack-
led simultaneously with a unified, financially sustain-
able overall concept that would render these areas
mutually strengthening. Firstly, in the extremely
fragile economic situation which still persisted at the
start of last year the readiness to invest, the forces of
growth and confidence in the future all needed to be
directly strengthened and encouraged, and the
Federal Government’s stimulus programme set a
rapid and immediately effective signal here. Together
with the Federal States a total of € 38 billion will be
used between 2006 and 2009 to stimulate urgently
needed investment and improve the bases for growth
for the private sector on  a broad front (see Annual
Economic Report 2006, Box 3).  At the same time a far-
reaching and indepth consolidation programme was
started for the public budget, concentrated mainly
from 2007. With cutbacks that will not affect growth,
and will be mainly in subsidies and tax concessions,
the highly indebted public budget was and is being
put back on to a structurally sustainable basis.
Together with the necessary increase in value added
tax this will ensure that sound public finances and
framework conditions favourable to investment are
coordinated in time and interact to strengthen each
other. Maintaining the course of structural reforms is
the third element in the overall strategy decided in
Genshagen. It is not intended to secure the function-
ing of the highly developed German social security
and labour market systems in the long term alone.
More cost efficiency, greater adaptability and incen-
tive structures to strengthen individual responsibility
are essential to enable greater and sustained dynamic
in growth and employment to be created with sound
public finances and lower subsidiary wage costs.

Important stages on this path are raising the
statutory retirement age to 67, the first part of feder-
alism reform and developing a high- tech strategy.
Further important stages to come this year are the
reform of corporate and inheritance tax, health sys-
tem reform, reorganisation of the low wage sector

and the urgently needed reform of fiscal relations
between the Federal Government and the Federal
States (Federalism Reform II); the future of care insur-
ance also needs to be secured. Altogether this is one
of the most ambitious reform agendas ever tackled in
Germany. It is also receiving growing attention
abroad.  Germany is back among the favoured loca-
tions for international investors.

Moreover, the measures on the economic policy
reform agenda are transparent and foreseeable, as
their sequence and the deadlines for implementation
have been announced. This makes political measures
more calculable and credible for investors and con-
sumers. It was, for example, intended right from the
start to allow the improvements in depreciation al-
lowances for companies only until the corporation
tax reform comes into force in 2008 (see Chapter B
and Table Serial Nos. 54-55). It was also planned right
from the start not to increase value added and insur-
ance tax in 2006 but to wait until 2007, in order not to
jeopardise the upswing that was starting.

In the meantime it is evident, not only from the
unexpected and welcome high growth rate last year,
but also from the development in the public budget,
that combining deliberate stimulus to strengthen the
upswing while at the same time improving the long
term bases for growth and continuing the budget
consolidation was the right course. In 2005, for exam-
ple, the overall public budget deficit was above the
3 % threshold in the Maastricht Treaty for the fourth
time in succession. But last year it was possible to
bring the deficit down clearly below that threshold.
The structural budget situation, according to the
Council of Economic Experts, has improved again
over previous years (JG Item 380). The funds from the
increase in value added and insurance tax will be
used by the Federal Government to reduce annual
new borrowing further. Part of these funds will also
be used to bring down the contribution rate to unem-
ployment insurance.

The growth in the economy is robust enough to
overcome the hurdle of higher value added tax. The
Federal Government shares the view of the Council of
Economic Experts that a sudden break in the upswing
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is not to be expected this year, on the contrary, the
conditions are right for continuance, if at a slightly
lower rate (JG Item 12). The successful restructuring of
companies and the moderate wage trend in past years
are now paying dividends. The reforms on the labour
market introduced since 2003 are also beginning to
work. Altogether the dynamic economy, the reduc-
tion in new public borrowing and the Federal
Government’s consistent reform policy will further
strengthen the confidence of investors and con-
sumers, encourage their economic activity and help
to sustain the dynamic growth on a higher level.

The Federal Government is building here on
Germany’s strengths as a business location: its natio-
nally efficient and internationally extraordinarily
competitive companies - Germany was world champi-
on in exports in 2006 as well -, its well trained work-
ers, the high level of social peace, and an infrastruc-
ture that is modern and efficient by international
comparison. These potentials needed and still need to
be consistently utilised and expanded.

Against this background the Federal Government
rejects the criticism by the Council of Economic
Experts that economic policy is not following a recog-
nisable concept (JG Item 19). The direction and objec-
tive are clear in all the Federal Government’s econom-
ic policy measures: the conditions for sustained eco-
nomic growth and more employment, for stable and
sustainable social security systems, for sound public
finances and for a cleaner environment are being
improved (see Diagram 1).

4. Accepting challenges
Further structural reforms are essential in view of the
rapid economic change and the many challenges
Germany is facing. Since the early 1990s the pressure
to adjust on companies and employees in Germany
has increased enormously. Immense efforts were
needed initially to cope with the structural adjust-
ments required by German reunification, which were
without parallel throughout history.

A large part of this has now been successfully
completed. However, in 2007 as well the living and
economic conditions in the old and new Federal
States are still very different for the most part. Un-

employment is still clearly higher in eastern
Germany, where labour productivity is also still clear-
ly lower than in the old Federal States. The Federal
Government will therefore continue to make great
efforts in the next few years as well to make the new
Federal States more attractive for businesses. 

Beyond this, Germany has to face international
challenges. It lies in the middle of a unified Europe of
27 member states. The framework conditions for eco-
nomic activity are increasingly being fixed on EU
level. They now form the basis for the biggest internal
market - measured by economic output - and one of
the most important economic areas in the world
(see Diagram 2). This offers immense opportunities
to all. Companies can open up new scope for invest-
ment and expansion, employees have better chances
of employment, and consumers are profiting from a
wider range of goods and services at lower prices.

The single European currency is bringing further
advantages. Foreign exchange and exchange rate
hedging costs are no longer incurred on transactions
within the Eurozone. The European Central Bank
(ECB) ensures a high degree of price stability for the
entire Eurozone. The resultant favourable and stable
financing conditions in the banking sector and on the
financial markets are making an essential contribu-
tion to dynamic growth. But competition is becom-
ing more intense on the single internal market and
this is also demanding greater adaptability from com-
panies and employees. If positions are to be main-
tained successfully permanent efforts will be needed
to sustain and increase competitiveness on every
market.

That applies even more to the ever denser net-
work of relations between the German economy and
the rest of the world. China, India and other emerg-
ing economies are successfully penetrating interna-
tional markets. They are increasingly offering higher
quality goods at attractive prices, and they have
developed into major participants in the world econ-
omy and in international trade and capital transac-
tions. International competition has become more
intense and fierce. But at the same time it opens up
big opportunities, particularly for a country like
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Germany which is strong in exports. To enable all
countries to profit from the growing world trade effi-
cient rules of the game and powerful institutions are
needed on international level. During its presidencies
of the EU and the G8 this year the Federal Govern-
ment will therefore work to improve the conditions
for fair international competition further and
strengthen the EU as an economic area.

The greater integration in the world economy is
accelerating the structural change to the knowledge
and services society. Product cycles are shortening,
and modern technology is becoming available glob-
ally at an ever faster rate through “information super
highways”. This is lowering information and transac-
tion costs, and technological progress through mod-
ern information and communications systems is
opening sheer unlimited possibilities for companies
and consumers. But it is also making many once high-
ly prized activities and products superfluous and
requiring enormous efforts from those who have to
reorient. Owing to the many opportunities which the

development to a modern knowledge and services
society offers the Federal Government will on the one
side actively support this change and on the other
offer help where it is needed.

Finally, Germany, like many other industrial
countries is facing particular challenges from demo-
graphic development. For decades the birth rate has
been below the threshold needed to keep the number
of inhabitants constant. At the same time life ex-
pectancy is, happily, rising ever further. This has been
increasing the share of older people in the population
for a long time and this trend will continue. The
development will start to cause problems from the
middle of the next decade, for then the share of per-
sons of working age will fall, as will the total number
of inhabitants. Against that background growth and
prosperity in Germany can only be secured with
extensive reforms in a large number of areas to create
the best possible framework conditions for more
employment and permit a high growth level in pro-
ductivity to be maintained.
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Diagram 2: World Map Showing the Largest Economic Areas

4 USA, Canada and Mexico
5 Argentina, Brazil, Paraguay, Uruguay, Venezuela
6 Brunei, Cambodia, Indonesia, Laos, Malaysia, Myanmar, Philippines, Singapore, Thailand, Vietnam

China
Population 1,306.5 mill.
Nominal GDP US$ 2,224 bill.
Exports US$ 842.5 bill.

Figures for 2005

EU-27
Population 488.5 mill.
Nominal GDP US$ 13,571 bill.
Exports US$5,040.6 bill.

NAFTA4)

Population 434.1 mill.
Nominal GDP US$ 14,384 bill.
Exports US$ 1,852.8 bill.

Mercosur5)

Population 257.6 mill.
Nominal GDP US$ 1,130 bill.
Exports US$ 245.1 bill.

ASEAN6)

Population 558.7 mill.
Nominal GDP US$ 862 bill.
Exports US$ 775.6 bill.

Source: IMF, WEO September 2006
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5. Remove weaknesses in growth
In the past reaction in Germany to these urgent chal-
lenges has often not come with the necessary speed
and determination. Opportunities seized by other
countries with success have remained in part un-
utilised here. Indeed, with every cyclical downswing
unemployment has become more fixed and the num-
ber of long-term unemployed has risen. Corporate
investment declined (see Diagram 3), and state
indebtedness grew. The German economy lost flexi-
bility and so resilience. This is partly the reason why
it has been a good four years before the powerful
stimulus from foreign trade ignited the domestic
economy as well.

As a result the growth in per capita income in
Germany has been low by international comparison
since 1991. Purely arithmetically every individual
could be earning nearly 20 % more in 2007 if the dy-
namic in the German growth rate had been as high as
it was in other advanced industrial countries (see
Diagram 4). That comparison reveals in a very im-

pressive way not only the economic but above all the
social importance of sustained dynamic in growth.
The Federal Government will therefore make every
effort to ensure that Germany can cope with the pres-
ent and future challenges more successfully than in
recent years.

6. Steadying the Upswing
The concern this year is to steady the upswing that
has started, continue the consolidation of the public
budgets and release more forces of domestic growth.
Companies and employees need incentives and scope
to expand the production and sales potentials in the
economy. Now that the dynamic inherent in the
upswing is gathering strength the prospects are par-
ticularly good for further success with this strategy. In
a favourable macroeconomic environment structural
reforms take effect more rapidly. Against the back-
ground of demographic change in society, the possi-
ble shortage of many conventional raw materials and
energy forms, and the growing need to produce in an
environmentally-friendly way there is no alternative

Diagram 3: Net Capital Investment in Relation to GDP for Germany since 19707 in Percent
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to this approach. The policy areas named below will
be the main focus.

7. Sustained consolidation of public finances
Altogether the Federal Government will direct its fis-
cal and economic policy to put the state successfully
back on to a sound and viable foundation (for more
detail see Chapter A). It will concentrate funds even
more on necessary expenditure, which must be
financed in a way that is sustainable and as neutral as
possible in its effect on growth. Any potentials for sav-
ings in administrative burden must be utilised.
Owing to the difficult public budget situation and the
pressure on expenditure due to the ageing of the pop-
ulation careful apportionment of public funds
remains essential. The Federal Government will
therefore continue to lay great stress on providing
public services as cost-efficiently as possible.

8. More competition
Companies are all the more willing to invest and ven-
ture to develop new technologies the greater their
chances of profits and the lower their costs and
charges. It is therefore above all important for compa-
nies to have easy access to national and international
sales markets, pre-products and funds. Nor must they
be overburdened with taxation and administrative
burden. These competition conditions provide fa-
vourable stimulus to more rapid innovation processes.
The dynamic in productivity and growth which is
thereby released will in turn open up new opportuni-
ties for employment. Creating framework conditions
that are favourable to investment and innovation and
ensuring functioning competition is thus the second
key task for an economic policy oriented to growth and
employment (for more detail see Chapter B).

Diagram 4: The Development in Per Capita Income in National Currency and by International
Comparison
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9. More innovation 
Over the long term the ability of companies to inno-
vate is a decisive determinant of growth in a devel-
oped economy. Successful innovation creates the
scope for high growth rates in productivity and
wages. As an efficient innovation and knowledge
society Germany has the best chances of coping suc-
cessfully with structural change and the demograph-
ic challenges. Happily, German companies are among
the world leaders in technological inventiveness (see
Diagram 5). To sustain this position, beside favourable
labour market and competition conditions additional
efforts are needed in research and development poli-
cy and education policy. Inventions and patents must
also be adequately protected internationally. The
Federal Government therefore sees a further impor-
tant task for its economic policy in actively advancing
the knowledge society and supporting the innova-
tion strategy of companies (for more detail see
Chapter C).

10. Making the market economy socially and
environmentally compatible
In a social market economy growth, innovation and
employment are interrelated with social and environ-
mental policy aims. On the one side economic success
provides the financial basis for environmental protec-
tion and social security. On the other secure supplies
of existential goods - like energy, raw materials and
a clean environment - contributes to social security
and individual commitment, helping people to iden-
tify with the economic and social system. They are at
the same time important factors in sustained econo-
mic growth. Flexibility and competition, subsidiarity,
solidarity and sustainability are for the Federal Gov-
ernment the pillars of a modern social economy. If
the Federal Government succeeds in securing the
bases of prosperity for all the people in Germany over
the long term confidence in the social market econo-
my will also be strengthened (for more detail see
Chapter D).

Diagram 5: Patents relevant for the World Market 
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The demographic development and a global thrust in
industrialisation and growth are causing rising
demand for resources and rising raw materials prices.
German firms must adjust to this. For a country poor
in raw materials like Germany that is an opportunity.
Production using fewer resources will help to increase
industrial competitiveness. Moreover, German indus-
try is best placed to strengthen its traditional lead in
environmental technology even further. The Federal
Government intends to use its policy to help ensure
that German firms not only adjust to new shortages
and challenges but can also profit economically from
them.

11.  More employment 
The main reason for the lower growth in per capita
income in Germany compared with many industrial
countries is that the available labour force is insuffi-
ciently integrated in the economic process. Growth
results from a combination of labour, capital and
technical progress. The more work is performed, and
the more efficiently it is done, the greater will be the
result. In Germany the total number of hours worked

since 1991 has fallen continuously. Too few people are
integrated in working life. Too many of those who are
looking for work remain unemployed for a long time
or even permanently. The prosperity gap to other
industrial countries in past years is mainly due to this
lower input of labour (see Diagram 6). 

The positive economic development and the
reforms on the labour market are now also reflected
in higher employment. The number out of work is
clearly lower than last year. The number of vacancies
is continuing to rise. However, the number of long-
term unemployed and low skilled is far too high;
especially the number of older people in employment
is still far too low, although it has risen slightly in
recent years. The number of women in employment
could also be higher. It is therefore the aim of eco-
nomic and employment policy to improve the frame-
work conditions for more employment further. For
this the settings must be readjusted. That also
applies to subsidiary wage costs (for more details
see Chapter E). 
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Diagram 6: Analysis of the Prosperity Gap by Labour Input and Productivity
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12. Strengthening Resilience
Flexible goods, capital and labour markets, fa-
vourable macroeconomic framework conditions,
intensive competition and a high innovative ability
are mutually strengthening elements in a strategy
designed to sustain stronger dynamic in growth.
They are also a good insurance against challenges to
be faced in the future. They make the necessary
adjustment processes easier and make the economy
as a whole more resilient. In such a flexible environ-
ment companies will be in a better position to re-
direct their production in weak phases of the cycle.
Employees will be able to reorient more quickly on
the labour market. Under these conditions it will not
take so long in future for positive cyclical develop-
ments abroad to stimulate our economy. The degree
of utilisation of the means of production and employ-
ment in the economy will grow. All this will further
increase the confidence of national and international
investors in Germany’s attractiveness as a location
for business.

13. Coordinating national and European policy
Many of our European neighbouring states are facing
similar challenges to Germany. Hence structural
reforms are needed throughout Europe to improve
the conditions for high and sustained economic
growth. That is the core of the EU’s Lisbon strategy. It
is of particular importance in the Eurozone, where
structural problems and misguided action by those
responsible for economic policy can no longer be
cushioned in the short term by changing exchange
rates. Considerable differences are still evident in eco-
nomic growth, inflation rates and competitiveness
within the Eurozone. These persistent divergences
are not exclusively due to catching up processes in
member states or cyclical effects. Rather, they too are
due to lack of productivity and innovation, and to
insufficient wage discipline. This is still a task for the
national policy areas. But the European internal mar-
ket also needs to be developed further and competi-
tion within Europe intensified. That will improve the
basic conditions for stable economic development in
all member states and for a high degree of coherence
in the European Economic and Monetary Union
(EMU).

EMU is a significant success in European integra-
tion. The European Central Bank (ECB) has succeeded
in firmly anchoring confidence in stable prices within
the Eurozone, and in this way it has also contributed
to favourable lending conditions for companies and
consumers and created an important condition for
growth and employment friendly development. To
ensure steady growth free of inflation within the
currency union responsible action by all those rele-
vant to economic policy is needed in Germany and
Europe.

For the parties to wage negotiations in all the EU
member states the task is to direct their wage policy
so that it will primarily contribute to stability of the
price level and more employment. The Federal
Government will contribute its share to more growth,
employment and price stability in Europe with fur-
ther structural reforms and continued budget consol-
idation. That is not only in accordance with the
Lisbon Strategy, the Federal Government will also ful-
fil the Maastricht criteria. It is a success for German
fiscal policy to have created the conditions that have
enabled the deficit procedure against Germany to be
lifted this year. In doing so the Federal Government
has strengthened the credibility of the European
Stability and Growth Pact. In regard to progress in
consolidation within the EU it is also clear that the
reformed pact is an effective instrument of budget
discipline.

14. Utilising the EU and G8 presidencies
During its presidency of the European Council

this year the Federal Government will lay the main
emphasis on strengthening innovative forces, im-
proving the competitiveness of European industry
(see Table Serial No. 38), improving the framework
conditions in taxation and the quality of the public
budget, reducing administrative burden, further
integration of the financial markets and energy sup-
plies. The aim is to achieve synergy effects for the
whole of Europe through the various national
approaches to reform. The same applies to the
external opportunities for Europe in competing on
world markets, and which the Federal Government
intends to improve in cooperation with European
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partners. The European Union has a particular res-
ponsibility to the developing countries, especially the
poorest of these. Hence the Federal Government will
take care to ensure that development policy aspects
are taken into account in trade policy.

It remains the primary economic policy aim of
the German EU presidency to successfully conclude
the Doha Round of the World Trade negotiations,
which covers all the areas of negotiation. The Federal
Government also supports opening negotiations on
regional and bilateral free trade agreements with
strongly growing newly industrialised countries in
Asia, like India (see Box 1). It will work for negotiating
mandates to be given and concrete negotiations
started, if possible during its presidency.

To improve transatlantic economic relations the
Federal Government also desires to strengthen re-
gulatory cooperation - for example in norms and
standards - between the EU and the USA. Economic
cooperation with China will also be extended further
and deepened (cf. Item 41). Negotiations on the
follow-up agreement for the Partnership and Coope-
ration Agreement between the EU and Russia, which
expires in 2007, will also be commenced.

The Federal Government will utilise its presi-
dency of the G8 this year to require the major trading
nations to take global responsibility for a growth-
oriented policy. It will give new impetus to develop
the international framework of regulations for trade,
financial markets and cross-frontier investment. The
social dimension of globalisation also remains an
important task, and here the Federal Government
continues to rely on the outstanding cooperation
with international organisations. It supports the
current reform processes in the IMF, the World Bank
and the OECD, which serve the aim of increasing the
efficiency and effectiveness of these institutions with
the view to a stable, environmentally compatible and
socially balanced development in the world economy
(see Box 2). With its policy the Federal Government is
helping to combat poverty worldwide, secure peace
and realise democracy, make globalisation just and
protect the environment. It is endeavouring to
implement Germany’s obligation to increase
development cooperation as part of the EU multi-
stage plan, and is thus making a contribution to
meeting the millenium targets set by the United
Nations and to strengthening international eco-
nomic cooperation.
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Box 1: Foreign Trade Policy in 2007

3 Ensure open world markets and settle trade disputes in the WTO.

3 Structure globalisation with new liberal trade rules and by reducing customs dues, obstacles to trade and
bureaucracy through the Doha Round.

3 Reduce the threat of terrorism and armed conflicts with export controls and financial sanctions and
through embargoes on goods and services.

3 Counter the illegal transfer of technology, product piracy and trade in stolen copies by protecting
intellectual property, especially in newly industrialised countries.

3 Open up new market chances for German firms with strategic economic agreements (especially a
no-barriers transatlantic economic area).

3 Secure a worldwide raw materials basis for German industry with customised loans to open up extraction
sites abroad.

3 Support German firms on foreign markets with Hermes guarantees, investment guarantees, and
consultancy and information.

3 Attract foreign investment to Germany by redirecting advertising for business investment.
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A. Putting the State on a
Sustainable Foundation

15. Making public finances sustainable
An efficient and well functioning public sector com-
bined with sound public finances is essential for
growth, innovation and employment. Germany is
one of the most highly developed communities in
the world. The organisational structure of our state
and the processes in the public administration need
to be made more flexible to be able to react in time to
changes. In a rapidly changing internationalised
economy that is increasingly becoming the decisive
location factor in business decisions.

After the clear assignment of tasks in the first
stage of federalism reform the Federal Government
aims in the second stage to make fiscal relations
between the central and state governments more
efficient. In addition, the bases are to be created for
better performance of public tasks on every level of
the administration. At the same time the Federal
Government will ensure that the public sector can
perform its tasks as cost efficiently as possible, and
that its financing is sustained permanently in a way
that is as growth and employment friendly as pos-
sible.

Box 2: Central German Economic Policy Fields of Action in the EU and on 
International Level

EU Council Presidency:

3 Further developing the European internal market, with progress towards an integrated financial services
market

3 Strengthening the competitiveness of companies, i.a. through industrial policy initiatives (e.g. CARS 21,
see Table Serial No. 39)

3 Reducing administrative burden and improving legislation

3 Ensuring secure, competitive and environmentally sustainable energy supplies and concretising an
“Energy Policy for Europe”

3 Better tax conditions on the internal market and combatting fraud

3 Improving the quality of public finances

3 Slimmer and more appropriate fiscal and economic policy coordination procedures in the EU after
enlargement to 27 member states

G8 Presidency:

The German Presidency of the G8 will make “The World Economy” and “Africa” its main themes, under the
heading “Growth and Responsibility”. Stimulus to further develop and strengthen the framework conditions
in the world economy in dialogue between the G8 countries and with the major newly industrialised countries
is to be given i.a. in the following areas:

3 Reducing global disequilibria, ensuring stability and transparency on the international financial markets,
encouraging investment and improving investment conditions

3 Promoting innovation - protecting innovations (protecting intellectual property rights)

3 Energy efficiency, climate protection, responsibility with raw materials

3 Africa: sustained investment, “good governance”, peace and security, developing health systems and
combatting HIV/AIDS



16. Implementing the National Stability Pact 
Ensuring viable public finances is not solely a task for
the Federal Government, it is also a task for the
Federal States. The National Stability Pact that was
decided during the first stage of federalism reform
will decisively strengthen expenditure discipline on
all public levels. The new Article 109, Para. 5 of the
Grundgesetz (Basic Law) lays down that in future 65 %
of any payments due under sanctions for infringe-
ment of the European pact will be borne by the
Federal Government and 35 % by the Federal States
This division of the burden between the central and
state governments will create incentives, right from
the start, to maintain discipline, on state level as well.
Despite the doubts expressed by the Council of
Economic Experts regarding the economic justifica-
tion of the vertical and horizontal distribution criteria
for the financial penalties (JG Item 462), the Federal
Government regards the compromise – which was

reached with the Federal States – as an important
incentive to maintain solidarity throughout the pub-
lic sector in meeting the European deficit criteria. 

17. Reforming the rules on the national debt
Discipline in public expenditure can also be strength-
ened by developing the national debt rules further.
The Council of Economic Experts has put forward sev-
eral proposals on this (JG Items 390-408). They are in
favour of limiting the concept of investment in the
Grundgesetz (Basic Law) to those tasks that have posi-
tive effects on assets and growth. They suggest that
earnings from reductions in assets should not be
taken into account, and the current erosion of value
in public property (depreciation) should be included.
Finally, the Council of Economic Experts is in favour
of defining and limiting the scope of borrowing in the
exceptional case of disruption to macroeconomic
equilibrium precisely. They propose a regulation to
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Diagram 7: Federal Government Financial Aids12 1998–2009 in Euro billions
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19. Improving the quality of budget
structures
Parallel to consolidation the structure of expenditure
must be improved qualitatively - to put more weight
on areas that will promote growth. The Federal
Government is already spending around two thirds of
its total expenditure on interest payments, social
security and labour market policy. The aim is not to
increase social expenditure relative to economic per-
formance but and especially to increase the efficiency
of the use of the funds. 

20. Reducing subsidies further, improving
result orientation
The reduction in outmoded subsidies will help to
improve the quality of public finance (see Diagram 7
and Table Serial Nos. 5-9). The guidelines for subsidi-
sation policy decided by the Federal Government (see
Box 3 and Table Serial No. 4) will increase the trans-
parency, pressure to justify and scope for steering in
subsidisation measures. The Federal Government will
make subsidies degressive and limit them in time on
principle. The Council of Economic Experts’s scepti-
cism regarding the effectiveness of these measures in
view of financial aids for investment by the Federal
States and the municipalities (JG Item 460) is not
shared by the Federal Government.

be laid down in the constitution and oriented to the
Swiss model of the “brake on indebtedness” (JG Item
404). The Federal Government will include these pro-
posals and other suggestions from economists in its
considerations.

18. Continuing the successful consolidation
The Federal Government is well on the way to restor-
ing the viability of public finances. The general limit
in Article 115 of the Grundgesetz (Basic Law) will be
observed from 2007, and the debt ratio reduced. The
Maastricht deficit criterion has been observed since
last year. The concern is now not to take any new deci-
sions that will place a burden on future generations,
even in a cyclically good revenue situation.

In the 2007 Federal budget the Federal Govern-
ment will set the main consolidation on the expendi-
ture side. If it is taken into account that tax subsidies
and tax exemptions are economically the equivalent
of expenditure, the greater part of the efforts at con-
solidation in 2007 will be on the expenditure side (see
Table Serial No. 9). Experience in other countries has
shown that this is most likely to bring success. Ex-
penditure-side consolidation is generally felt to be
more credible, by the general public and by the capi-
tal markets, than increasing revenue.

Box 3: The Federal Cabinet Decision on Subsidisation Policy

In March 2006 the Federal Cabinet decided that 

3 New subsidies are only to be given if they are the most suitable instrument compared with other measures
and efficient in regard for cost-benefit aspects,

3 New subsidies should be given primarily as financial aids and financed with savings elsewhere,

3 It should be examined in how far tax concessions could be changed to financial aids or other measures that
burden the public budget less,

3 New financial aids should only be given for limited periods of time and on principle should be degressive,

3 The objectives of financial aids should be laid down in a way that enables success control,

3 The Federal Government’s subsidisation policy should be oriented to growth, distribution, competition and
environmental policy effects, and

3 A time limit and degression on principle should be introduced even for current financial aids and those that
have not so far been limited in time or degressive.



21. Continuing reconstruction of eastern
Germany
The Federal Government continues to regard the
reconstruction of eastern Germany as a macroeco-
nomic task. A self-sustaining catching up process has
still not been achieved, despite many positive devel-
opments. In the 2006 Annual Report on the State of
German Unity (BT-Drucksache 16/2870) the Federal
Government discussed the situation and outlook for
the new Federal States in detail. Stimulus from the
Federal Government’s reform measures to increase
the dynamic of growth throughout Germany is essen-
tial for the catching up process. To create an efficient
location for economic activity subsidies and targeted
promotional measures will still be necessary in some
areas in future, too. 

Against the background of a differentiated devel-
opment and degressive Federal aids the present pro-
motional policy will be carefully developed further in
cooperation with the Federal States (see Box 4).

The new Federal States themselves bear the pri-
mary responsibility for the efficient use of the funds.
The Federal Government will provide considerable
funds for the reconstruction of eastern Germany by
2019 under the Solidarity Pact II. These include sup-
plementary Federal grants for special needs (Basket 1)
to a total of € 105 billion, which, as decided, will be
degressive. A further € 51.1 billion has been commit-

ted in the form of overproportional funds (Basket 2).
At the end of last year the Federal Government
reached agreement with the new Federal States on
the policy fields relevant to Basket 2. These funds will
be designated for overproportional payments in the
policy fields industry and commerce (e. g. the Joint
Task “For the Improvement of the Regional Economic
Structure” and the investment grant that has been
extended to 2009), transport, housing and urban
planning, the promotion of innovations and research
and development, EU Structural Funds, clearing old
ecological pollution and sports. With the agreement
on Basket 2 the new Federal States will have certainty
for planning for the entire duration of the Solidarity
Pact. On the basis of the agreement reached the Fede-
ral Government will report in the Financial Planning
Council each year up to 2020 on the Basket 2 pay-
ments it made in the preceding year.

22. Regional policy as growth policy
The Federal Government also holds to specific region-
al promotion to strengthen innovation, growth and
employment in Germany. Important signals were set
for this for the period from 2007 (see Table Serial Nos.
13-19). The Joint Task “For the Improvement of the
Regional Economic Structure” remains the central
instrument of regional policy. This Joint Task was sub-
ject of intense discussion between the Federal Gov-
ernment and the Federal States as part of federalism
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Box 4: Developing Promotional Policy Further – Key Areas 

3 Targeted use of investment and SME promotion to widen the commercial base in the new Federal States
and create jobs

3 Even stronger orientation of research and innovation promotion to networking research and industry,
shortening the way from the innovative idea to the marketable product and building up and expanding
research and innovation cores

3 Specific profiling of certain strengths and regional growth motors on the basis of flexible and broadly
based promotion

3 Continuing the sectoral conferences in the new Federal States (Conference on the Future of Mechanical
Engineering in Leipzig in March 2007, Chemicals Conference in Saxony-Anhalt and a Conference on
Corporate Financing in Berlin in autumn 2007).

3 Orienting rural development to opportunities for earning and employment outside agriculture as well
through professional regional management, and working out integrated development concepts.
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reform, and its continuance was confirmed. To secure
the financing for the Joint Task on the Federal Gov-
ernment’s side a volume of around € 650 million was
earmarked in the 2007 Federal budget for the new
Federal States and selected structurally weak regions
in the old states. Within the framework of this Joint
Task the Federal Government and the Federal States
have also reached agreement on the new regional
promotional area for 2007 to 2013. In addition around
€ 25.5 billion is available from the European
Structural Funds to support the German regions dur-
ing that period. Cofinancing by the Federal States is
necessary both for the input of Federal Government
funds within the Joint Task and funds from the Euro-
pean Structural Funds.

23. Expanding Public-Private Partnerships
Public-private partnerships (PPPs) can help to relieve
public budgets. Private sector structures can be of
advantage in project management and cost control
for major infrastructure projects (see Table Serial Nos.
20-21). They make competition possible, which limits
costs, causes innovations to be more rapidly imple-
mented and enables quality to be increased.

Legislation to simplify PPPs is to be passed in this
legislative period. It will advance the framework con-
ditions for PPPs, especially in transport and the hospi-
tal sector, and in the social infrastructures (see Table
Serial No. 11). The aim is also to improve the frame-
work conditions in tax and promotion legislation.
The possibilities for capital and financial investment
in projects will also be improved for national and for-
eign investors, principally through amendments to
the investment legislation as part of the coming revi-
sion. That will create more competition and open up
the possibility of allowing foreign know-how to flow
into PPP projects.

24. Investing in the future 
Expenditure on research, development, education
and innovation in particular decides the future effi-
ciency of business and society. Just like classical
investment in buildings, machines and plants “invest-
ment in brains” can have a positive effect over long
periods. The Federal Government therefore takes the

task of supporting the change to the knowledge soci-
ety very seriously. It will accelerate cooperation to
this end between the state, business and research (for
more detail see Chapter C). In this legislative period
alone the Federal Government will therefore invest
an additional € 6 billion in research and develop-
ment. That is also its contribution to achieving the
objective of the EU Lisbon Strategy to invest 3 % of
GDP in R&D by 2010. The Federal States and business
also need to increase their investment. With its High-
Tech Strategy the Federal Government has also pre-
sented a conceptual framework for the promotion of
top technological achievement from a single source.
Altogether it will invest around € 15 billion in strategi-
cally important future technologies by 2009. In addi-
tion it will provide special funds for basic research, to
promote excellent university research and expand
the universities. 

25. Making the revenue side supportive of
growth
Simply continuing the restrictive expenditure policy
of past years and reducing tax exemptions would not
enable the constitutional general limit for new bor-
rowing to be observed in 2007. Increasing insurance
tax and the standard rate of value added tax was
therefore unavoidable (see Diagram 8 and Table
Serial No. 1). The tax ratio will thus be increased
slightly, but it will remain low by international com-
parison. Despite the tax increases the level of charges
will remain on the previous year’s level this year at
around 40 %. The increase in value added tax is also
part of an overall strategy to improve the taxation
structure. In this context the Federal Government also
intends to improve the tax conditions for entrepre-
neurial activity with reform of corporation and inher-
itance tax, making them more competitive; it will
also reduce subsidies. With the reduction in sub-
sidiary wage costs the tax and charges system can be
made noticeably more growth-friendly. Investment
and new employment will be made more attractive,
as will Germany altogether as a business location (for
more details see Chapter B).
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26. Advancing Federalism Reform
An important step towards an efficient federal state
structure that is capable of action has already been
taken with Federalism Reform I (see Table Serial No.
10). The reorganisation of the legislative competences
will open up more scope for autonomous action for
both the Federal Government and the Federal States.
The reduction of mixed financing in the financial
field will lead to a better targeted use of public funds.
Another aim was to reduce the number of laws
requiring approval by redrafting. This has more clear-
ly separated the areas of responsibility of the central
and state governments and insofar accelerated the
legislative procedures.

The Council of Economic Experts points to pos-
sible disadvantageous effects from decentralised
competences in the education field (JG Item 458). In
this connection the Federal Government will use the
possibility for cooperation between the two tiers of
government opened by the Joint Task “Establishing

the Efficiency of the Education System by Inter-
national Comparison” (Art. 91 b, Para. 2 Grundgesetz
[Basic Law]). when it is a question of evaluating the
efficiency of the education system for the country as a
whole. 

With the second stage of Federalism Reform the
Federal Government intends to take a further step
and adjust financial relations between the central
and state governments to the changing economic
policy conditions, and increase the autonomy of the
territorial authorities in view of the aim to achieve
viable budgets. The bases for a more efficient per-
formance of tasks in the administration are also to be
created. The proposals by the Council of Economic
Experts for a further reduction in mixed financing
and more far-reaching increase in the autonomy in
taxation for the Federal States (JG Items 461 f.) will be
examined by the Federal Government in the coming
consultation process. In the view of the Federal
Government and the Federal States an important sub-

Diagram 8: Standard Rates of Value Added Tax in the European Union in 2007 in Percent
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ject is to avoid budgetary crises more effectively. The
verdict by the Federal Constitutional Court in the pro-
ceedings on the emergency budget situation in Berlin
clearly shows the need to develop a range of instru-
ments that will ensure budget discipline on all state
levels and counter the development of budget emer-
gencies at an early stage. Increasing the autonomy of
the Federal States to prevent and cope with budget
crises through more stringent constitutional rules
will give the legislature more support. The Federal
Government has therefore asked the Council of
Economic Experts to present a study on an early
warning system by March this year. The results will
form part of the coming consultations.

B. Strengthening Competition and
Investment Dynamic 

27. Increasing the potential for growth
Economic growth requires investment, competition
and open markets. It is the aim of the Federal Govern-
ment to make the opportunities and risks of long-term
investment decisions more calculable through trans-
parent and investment-friendly framework conditions,
and so make Germany more attractive to national and
foreign investors. The Federal Government will there-
fore reduce administrative burden and taxation on
companies. Above all, it will increase investment
incentives through reform of corporation and inheri-
tance tax. It will open markets in order to reveal re-
serves of efficiency and scope for lowering prices. It
will also improve the framework conditions on the
financial markets. In addition, it will promote the es-
tablishment of new businesses and increase the ability
to innovate - for example with more funds for technol-
ogy-oriented programmes for the small and midsize
sector. Not least, the Federal Government will continue
to support companies in their activities abroad, devel-
op the instruments of foreign trade promotion and
financing further and restructure the advertising for
Germany as a business location. The SME sector will
benefit particularly from this policy. The Federal
Government combined all the main measures for the
SME sector into an SME Initiative in 2006 (see Annual
Economic Report 2006, Box 9), which will be continued
this year and developed further (see Box 7 and Table
Serial No. 40).

28. Reducing administrative burden
The obligation to provide information for public
offices involves considerable costs for companies. In
April 2006 the Federal Government therefore decided
a programme to reduce administrative burden and
improve law-making (see Table Serials Nos. 30-37).
One of the central measures in the programme is the
introduction of administrative costs measurement
based on the internationally proven standard costs
model used systematically to calculate the adminis-
trative burden resulting from obligatory reporting.
The corresponding measurements were started in
January this year. On this basis binding reduction
targets are to be set in the course of 2007.

The European Commission has also proposed
reducing the expenditure on administration for com-
panies throughout Europe. In its communication of
14 November 2006 it sets a reduction target of 25 % to
be achieved by 2012. To achieve this target the Euro-
pean Commission has announced a plan of action.
The Federal Government will make reducing admin-
istrative burden a major theme of its presidency of
the European Council.

On national level the First Act to Ease the Burden
on SMEs came into force in 2006. The advance calcu-
lation of the social insurance contributions bill, which
had to be made by 800,000 companies, was simpli-
fied. The Act on Statistics on Earnings, that was al-
ready passed, will take 40,500 firms out of the annual
survey on earnings. The Federal Government will
continue the reduction of administrative burden in a
Second Act to Ease the Burden on SMEs.

It is, for example, intended to exempt new entre-
preneurs from the obligation to provide information
for statistics for the first three years of their operation
and - as far as possible - introduce a limit of at most
three random samples a year in small firms (employ-
ing fewer than 50 people). The Federal Government is
also planning to raise the profit threshold at which a
balance sheet must be published as laid down in the
Ordinance on Charges from € 30,000 to € 50,000 and
amend the law on the Joint Task “For the Improve-
ment of the Regional Economic Structure” to reduce
administrative expenditure. A plan of action has been
decided to reduce bureaucratic obstacles in the agri-
cultural sector (see Table Serial No. 31).



With the standard costs model the bureaucracy
costs caused by obligatory reporting will not only be
measured, they will also be supervised and reduced
to meet targets. Within its legal mandate the inde-
pendent National Norms Control Council (see Annual
Economic Report 2006, Item 54) will, for example,
support the Federal Government in reducing the
bureaucracy costs resulting from obligatory report-
ing. The efficiency of the public administration will
also be increased through greater use of innovative
communication and information technologies, and
through greater incentives to performance and econ-
omy. Constant dialogue with the public and business-
es may reveal further important potentials for reduc-
ing costs, and so meet changing needs. Savings in
bureaucracy costs are not least also an important
building block for permanently viable public finances
(see Chapter A).

29. Facilitating the establishment of new
businesses
The Federal Government will support investment in
new businesses and in venture capital by reducing
bureaucratic barriers and through the range of pro-
motion (see Table Serial Nos. 42-47). The promotion
offered by the Federal Government and the Federal
States as consultancy for new businesses will be com-
bined and so made more transparent and efficient for
the men and women embarking on entrepreneur-
ship. In addition, the length of time taken to register a
company, particularly a new business, is a major fac-
tor in location competition. The Federal Government
has therefore accelerated the registration procedure
by converting it to electronic operation with an
amendment to the legislation which came into force
on 1 January 2007.
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Diagram 9: Tax Rates on Earnings paid by Incorporated Companies13 in the EU in 2006 
in Percent
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13 Corporation taxes, trade earnings taxes and other comparable taxes paid to the central state and the territorial authorities



The Federal Government also promotes new busi-
nesses set up by persons who were unemployed, and
it is continuing the programme “New Businesses
from Research” in modified form in order permanent-
ly to increase the number of hive-offs from universi-
ties and research establishments. Knowledge-inten-
sive services will in future be included in the “EXIST
Seed” measure to promote individual projects for
new businesses. In addition, the need for research
and development for technologically very ambitious
projects will be covered better, partly through specif-
ic technology programmes (see Table Serial Nos. 67
ff.). The Federal Government has set up funds to sup-
port new businesses and firms in their start-up phase
by making capital available. Chief among these is the
New High-Tech Business Fund. Up to 200 new tech-
nology-based firms are to be provided with equity
capital in the next three years.

30. Lowering corporate taxes
On global markets with mobile production factors
the tax burden on an investment is increasingly also
determining the attractiveness of a location and the
competitiveness of companies. Germany is not a high
tax country as a whole. According to OECD calcula-
tions the ratio of taxation and social charges here is
clearly below the European average. However, that
does not apply to the rates of taxes on incorporated
companies, which at 38.65 % were the highest in the
EU in 2006 (see Diagram 9).

The Federal Government will carry out reform of
corporate taxation to improve Germany’s competi-
tiveness as a business location (see Box 5 and Table
Serial No. 55). The rate of taxation on incorporated
companies will be brought down below 30 %. Ger-
many will then be placed in the midfield of EU mem-
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Box 5: Key Elements in Corporate Tax Reform on 1 January 2008 

The Federal Government is pursuing the following aims:

3 A fairer tax system: Companies paying taxes in Germany will pay less. At the same time the scope for tax
accounting will be limited.

3 Neutrality in regard to legal form: On shareholder level incorporated and unincorporated firms are to be
treated equally for tax purposes as far as possible.

3 Securing the municipalities’ revenue and finance for investment in the long term: Measures are also being con-
sidered to prevent inappropriate shifting of earnings by borrowing and to steady municipal finances.

3 Budget compatibility: A financing threshold of € 5 billion (full year effect) is not to be exceeded. 

Elements in the reform:

3 The rate of corporation tax will be lowered from 25 % to 15 %.

3 The trade tax assessment figure will be lowered from 5 % to 3.5 %.

3 This will lower the total tax burden on companies to below 30 %.

3 Trade tax will be offset against income tax at 3.8 times the trade tax assessment figure instead of 1.8 times.
In return operating expenditure can no longer be deducted from trade tax.

3 Unincorporated firms will also benefit from the reform. The rate of tax on their earnings will also fall to just
under 30 %, where these earnings are retained in the firm.

3 In addition, depreciation funding will be converted to an amount deductible for investment for small and
midsize firms under § 7g of the Income Tax Law, in order to promote investment more specifically.

3 A tax of 25 % will be introduced on earnings on capital from 1 January 2009. It will be charged only on
interest and dividend payments received on private capital investment and earnings on private sales
(see Table Serial No. 53).

3 Altogether companies should pay € 5 billion less (over the full year).



ber states (see Diagram 9). It is also important for
unincorporated firms to profit from the reform, and
here too the level of taxation on retained earnings
will be brought down below 30 %. In addition, depre-
ciation funding will be improved for small and mid-
size firms. Planned investment will be taken into
account as reducing earnings at an early stage and
the liquidity of companies will be strengthened. The
inclusion of financing costs for trade tax assessment
will be changed to a neutral effect on charges and
simplified. The claw back factor will be lowered from
50 % to 25 %, but claw back will be extended to all
financing charges. For the first time a free allowance
of € 100,000 will be given for financing costs and this
will particularly relieve SMEs from trading tax on
additional earnings. Corporate taxation reform is a
clear signal for national and foreign investors. Ger-
many is becoming even more attractive as a business
location.

The Council of Economic Experts (JG Items 409 ff.)
also welcomes the aim of the reform to reduce the tax
level to below 30 %. This will make Germany interna-
tionally competitive. However, they criticise the fact
that it has not proved possible to revise the tax system
fundamentally and simplify it. For this reason among
others they reject the retained earnings solution for
unincorporated firms. Nevertheless the Federal Gov-
ernment regards its approach to reform as an appro-
priate way to tax both incorporated and unincorpo-
rated firms equally as far as possible, independent of
their legal form.

The Council of Economic Experts also takes a
critical view of the plan to finance all the reform from
other sources. These measures include the equal
treatment of all interest payments and shares of fi-
nancing in assessing trade tax or restricting excessive
borrowing to the detriment of earnings by German
consolidated companies (the interest barrier). In the
view of the Federal Government it would not be justi-
fiable in regard to the budget not to use other sources
at all to finance the reform. Moreover, most of the
intended measures will also serve to prevent creative
accounting and shifting earnings. So these are appro-
priate measures that will help to ensure that profits
made in Germany are also taxed in Germany. What

matters in the legislative procedure is to make these
measures as investment-friendly and practicable as
possible.

If companies are only to be relieved of € 5 billion
in tax the Council of Economic Experts believes that
only the rate of corporation tax should be lowered
and no measures taken to finance this. The Federal
Government does not accept that proposal. The
reduction in the rate of corporation tax would be very
much less; companies would try, as they do now, to
shift earnings abroad and expenditure into Germany.
It would no longer be possible to reduce the tax bur-
den for the many small and midsize unincorporated
firms. The Council of Economic Experts’ proposal
does not take account of these significant structural
aspects and the decisive international signal effect of
a very much lower rate of corporation tax.

31. New regulations on inheritance tax
In the next few years many small and midsize compa-
nies will experience a change in the generations in
their management. Not only the owners have an
interest in the continuance of the business, the
employees are affected as well. The Federal Govern-
ment will therefore improve the tax conditions for
corporate succession (see Box 6 and Table Serial No.
56). The new regulations planned are to have a more
precise effect than the present legislation and pre-
vent abuse in the form of creative accounting and
free riding.

On the question of inheritance tax reform the
Council of Economic Experts repeat the standpoint
they explained in detail last year (JG 2005/06, Items
401 ff.), arguing that the intended measures will not
yield the desired result (JG Item 409). The Federal
Government, on the other hand, sees facilitating the
handover in firms as an important signal to the unin-
corporated firms in Germany, most of which are
SMEs. Above all, it is acknowledging with this meas-
ure the need to keep assets and equity capital within
small and midsize firms.

The aim of the reform, to secure investment and
employment, justifies lowering the tax on entrepre-
neurs’ assets used for production. Hence the tax relief
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is also conditional on the continuance of the firm. The
approach the Federal Government has chosen here,
namely imposing the condition that the firm must be
continued in a comparable way measured by the
overall financial position (see Box 6) offers sufficient
flexibility for corporate decision-making.

32. Utilising potentials for liberalisation
Easing the administrative burden and burden of taxa-
tion is only one aspect which may induce national
and international investors to choose Germany as a
location for their business. Access to markets must
also be more open. More competition leads to greater
efficiency and lower prices. That also applies to net-
work markets. Networked industries were opened up
to competition at a relatively early stage in Germany
but further liberalisation would be possible, and it is
needed in these areas, as in the post sector, parts of
the crafts and the independent professions (see Table
Serial Nos. 26, 48-49). The Federal Government will
amend the Act on Chimney Sweeps, for example,
while observing the public interest (safety of opera-
tion, emission thresholds), while the Act to Reform
Occupational Supervision this year will not only cre-
ate a system of supervision for accountants that is of
international standard but also liberalise the legisla-
tion on their profession.

The Federal Government will also continue its
competition-oriented policy in telecommunications
and work on European level for less bureaucracy in
regulatory procedures (see Table Serial Nos. 24-25). A
balance must be found here between opening the
market on the one side and investment incentives on
the other. On European level the Federal Government

supports i.a. the efforts by the European Commission
to achieve a noticeable reduction in the clearly exces-
sive charges for using mobile phones abroad (roam-
ing) as quickly as possible. Competition also needs to
be promoted and at the same time market transpa-
rency increased. The amendment to the Telecommu-
nications Law which came into force on 1 January
2007 takes account of the interests of businesses and
consumers in more information and protection from
abuse. In the post sector, when the German monopoly
on letter post expires on 31 December 2007, altogeth-
er about 60 % of the European market volume will be
open to competition from 2008, (including Great
Britain, the Netherlands, Sweden and Finland). The
Federal Government will work intensively on Euro-
pean level in this sector as well, and especially during
the German presidency in the first half of 2007, for
full liberalisation of the internal market from 2009.

The new EU directive on services will make an
important contribution to largely open services mar-
kets. The Federal Government, in conjunction with
the Federal States, will implement this directive with-
in the next three years. The first big step is the
planned introduction of “Points of single contacts”,
through which a service provider can handle all the
procedures and formalities necessary to operate his
business.

33. Improving the efficiency of the energy
markets
The markets for electricity and gas were opened more
than eight years ago now, but fully functioning com-
petition has not yet developed on the markets
upstream and downstream from the networks.  Prices
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Box 6: Key Elements in Inheritance Tax Reform 

3 From 1 January 2007 the inheritance tax and donation tax payable on assets used for production will be
postponed for a period of ten years free of interest charges.

3 One tenth of the tax payable will be deducted for each year the firm continues to operate.

3 The criterion for postponement or exemption from inheritance and donation tax is that after the handover
the firm is still comparable with its former state, particularly in turnover, volume of orders, assets and liabi-
lities and number employed.

3 The new concession will not apply only to assets held within Germany, it will also apply to preferential
assets held in the other EU member states and in the states of the European economic area.



for electricity and gas have risen to a level that does
not appear to be due solely to the development in
costs; they are jeopardising the competitiveness of
industrial customers and putting a heavy burden on
end-users. Energy-intensive firms must not be driven
out of Germany. The Federal Government sees poten-
tial for price reductions in both electricity and gas. It
is therefore preparing a package of measures aimed
to achieve better structural conditions for more com-
petition on the supply side of the energy markets in
the longer term. At short term supervision will be
strengthened as a flanking measure to prevent pric-
ing abuse (see Table Serial Nos. 27-28 and 22).

Among other things obstacles to market access
for new suppliers in the electricity sector are to be
removed with a new Ordinance on Network
Connections for power stations. In addition, the pres-
ent system of approval of prices to use the energy net-
works (network charges) is to be replaced by an
incentive regulation intended to stimulate competi-
tion. This will be done by identifying the best network
operators through benchmarking and so deriving
requirements for an increase in efficiency by individ-
ual network operators. At the same time this will cre-
ate an incentive for all network operators to increase
their efficiency beyond the official requirement, for
these additional cost reductions will remain to the
network operators within a regulatory period as addi-
tional profits. Regulation of network charges does on
principle have the effect of lowering prices – this is
already apparent in the present system of approval
for charges. The Federal Network Agency has obliged
a number of network operators to lower their char-
ges. Altogether it remains to be seen to what extent
prices can fall. Safe and reliable networks cost money,
and more investment in the network infrastructure is
urgently needed.

As a short-term measure the Federal Government
intends to amend the Act against Restraints of Com-
petition and concretise the general prohibition on
abusive conduct in the energy price sector. I.a. the
Federal Cartel Office is to be empowered to forbid
suppliers with a dominant market position from set-
ting charges that exceed their costs to an inappropri-
ate extent (control of abusive conduct). The provision

is conceived as a transitional ruling and it will expire
in 2012. By then new suppliers are expected to enter
the market and competition to intensify accordingly.
Moreover, all abuse proceedings are to be accelerated
by making decisions by the cartel authorities immedi-
ately enforceable.

In addition, the Federal Government intends to
strengthen the position of household customers vis-à-
vis their electricity and gas suppliers. In this connec-
tion it is examining how the interests of private con-
sumers can be taken into account better in proceed-
ings with the regulatory authorities, possibly by set-
ting up a special consumer ombudsman.

34. Completing the European internal
electricity and gas market
The Federal Government will use its presidency of the
European Council in the first half of 2007 to advance
free and unhindered competition on the European
energy markets and improve cooperation between the
national regulatory authorities. Networks must be-
come a neutral market place. Effective deconcentra-
tion of the network operations is needed in all member
states. Further measures need to be thoroughly exam-
ined for their suitability and adequacy, on the basis of
all the options, including the proposals by the Euro-
pean Commission, and discussed with the other mem-
ber states. The right to non-discriminatory network
connection must be guaranteed for new power station
operators in every EU member state, and an integrated
and simple system of network access must be ad-
vanced for cross-frontier trade in electricity. Similarly,
measures to increase the number of suppliers within
regions must be discussed. The aim is a network infra-
structure that will both facilitate cross-frontier compe-
tition and ensure secure supplies. The concern is to
create a fully functioning internal market with rapid
and visible successes for businesses and private con-
sumers (see Table Serial No. 29).

35. Continue the privatisation of the railways
In November 2006 the German Federal Parliament
decided on key points for part-privatisation of
Deutsche Bahn AG (DB AG, the German Railways).
The railway infrastructure enterprises run by DB AG
are to remain the property of the Federal Govern-
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ment but DB AG is also to continue to control and
operate the railway network for the present and draw
up the financial accounts. The Federal Government
plans to present a privatisation law based on the key
points decided by the end of March this year. Its aim is
part-privatisation during this legislative period. For
this the enterprise must be suitable for capital market
flotation.

The decision by the Federal Parliament takes
account of the special interests of the Federal
Government in regard to the exercise of its respon-
sibility for infrastructure under the Grundgesetz
(Basic Law). This is to be met chiefly through a per-
formance and financing agreement with DB AG and
the railway infrastructure enterprises. Additional
debts and risks to the Federal budget will be exclud-
ed in accordance with the aim of railway reform,
namely to relieve the Federal budget of expenditure.
A particular objective of railway policy is to strength-
en competition on the railways. The decisive condi-
tions have been created for this with non-discrimina-
tory access to the public rail network in Germany laid
down in law and its supervision by the Federal Net-
work Agency. In addition, how control by the Federal
Network Agency can be improved even further will
be examined as part of the part-privatisation of DB
AG.

36. Making the financial markets competitive
To enable potentials for growth to be better exploited
the framework conditions for the provision of capital
must be right (see Table Serial Nos. 57-61). The confi-
dence of investors must be strengthened by ensuring
market integrity and an appropriate level of con-
sumer protection. The Federal Government will
therefore further improve the means of obtaining
financing for small and midsize firms. It will take
account of the banks’ more stringent requirements
for security for loans to SMEs and the disproportion-
ate costs of handling small loans, for example by
strengthening the system of guarantee banks and by
standardising SME loans given by the KfW Banking
Group (see Box 7). Particularly young and innovative
companies often find it difficult to obtain venture
capital investors for their projects. To bring more
equity capital to Germany, particularly for these

investments, the Federal Government will strengthen
Germany’s position as a location for equity capital
funds. It will therefore develop the present law on
equity investment companies into a law on equity
financing which will come into force together with
reform of corporation tax.

With the regulation in law of real estate compa-
nies in Germany that are traded on the stock ex-
change (REITs or Real Estate Investment Trusts) the
Federal Government will introduce a new instrument
to professionalise the real estate sector. It will also
improve Germany’s competitiveness as a location for
financial services and real estate business. On interna-
tional level it will take up the subject of hedge funds
during its presidency of the G8 and discuss the oppor-
tunities and risks entailed, particularly for the stabili-
ty of the international financial market. Of particular
concern will be how much transparency should be
required of hedge funds in order better to counter the
systemic risks to the financial market that could come
from this sector.

37. Opportunities for German firms
worldwide
In its promotion of foreign trade, its foreign trade
financing and political flanking measures the Federal
Government supports German firms in their opera-
tions worldwide. This includes their participation in
important trade fairs abroad (see Table Serial No. 41).
The Federal Government also supports the foreign
commitments of domestic services firms with specific
projects in order to make them more competitive and
help them exploit the potential on foreign markets. It
is constantly developing its range of export credit and
investment guarantees further in dialogue with com-
panies. During the coming year it will also conclude
new investment protection agreements with develop-
ing and newly industrialised countries; above all,
existing agreements will be renegotiated with the
aim of achieving modern and improved legal protec-
tion for investment.

In addition, the Federal Government is restruc-
turing its foreign trade promotion and its location
advertising. On globalised markets it is increasingly
rare for companies to operate solely as exporters,
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importers or investors, they are active in all three
areas. The Federal Government is responding to that
development. It has merged the advertising for
investors (Industrial Investment Council) with loca-
tion advertising (Invest in Germany) into a new com-
pany for location marketing, which will commence

operating on 1 January 2007 (see Table Serial No. 18)
and by the end of 2008 it will merge this company in
a second step with the Federal Agency for Foreign
Trade. The restructuring will give customers more
transparency and help to make the system as a whole
more efficient.
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Box 7: Measures in the Federal Government’s SME Initiative 2007

Framework conditions to help SMEs 

3 Reform of inheritance tax to facilitate succession

3 Prolongation and extension of the investment grant in the new Federal States

3 Improvement of regional economic promotion for small and midsize firms as part of the Federal and
State joint tasks

Reducing administrative burden
A further reduction of regulations that hamper growth and burdensome bureaucracy through the Second Act
to Ease the Burden on the SME Sector

New Businesses Campaign

3 Accelerating entry in the commercial register, the cooperative register and the partnerships register, crea-
tion of a company register

3 Facilitating the establishment of limited liability companies (GmbH)

3 Combining and reorienting training and consultancy promotion for new entrepreneurs and smaller firms

3 Introducing protection against pledging to provide better security for pensions for the self-employed

3 Restructuring the promotion of new businesses from research

Making SMEs more innovative

3 Clear increase in the funds for SME-oriented technology-based promotion

3 Extending the possibilities for promotion within Community industrial research to bigger associative
projects and for international projects

3 Preparing SMEs for cooperation in research with other firms and research establishments (start-up
promotion)

3 Improving access for SMEs to specific federal technology programmes for key industrial technologies

Modernising vocational training and ensuring new generations of skilled workers

3 Continuing and developing the National Pact for Training and Skilled Recruits in Germany 

3 Extending the range of occupations, partly through graded training orders

3 Better integration of basic and advanced training

3 Supporting the employability of older and experienced employees

Improving the financial situation of SMEs

3 Developing a new small loan programme for entrepreneurs setting up a business with sole risk assessment
by KfW and full release from liability for the banks

3 KfW will develop a simple standardised small loan for established firms 

3 New KfW mezzanine programme to finance the broad SME sector

3 Maintaining and strengthening the system of guarantee banks



C. Advancing the Knowledge
Society

38. Building Up Germany as an Innovation
Location

Germany is a central location for research and
development with a high level of knowledge and
skills. German business and industry live on their
technological products and innovative services. The
Federal Government therefore sees an important task
for its economic policy actively to advance the knowl-
edge society and support companies’ efforts to be in-
novative. It is advancing the expansion of the knowl-
edge society particularly in two fields: research and
development and raising the standard of education
in the population.

All this requires a high level of private and public
investment. The Federal Government will contribute
its share with additional investment totalling € 6 bil-
lion by 2009 to ensure that the state and the private
sector are jointly investing at least 3 % of GDP in
research and development by 2010, in keeping with
the Lisbon target (see Diagram 10). To serve that aim
it has combined its innovation policy in a High-Tech
Strategy that transcends ministerial departments.
Participation by the private sector is essential to
ensure and maintain the high market orientation of
research in Germany, without which the leading posi-
tion worldwide in exports could not have been
achieved. The dialogue with the Federal States on
how they could make their contribution to achieving
the 3 % target is being conducted intensively.

37

Mobilising venture capital for innovations

3 Creating attractive framework conditions for venture capital

3 Expanding the funds for new businesses and young technology-based firms (the High-Tech New Businesses
Fund, the ERP Start-Up Fund, ERP/EIF Umbrella Fund) with partners from business
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Source: OECD, Main Science and Technology Indicators, January 2007

14 Financed from other national sources and abroad

Diagram 10: R&D Intensity in 2004 –
R&D Expenditure in Percent of GDP by International Comparison 



The dialogue between research, business and
politics will be further strengthened by the Council
for Innovation and Growth. It supports the Federal
Government with advice to enable the framework
conditions for innovations in Germany to be further
improved.

39. Implementing the High-Tech Strategy
The rapid and marketable implementation of scien-
tific progress into economic performance is in the
centre of the Federal Government’s research and
technology policy. Hence it is aiming to conduct a
coherent and integrated innovation policy with the
High-Tech Strategy. Innovation competence and
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Box 8: A High-Tech Strategy for Germany 

A new approach in innovation policy

3 A stronger role for the Federal Government’s innovation policy

3 For the first time all the measures and framework conditions relevant to innovation will be combined in
one coherent strategy that transcends ministerial departments

Cross-section activities for better cooperation between research and industry, and to strengthen
Germany’s international position
The main idea is to set the right incentives for cooperation between research and industry and give new
impetus for the rapid and direct implementation of research results in products, services and processes.
This will be served i.a. by the following (see Table Serial Nos. 62-64):

3 Promoting cooperation and network projects (clusters) and introducing a research premium for
universities and research establishments

3 Expanding the promotion of new high-tech businesses and innovative small and midsize companies
(see Box 7)  

3 Further developing norms and standards, the systems of protecting intellectual property and patent
utilisation

3 Making Germany more attractive to international partners as a location for research to obtain investment
in research and highly qualified personnel; increase cooperation with countries engaged in dynamic
research in growth markets

3 Use the German EU presidency in the 1st half of 2007 to make research and innovation policy a major focus
of EU activities

3 Invest in brains

Specific strategies in individual innovation fields

3 Define clear targets and fields of action for 17 promising areas of outstanding national interest (i.a. medi-
cal, defence and energy research)

3 An overall strategy of promotional and regulatory measures with a concrete timetable and initiatives (see
Table Serial Nos. 67-83)

Further development with the Research Union and progress reports 

3 The High-Tech strategy can only be further developed and implemented in cooperation with research and
industry. For this purpose the Research Union of Industry and Science was established, in which experts
from both areas and politics discuss the appropriate form for the High-Tech strategy and work out the
appropriate recommendations.

3 The first assessment of the High-Tech strategy will be made in September 2007; from 2008 the progress
will be documented in the Federal Government Report on Research and Innovation.



excellence are to be further increased and bridges
built from research into future markets in 17 selected
fields and with cross-section measures (see Box 8).
This means not least making the framework condi-
tions innovation-friendly, even in the early phases of
technological development, and making the general
public more open to innovations.

The Federal Government has increased the fund-
ing of the SME-oriented promotional programmes
that can be used for all technology fields overpropor-
tionally by about 10 % a year from 2006 to 2009. Small
and midsize firms become noticeably more innova-
tive if their research and development budget is sub-
sidised. Each euro in promotion mobilises on average
two more euros in private funds; the leverage effect
of promotion through equity capital and loans is even
higher. Innovative SMEs will receive promotion to-
talling around € 3 billion in this legislative period, so
that in the next three years the Federal Government
will stimulate a volume of innovation of more than
€ 10 billion.

Small and midsize companies will also be includ-
ed more than hitherto in the promotion of specific
technology lighthouse projects (e.g. in the air traffic,
transport and energy research fields, see Table Serial
Nos. 87-89). The main focus includes the networking
of science, research and business and strengthening
the growth motors in the new Federal States.

40. iD2010 and the IT Summit - The Main
Focus of ICT Policy
Information and communications technologies (ICT)
are now making a greater contribution to value cre-
ation than the classical “heavy” technology sectors,
automotive construction and mechanical engineer-
ing. With a strategic programme on the information
society (iD2010 – Germany the Information Society
2010) the Federal Government has completed its
innovation strategy for Germany as a location for
business and laid down the main focal points of ICT
policy for the current legislative period (see Box 9).
At the first national IT summit on 18 December 2006
a political signal was set in discussions with business
and research in a 12-point programme (known as the
Potsdam Initiative) to put Germany in the internation-
al lead as an ICT location. The first assessment is to be
made at a second IT summit at the end of this year.

41. Protecting intellectual property 
In the knowledge society the efficient protection of
knowledge capital held by companies in the form of
patents, trademarks, copyrights etc. is one of the
bases of business success. On principle there is public
interest in the widespread use of knowledge, but at
the same time sufficient incentive must be available –
through yields on innovations - to invest in new
knowledge. Hence an appropriate level of protection
of intellectual property must be guaranteed and pro-
duct piracy combatted. While a relatively high stan-
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Box 9: iD2010 – The Information Society in Germany 2010

iD2010 deals with the central questions of the promotion of the information society and the whole range of ICT,
from consultation and promotional measures in education and research to improving the economic and tech-
nical framework conditions (see Table Serial Nos. 84-85)

3 Legislation: The Telecommunications Amendment Act and TC regulation, the Telemedia Act, digital copy-
rights, the EU legislative framework for the information society

3 Promoting technology: Grouping ICT promotion, especially multi-media promotion and ICT research
activities by ministerial departments in the High-Tech strategy and the ICT 2020 research programme
announced for spring 2007 

3 Promoting ICT applications and IT security in business, the state and society: Initiatives to promote
broadband, digitalise the media and strengthen e-business in SMEs; a new e-Government strategy 2.0 to
provide nationwide electronic administration services and improve communication between business
and the administration; introduction of the electronic identity card and electronic patient card; increase
IT security.



dard of protection has been achieved in Germany and
Europe there are still serious shortcomings in the pro-
tection of intellectual property rights in the advanc-
ing newly industrialised countries. That is evident for
example in the massive rise in international trade in
forged trademarked products in recent years. 

The Federal Government will therefore continue
to combat infringements of intellectual property. The
main emphasis will be on partnership and coopera-
tion with the source or transit countries for pirated
goods, e.g. through cooperation with customs or
patent authorities, and political dialogue, which is
already intense, with China, among other countries.
The private sector is to be incorporated as closely as
possible in these activities (see Table Serial No. 63). In
addition, the Federal Government will utilise the
opportunity to start a dialogue between the G8 and
the major newly industrialised countries on subjects
like protecting intellectual property and reliable
framework conditions for worldwide investment.
The aim is to reach new agreements.

42. Strengthening the universities
Expanding the knowledge society also and above all
requires broad participation by the general public.
The aim is as high a level of education as possible.
Especially the need of the German labour market for
university graduates will grow further in future. The
Federal States are responsible for education policy.
The Federal Government supports their activities par-
ticularly in the university sector. More autonomy,
independent organisation, cooperation and competi-
tion are the key elements in research policy. Uni-
versities and research establishments should be able
to profile themselves more strongly as top research
centres in the international environment. The Ger-
man universities are facing great challenges. Firstly,
university education must be modernised as part of
the Bologna Reform programme - to create a uniform
university sector throughout Europe. Secondly, the
number entitled to enter university will rise clearly by
2020. The Federal Government and the Federal States
have therefore agreed on key points for a University
Pact 2020 to secure educational opportunities for the
next academic generation and ensure the efficient
research performance. It will be based on two pillars:
a programme to enable a growing number of young

persons qualified to enter university to receive a high
quality university education, and a general pro-
gramme for successful research projects that can win
German Research Society funding (see Table Serial
No. 91).

43. Excellence Initiative to 2011 – Promoting
Top University Research
Top university research in Germany will be promoted
under the Excellence Initiative, and for this € 1.9 bil-
lion will be made available for universities. 75 % will
be provided by the Federal Government and 25 % by
the Federal States. The Initiative will especially pro-
mote excellence in scientific research in order to posi-
tion German universities better in international com-
petition and increase the chances for the coming gen-
eration of academics. The German Research Society
and the Research Council are also monitoring the
current second competition round.

D. Securing the Bases for
Prosperity in the Long Term

44. The social and environmentally
compatible market economy
To secure the bases of prosperity in the long term and
successfully cope with structural change it is impor-
tant to ensure sustained growth. That means har-
monising a high level of growth to promote employ-
ment with protection of the environment, a careful
and economical handling of resources and a policy
that will guarantee viable social security. Maintaining
the life expectancy of present and future generations
is the core of the Federal Government’s sustainability
strategy.

45. Efficient health care
Reform of the health system will come into force in
stages from 1 April 2007. It will make the statutory
health insurance system more economical by increas-
ing transparency and intensifying competition, and it
will reduce bureaucratic expenditure (see Box 10 and
Table Serial No. 94). This will be achieved i. a. by re-
forming the scale of fees for registered medical prac-
titioners, opening the hospitals more for ambulatory
care and allowing the health insurance institutes
clearly more autonomy in drawing up contracts and
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greater scope for merging. The Council of Economic
Experts also sees these as steps in the right direction
(JG Items 307 ff.). When the Health Fund is set up it
will from 2009 collect the contributions and pay-
ments from tax revenue due to the statutory health
insurance institutes and hand these on to the insti-
tutes. This will increase competition between the
institutes, and increase their incentives to be more
economical with their revenue and to make more
innovative offers. It will also create more transparen-
cy in the flows of revenue and expenditure in health
insurance.

The reform will organise health care at lower cost
and give the health insurance institutes the possibili-
ty of offering those insured with them cost-saving
rates. If an institute cannot cover its outlay with the
allocations from the Fund it can charge its members a
supplement, either calculated as a percentage or a
standard rate. The supplementary charge will be lim-
ited to 1 % of the income on which contributions must
be paid. If institutes earn surpluses they can pay these

out to their members. The scope for personal choice
and changes in private health insurance will be
extended by the creation of a base rate for private
health insurance and allowing most of the provisions
for ageing in the population to be transferable in this
tariff range. That has started a further development
to an alternative form of financing that is better than
the status quo, as it allows greater comparability
between health insurance institutes and insurance
policies and more autonomy for the benefit of the
insured and patients. The Council of Economic Ex-
perts has put forward far-reaching ideas on this (JG
Items 280 ff. and 315 ff.). The Federal Government has
taken due note of these and points out that clear steps
towards greater efficiency have already been taken.

46. Reform of care insurance
In view of the financial situation in statutory care in-
surance the Council of Economic Experts insists that
reform is urgently needed in this branch of the social
security system as well (JG Item 359). The Federal
Government agrees. Care insurance is a great help
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Box 10: Key Elements in Health Reform 

3 The Health Fund is to increase competition between the health insurance institutes and make the financ-
ing of the system more transparent. The contribution rate will be uniform in future and determined by the
Federal Government. The health insurance institutes will receive from the Fund a uniform amount per per-
son insured and supplements to compensate for differences in age, sex and mortality structures. All the
institutes must initially meet 100 % of their expenditure, and later at least 95 %, out of the money received
from the Fund. If they cannot cover their expenditure with this allocation they must improve their cost
management or obtain the additional funds they need by charging their members a supplement, the level
of which will be limited.

3 As the statutory health insurance institutes perform an essential task for society as a whole a share of their
financing will be contributed from the Federal budget. This is intended to put the financing on to a more
viable basis that will promote employment. 

3 The health system is also to be made more efficient and transparent with optional rates, greater freedom to
draw up contracts for the institutes, a new system of doctors’ fees, cost-benefit analyses for new drugs, bet-
ter integration of ambulatory and hospital care and tighter association structures.

3 The private health insurance institutes must in future offer a base rate with benefits comparable with those
of the statutory institutes. They will be legally obliged to offer the base rate to any applicant without risk
premiums or the exclusion of any benefits. Provisions for ageing will be largely transferable on this rate, so
extending the range of choice and possibilities for changing for the persons insured.

3 New regulations in private and statutory health insurance will give persons who have no health insurance
access to the system (private or statutory) in which they were last insured or to which they belong in the
system. The introduction of an obligation to accept applicants, in private health insurance as well, is also
intended to ensure that in future no-one is without insurance cover when they fall ill.



and support for those needing care and their carers.
In scarcely any other branch of social security are the
consequences of the demographic development as
serious as here.

To ensure that persons needing care can receive
the services they need at a price they can afford in
future, too, the Federal Government will tackle the
revision of care insurance as its next reform project
(see Table Serial No. 96). In view of the demographic
development, and taking into account the form of
care which most people needing care prefer, the com-
ing reforms will be directed to supporting and pro-
moting domestic care structures on the principle of
ambulatory before inpatient care. At the same time
the reform will aim to secure the financial bases at
long term. The load is to be distributed fairly within
society and between the generations.

47. Confidence in provision for old age
The aim of the Federal Government’s policy on the
statutory pensions insurance system is a fair balance
between the generations. Provision for old age entails

long-term decisions and it directly affects people’s
plans for their lives. Hence the statutory pensions
insurance system needs special reform measures to
restore the confidence of all that the system will func-
tion in the long term. The signals were set to stabilise
the financing of the statutory pensions insurance sys-
tem with the reforms already carried out in recent
years. At the same time comprehensive state promo-
tion of supplementary private and occupational pen-
sion provision was introduced. The targets for the
statutory contribution rates and the level of pensions
to be secured are the guideline for all further deci-
sions in this legislative period. That means on the one
side that the contribution rate is not to exceed 20 %
by 2020 and 22 % by 2030. On the other hand it also
means that the level of pensions (level secured before
tax) is not to be below 46 % up to 2020 and 43 % up to
2030; the aim is to maintain a level of 46 % beyond
2020 as well.

48. Raising the standard retirement age
In connection with an overall strategy to improve the
employment situation for older people (for more
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Diagram 11: Long-Term Projection of the Population and Potential Labour Force
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detail see Chapter E) the Federal Government will
raise the standard statutory retirement threshold to
67 in stages between 2012 and 2029 (see Table Serial
No. 93). This measure will help to secure the financial
basis and the efficiency of the statutory pensions
insurance system in the long term in a balanced rela-
tion between the generations. The sustainability fac-
tor in the pensions adjustment formula takes due
account of the development in the arithmetical rela-
tion between pensioners and those in employment
and paying obligatory contributions when pensions
are being adjusted. Postponing the statutory retire-
ment age will also help to damp down the rise in con-
tribution rates, which is being caused by the demo-
graphic development (see Diagram 11). The measure
will be transferred to the legislation on pensions for
officials with the same effect.

If the desired long-term targets for contribution
rates are to be met it is also necessary to realise the

cutbacks in the adjustment of pensions that have not
been made since 2005 at a later date. Hence from 2011
increases in pensions will be halved until the need for
compensation is met. 

49. The longest stretch of the reform route
in the statutory pensions insurance traversed

In the view of the Council of Economic Experts
the Federal Government’s policy has introduced the
measures needed to secure the statutory pensions
insurance system against the problems on the expen-
diture side resulting from the demographic develop-
ment (see Diagram 12). “There are still things to be
done in this branch of the social security system, but
the longest stretch of the reform route has already
been traversed” (JG Items 26, 275 and 318). The Fede-
ral Government sees this as confirming the reliability
and sustainability of its pensions policy.
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Diagram 12: The Age Structure of the Population
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Owing to the effect of the growing number of
occasional (one-euro) jobs in dampening the gross
wages and salaries bill per person employed the
Council of Economic Experts recommends accepting
a proposal made by the European Commission in
2003 to maintain sustainability of social security
financing. It proposed no longer orienting pensions
adjustment to the gross wages and salaries bill but
only to the per capita remuneration on which statuto-
ry contributions are paid (JG Item 334). This is to over-
look that the Federal Government has already taken
up the basic idea in the European Commission’s pro-
posal. Wages on which statutory contributions are
paid have been included in the calculation of the
wage development relevant for pensions adjustment
since 2006.

In addition, the Council of Economic Experts
regards the self-employed on low incomes as in need
of protection, and feels that obligatory insurance for
this group should be discussed. The Federal Govern-
ment will examine in how far there is need for action
in future towards extending the group of persons for
whom pensions insurance is obligatory.

50. Expanding the child care infrastructure
To cope with the demographic development a family-
friendly policy is also needed. Children are the future.
A policy for families must make it easier to combine a
family and a job. That is a main focus of the Federal
Government’s policy (see Table Serial Nos. 114-120). A
good infrastructure of full-day schools and child care
facilities makes it easier to combine a family and a job
and ensures that all children receive educational care
at an early age. Good education for all starts with
good child care.

51. A parents allowance introduced
As well as a better infrastructure families also need
financial support, like the possibility introduced in
2006 to offset more child care costs from tax and the
introduction of a parents allowance this year. The
parents allowance marks a change in the paradigm in
family policy. Independent of need it gives young par-
ents relief for up to 14 months. Relating the parents
allowance to the previous income is also an incentive
to change the traditional division of tasks between

men and women. More women in employment can
help to reduce the shortage of skilled personnel,
which is foreseeable as a consequence of the demo-
graphic development.

52. Drawing up an integration plan
The immigration of skilled labour from abroad can
also help to ease the shortage of skilled workers in
certain areas and reduce the decline in the number in
employment due to demographic causes. Immigrant
highly qualified personnel can stimulate economic
growth. At the same time the wide range of experi-
ence and talents of immigrants already living in Ger-
many need to be specifically encouraged and utilised.
The share of people in the population as a whole with
an immigrant background is growing.   An active
integration policy is essential. It serves both to in-
crease social cohesion and strengthen Germany eco-
nomically, and it will find expression in the first
National Integration Plan, which is being worked out
under the chairmanship of the Federal Government
with the Federal States, the municipalities and social
groups (see Table Serial No. 121). It will be presented in
mid-2007. Integration through commitment to citi-
zenship is also playing a part here. In the view of the
Federal Government the state cannot and should not
cope with all these issues alone. Migrants, too, can
best be integrated through the voluntary commit-
ment of everyone, including the employers and trade
unions and migrants organisations.

53. Securing energy and raw materials 
supplies
Germany’s energy policy ensures a high degree of
security of supply, competitiveness and climate com-
patibility. According to studies by the International
Energy Agency (IEA) the worldwide demand for ener-
gy will rise by more than 50 % by 2030, if governments
do not take action. With Germany’s net dependence
on imports that will create growing price risks.
Moreover, the climate policy challenges will grow.
This will require a policy that will lead to clearly lower
energy consumption and so clearly lower CO2 emis-
sions.
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In view of the rising demand for raw materials
worldwide, the Federal Government is relying on a
balanced and diversified energy mix, which also
includes coal and a growing share of renewable ener-
gies. It is also relying on increasing energy and mate-
rial efficiency. Unlike many other industrial states
Germany’s energy consumption has been stable for
years (see Diagram 13).

Energy consumption and economic growth are
largely decoupled in our country (see Diagram 14).
The Federal Government is aiming for further im-
provement of energy efficiency in future, too, both on
the demand side and in energy production and con-
version. Efficient use of resources and opening up
new markets will also make an important contribu-
tion to maintaining the competitiveness of German
industry in innovative energy technologies.

The Federal Government will present an overall
energy policy concept in the second half of 2007, with
an outlook to 2020. Securing supplies, acceptable
energy costs and effective climate protection are to
be integrated (see Box 11 and Table Serial No. 108). The
national energy summits provide an important base.
The last will be held in the first half of 2007. The
Federal Government is also in dialogue with German
industry on raw materials supplies. A national raw
materials summit in spring 2007 is to identify and
coordinate possible measures for industry and flank-
ing policy measures. Finally, energy and raw ma-
terials policy will also be central elements in the
German G8 and EU presidencies. During its G8 presi-
dency the Federal Government will urge observance
of the World Trade Organisation guidelines on raw
materials. The G8 should set a signal with tangible
measures to improve energy efficiency and increas-
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Diagram 13: The Development in Primary Energy Consumption in Germany since 199019
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ingly include the developing and newly industri-
alised countries.

54. Increasing the share of renewable
energies
In future renewable energies are to account for a big-
ger share of the energy mix. Their share in total pri-
mary energy consumption is to be increased to at
least 10 % by 2020 (2005: 4.6 %) and rise continuously

thereafter in keeping with the National Sustainability
Strategy. To enable the targets set for the individual
sectors of renewable energy to be reached these ener-
gy sources are promoted through various measures
(see Table Serial Nos. 104-107) - in the electricity sector
especially through the Renewable Energies Law, in
the fuels sector largely through the regulations on
ratios in force since the start of this year and in the
heating sector through the market incentives pro-
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Diagram 14: Decoupling Economic Growth and Energy Consumption in Germany 
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Box 11: Energy Summits

The need of consumers and industry for secure and environmentally compatible energy supplies at com-
petitive prices was the theme of the two energy summits which were held in 2006 in the Federal Chancellor’s
Office. 

Representatives from politics, industry and the associations met to discuss the future of energy supplies. The
electricity industry has promised investment in new power stations and transmission totalling around € 30
billion by 2012, and the renewable energies representatives have announced expenditure of up to € 40 billion
for new plants.

The third and last energy summit in the first half of 2007 will discuss various energy policy scenarios up to
2020, and this will help in the preparation of an overall national energy policy concept that is to be presented
in the second half of 2007.  Energy mix, competition and energy prices as well as energy technologies will be
the main subjects, as investment in the energy sector is long term.



grammes, which is to be continued under the Coali-
tion Agreement and supplemented by more instru-
ments, like a regenerative thermal utilisation law.
This has led to the development of new branches of
industry and to a considerable extent to securing and
creating new jobs in this sector and its suppliers. The
Renewable Energies Law has in principle proved valu-
able and the Federal Government will continue the
basic structure, that is, as a system of payments for
input. The report on experience with this legislation,
which is to be presented before the end of 2007, will
among other issues assess the economic efficiency of
the individual feed-in-tariffs. If necessary the results
of the assessment will be implemented in an amend-
ment to the law (see Table Serial No. 104, 3). The first
amendment to the law, which came into force on
1 December 2006, relieved electricity-intensive com-
panies and rail transport from even more of the costs
of electricity from renewable sources. At the same
time better regulations on transparency will ensure
that energy consumers are in future only charged
with the actual costs of the feed-in of renewable ener-
gies (see Table Serial No. 104, 1). 

55. Setting targets for saving energy 
Energy saving noticeably reduces the cost to con-
sumers, lessens the dependency on suppliers of oil
and gas and helps to protect the climate. The Euro-
pean Commission estimates that energy costs in the
EU can be lowered by more than € 100 billion by 2020
(potential for saving throughout EU is 20 %). To exploit
that savings potential the European Commission has
presented an action plan on energy efficiency. The
Federal Government will present a national action
plan by 30 June 2007 that will take up the parts of the
European Commission’s action plan that are appro-
priate for Germany and augment the contents. It is
the Federal Government’s aim to double energy pro-
ductivity on national level by 2020 from the 1990
level. In 2020 only half the 1990 energy input is to be
needed for the same economic performance as in
1990. The Federal Government regards reducing
stand-by consumption by electrical and electronic
products as an important focal point.

56. Energy efficiency in buildings
A major part of energy consumption in the highly
developed industrial countries occurs in buildings.
Hence the Federal Government has increased the
funding for the programme to reduce energy con-
sumption in buildings and augmented the contents.
Altogether € 5.6 billion will be made available for this
in promotional funds by 2009 (Table Serial No. 99). It
is also the aim of this programme to make people
more aware of how much energy the individual con-
sumes and how much more efficiently energy can be
used. More incentives will be set with the future ener-
gy certificate for the sale and renting of buildings,
which will be introduced and made compulsory on
1 January 2008 (see Table Serial No. 100).

57. Advancing climate protection
The EU has a leading role to play in combatting cli-
mate change. It is a major concern of the Federal
Government to advance the international negotia-
tions on a climate protection regime for the time
after 2010. The international climate protection
regime for the period after 2012 should be such that
the rise in global temperatures is limited to two
degrees Celsius from the pre-industrial level. The
Federal Government will urge the EU to develop a
comprehensive negotiating package with proposals
on emissions reduction targets and options to incor-
porate more major emitters of greenhouse gases.
The EU should undertake to reduce its emissions of
greenhouse gases by 30 percent by 2020, if other
major emitters in turn also undertake appropriate
obligations. 

Emissions by newly industrialised countries like
China, India, Mexico, Brazil, Korea and South Africa
will increase further in the next few years and
account for an ever greater share of worldwide green-
house gases. An international climate protection
agreement is needed in which all countries commit
to making effective efforts that can be appraised, in
accordance with their various responsibilities and
economic capabilities (see Box 12). The developing
countries must also uncouple their economic growth
from growth in emissions, so that the rise in their
greenhouse gases is lower than expected today. For
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this it is particularly important to increase energy
efficiency and the share of renewable energies as
well as the use of technologies low in CO2 further.
Germany will propose a plan of action on energy effi-
ciency to the G8. The German G8 presidency is also a
chance to give the UN climate process the necessary
political impetus.

An important objective for European and inter-
national climate protection policy is also to develop
the global CO2 market further, the core of which is

currently the European emissions trading system
combined with the Kyoto project mechanisms (joint
implementation and the clean development mecha-
nism). The Federal Government has made the alloca-
tion rules more transparent in its national allocation
plan 2008-2012 and increased the incentives to invest
in environmentally friendly and efficient technol-
ogies. On European level consistent further develop-
ment of the instrument is the aim, with the objective
of making emissions trading more economically and
ecologically efficient. During its presidency of the EU
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Box 12: The Climate Balance Sheet

The industrial countries have undertaken in the Kyoto Protocol to reduce their emissions of the six most im-
portant greenhouse gases by altogether 5 % from the 1990 level between 2008 and 2012. 

3 Germany’s Kyoto reduction obligation is 21 %. From 1990 to 2005 German greenhouse gas emissions fell by
more than 18 %.

3 The Kyoto industrial countries - except the United States and Australia - are now responsible for 31 % of
worldwide CO2 emissions; in 1990 they accounted for 44 %.

3 The EU 25’s share fell during the same period from 19.3 % to 15 %. Germany’s share is now only 3.2 %.
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Council the Federal Government will start negotia-
tions on the European Commission’s draft directive to
include air traffic. It also supports the objective of
linking European emissions trading with other coun-
tries and regions.

E. Activating Employment
Potentials

58. Raising the level of employment
In view of the Lisbon target of 70 % of the potential
labour force in employment Germany, with a per-
centage of 65 %, still has potential for growth un-
utilised (see Diagram 15). The Federal Government
will therefore continue on the path of labour market
reforms already started to enable more employment
and more growth.

Lower subsidiary wage costs make labour more
competitive. In particular, they help the low skilled to
find a job. Hence it is an important aim of the Federal
Government to bring the social insurance contribu-
tion rates, of which the employers and employees
each pay half, down permanently below 40 % of the
gross wage or salary on which they are paid (see
Diagram 16 and Table Serial No. 128). That will bring
the employer’s share down below 20 %. It can already
be achieved this year. The reduction in the unemploy-
ment insurance rate from 6.5 % to 4.2 % will help.
Despite the increase in the contribution rates to the
statutory pensions insurance from 19.5 % to 19.9 % and
in the average general health insurance rate from
13.3 % to an expected 13.9 %, there will be an overall
reduction in contribution rates of 1.3 percentage
points net. (Payments to some health insurance insti-
tutes include premiums to pay off old debts; this will
only have an effect on contribution rates once, ceas-
ing when the debts have been redeemed.)

As a result in 2007 the total contribute rate paid
by employers and employees can be 39.7 %, so below
40 %. The Federal Labour Agency will make an essen-
tial contribution here, and that it is in a position to do
so shows yet again that the reforms to redirect the
labour administration are beginning to work. In addi-
tion, the Federal Government will use one percentage
point from the increase in value added tax from 16 %

to 19 % to reduce the contribution rate to unemploy-
ment insurance. The Council of Economic Experts
expressly acknowledges that the Federal Government
is utilising all the scope for reducing contribution
rates that is available (JG Item 364).

The Federal Government’s approach to improv-
ing the conditions for growth and employment is
partly to uncouple social insurance contributions
from wages and increase the financing from tax rev-
enue, in health insurance as well. A higher grant will
be paid from tax revenue to balance expenditure on
non-insured services or tasks performed by the health
insurance institutes for society as a whole.

59. Mobility secures employment
Beside continued economic growth, reforms on the
labour market itself are essential to increase employ-
ment. A flexible labour market will strengthen
dynamic and open up prospects of employment for
the long-term unemployed.

The Council of Economic Experts repeat the pro-
posal they put forward last year, to make redundan-
cies for operational reasons generally permissible
and grant a claim to redundancy payment dependent
on the duration of employment with the firm, in
small firms as well. The alternative they propose is
that the employee should agree with the employer to
renounce his protection against dismissal in return
for a higher wage (JG Items 544 ff.). The Federal
Government rejects these proposals owing to the
greater burden of costs they would involve for firms.
Particularly in small firms with not more than ten
employees, and which are not covered by the law on
protection against dismissal, the additional cost bur-
den would be unacceptable.

In addition, the Federal Government will further
optimise the instruments of active labour market pol-
icy. The first to third laws on modern services on the
labour market have been subject to fundamental
evaluation. The Federal Government will use the
results to develop the instruments of active labour
market policy further this year to promote employ-
ment. This should ensure the efficiency and effective-
ness of the labour market instruments.



Reform of the low wage sector is also a major
field of action. The aim is to improve the employment
prospects of low skilled workers (see Table Serial No.
132). Frequently the low skilled can only earn low
wages as they lack specific vocational qualifications
or general knowledge. The long-term unemployed
are also in many cases classified as low skilled,
although they can prove they have formal qualifica-
tions, as they have lost important skills and knowl-
edge through protracted unemployment. In its spe-
cial report of August 2006, “Reforming Unemploy-
ment Allowance II. A Targeted Combi-Wage Model”
the Council of Economic Experts stated that the
labour market situation for the low skilled and long-
term unemployed, who now account for nearly two
thirds of all the unemployed, has deteriorated con-
tinuously over the years. It is now strikingly unfa-
vourable by international comparison as well (see
Diagram 17). Hence the low wage sector is of special
importance in a strategy to reduce unemployment.

A working group set up by the Federal Govern-
ment is currently developing concepts to bring the
low skilled in particular back into employment. They
are also considering the subjects of minimum wages
and combi-wages, the third labour market and the
scope for mini or midi jobs offering employment for a
few hours a week.

There is much to suggest that especially in the
household-related services sector the potentials for
employment are not yet fully exploited. The Com-
mission on Modern Services on the Labour Market
assumed 3 million persons employed in private
households. By contrast, in October 2006 around
140,000 persons were registered in mini-jobs in pri-
vate households. It is therefore being examined
whether and through which measures legal employ-
ment in private households as a whole can be built
up more than to date.

50 I. Key Elements in Economic Policy in 2007

Diagram 16: Social Insurance Contribution Rates in Percent of Gross Wages and Salaries on
which these Contributions are Paid
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60. Individual responsibility and 
independence
The social market economy relies on people who can
express their views, take their own decisions and are
willing to take responsibility for themselves and oth-
ers within their scope. Freedom and self-determina-
tion release the creative forces in human beings.
Hence the necessary modernisation of the economy
and society involves setting incentives for individual
behaviour on the labour market so that readiness to
perform and take responsibility are rewarded and
consistently encouraged. Labour market policy ser-
vices are therefore being provided on the principle
“Challenge and Support”.

Merging unemployment assistance with social
assistance into one basic benefit for jobseekers (Social
Code II) has given all persons capable of working the
same access to comprehensive support during integra-
tion in the labour market. To improve the performance
of their tasks by the labour associations and the regis-
tered municipal offices and counter undesirable de-

velopments the Federal Government has amended
two acts of legislation with the aim of optimising ben-
efits law, improving the administration and increasing
the integration of the unemployed; it also hopes to
prevent benefits fraud (see Table Serial Nos. 129, 131).

61. Flexicurity: A Major Focus during the EU
Presidency
In 2006 the European Council required the European
Commission to examine, with the member states and
the employers and trade unions, the possibility of
jointly laying down principles on the subject of
“flexicurity”. This will also be a major focus of the
German EU Council presidency. Flexicurity means
approaches that will help to improve transitions, e. g.
from part-time to full-time employment and from
unemployment to a job. However, there is not a uni-
form model that suits every member state in the
European Union, for the institutional, economic and
cultural conditions differ. An evaluation of the
present approaches can help states to explore their
own scope better and learn from each other.
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Diagram 17: Unemployment and Employment Ratios of the Low Skilled and Long-Term
Unemployed by International Comparison (2004) in Percent

24 Share of unemployed/low skilled capable of working in total low skilled labour force (aged 25 to 64); 25 Share of long-term unemployed in total number unemployed; 
26 Share of unemployed in total workforce; 27 Share of employed in total population (aged 15 to 64).

Source: OECD, calculations by the Council of Economic Experts
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62. Training Pact prolonged
It is important for young people to have a chance of
entering an occupation or profession. That gives
them the possibility of making themselves financially
independent, and it is at the same time the best pro-
tection against social exclusion (see Table Serial Nos.
143-150). In its dual vocational training system Ger-
many has one of the best training systems in the
world. That location advantage must be utilised.
Hence the Federal Government will prolong the
National Pact for Training and Skilled Recruits, which
was originally due to expire in 2007, and develop it
further. In 2006 around 580,000 training contracts
and so 4.8 % more than in the previous year, were
signed. Companies have more than fulfilled their
commitments under the pact by offering about
65,000 new training places. Small and midsize firms
have made the biggest contribution. 

The Federal Government shares the view of the
Council of Economic Experts that the situation on the
market for training places requires further efforts
(JG Items 477 ff.). The qualifications of applicants also
need to be improved. Not all applicants meet the
companies’ requirements in times when pressure of
competition is rising. Surveys suggest that companies
see the inadequate qualifications of some school
leavers as a serious obstacle to training them. Eco-
nomic policy cannot solve that problem, it is rather a
task for education and family policy, and labour
market policy.

Young people’s qualification to enter training
needs particular attention and this is a major theme
in the Training Pact. The Federal Government is res-
ponding, e.g. by increasing the supply of full-day
schools, trying out concepts to improve young
people’s occupational orientation, with training pla-
ces outside companies in the new Federal States and
with its special programme to qualify young people
to enter training (see Table Serial Nos. 129 - 150). The
six to twelve months practical experience in a com-
pany as preliminary qualification for training helps
particularly applicants with low prospects of ob-
taining a training place. Most of the companies and
young people say their experience with this additio-
nal offer has been positive. For this reason, and as the
situation on the training market is still difficult, the
Federal Government has decided to prolong the pro-
gramme for a year, and increase the number of places
from 25,000 to 40,000. Around 62 % of the partici-
pants then do manage to move into vocational
training in a company.

In addition, the Federal States have undertaken
to make a clear improvement in general schooling.
The Federal Labour Agency intends to concentrate
more of its measures to increase occupational
orientation and prepare young people for working
life in schools, and companies will increase their close
cooperation with schools in their locality, using
concrete models to improve the ability of young
people to embark on training in a company.
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Box 13: A Policy for More Employment

The Federal Government aims in particular
3 To bring subsidiary wage costs, which are too high, down below 40% permanently, despite the higher costs

to the social insurance systems of the demographic development, 
3 To give the labour force the best possible qualifications through efficient education systems; a good voca-

tional training and continuous further education markedly reduce the risk to jobs,
3 To further reduce regulations that hamper employment, 
3 To introduce an appropriate regulation for the low wage sector that will promote employment, 
3 To integrate more women and older workers (back) into working life, and
3 To further differentiate wage formation. The Federal Government expressly encourages the employers and

trade unions to advance rapidly along the path they have taken and make greater use of profit-sharing
models in order to allow employees to participate in the company’s success



63. Advanced training
Basic and advanced training in a company and in a
vocational school is an essential building block to
maintain and increase companies’ competitiveness
and integrate people returning to the labour market.
Education must not be limited to the first third of life,
in a constantly changing working world, and with an
ageing working population, learning will in future
be a task accompanying people for all their lives. This
requires a change in attitudes, especially in com-
panies. The Federal Government is supporting this
process, e. g. with a competition for companies (see
Table Serial No. 136). Its aim is further development of
follow-up qualifications for employees and advanced
vocational and in-company training (see Table Serial
No. 151). The appropriate wage agreements are
essential for more and better advanced training.

64. Improving the employment chances for
older workers
The impetus to employ more older workers is im-
portant, as this group is particularly strongly affected
by unemployment in Germany – by European com-
parison as well - and employment potentials are not
being fully utilised. The 50plus Initiative will intro-
duce a number of measures to improve the employ-

ment situation for older workers. They will flank the
gradual increase in the statutory retirement thresh-
old to 67 (see Box 14 and Table Serial Nos. 137 - 141).

The Council of Economic Experts supports the
view taken by the Federal Government that this
redirection is important. They expressly point out
that the lower employment ratios of older workers
and their low attendance ratio in advanced training
courses are primarily the result of the massive in-
centive to take early retirement. They warn against
prolonging the length of time unemployment
allowance will be paid, as this would lead to a further
rise in long-term unemployment (JG Items 331 ff.). In
this connection they criticise the intention to allow
persons who have paid at least 45 contribution years
into the statutory pensions insurance to retire at 65
with no loss of benefits. However, the Federal Govern-
ment believes that this regulation has played a de-
cisive part in the acceptance of prolonging working
life to 67.

The Council of Economic Experts also point out
that raising the retirement age to 67 must not be seen
exclusively as a way of ensuring that the statutory
pensions system can always be financed (JG Item 333).
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Box 14: Key Elements of the 50Plus Initiative

3 Advanced training: The Federal Labour Agency will in future reimburse the costs of advanced vocational
training for employees aged at least 45 (formerly 50) in companies employing up to 250 (formerly 100) by
issuing training vouchers.

3 The combi-wage: Workers aged at least 50 who take a lower paid job when they still have a claim to unem-
ployment allowance for at least 120 days will have 50 % of the difference between their old and new net ear-
nings made up in the first year and 30 % in the second. Their contributions to pensions insurance will also
be made up to 90 % of the former level. They will have a legal claim to these benefits.

3 Integration grant: Employers who appoint a person aged at least 50 who was unemployed for the pre-
vious six months, has attended integration measures or can show personal obstacles to placement will
receive a grant for one to three years of 30 % to 50 % of the wage costs, on condition that the worker stays in
the job for at least one year.

3 Short-term employment contracts: The regulation on short-term employment contracts with older wor-
kers will be made to conform with Community law. From the age of 52 workers may be appointed for up to
five years without any material reason for terminating the employment, if they were without employment
for at least four months previously, if they were receiving a transfer short-time allowance or had attended a
state-promoted employment measure.



Another reason for raising the retirement age is to
counter the expected fall in the number of qualified
personnel due to demographic causes. The Federal
Government certainly agrees. 

It still remains a task for the employers and trade
unions to develop the framework conditions in wage
and plant agreements to make a longer working life
advantageous to both companies and workers. In dis-
cussions with business associations and the trade
unions the Federal Government will point out the
necessity of training and qualification, in view of the
foreseeable shortage of skilled labour as well. 

65. Differentiation in wage policy
The Federal Government, like the Council of Economic
Experts, believes that it is not solely a task for federal
policy to achieve higher economic growth and
sustained reduction in unemployment (JG Item 490).
It is also a task for the employers and trade unions.
The will to joint action is an essential condition for
success in employment policy. Germany owes the
employers and trade unions much. They played a
huge part in the economic recovery after the Second
World War; the social peace in Germany is to a great
extent their achievement, too. A wage policy that
bears responsibility to the economy as a whole and
will promote employment remains essential for

further success with economic and employment
policy. The Federal Government supports autonomy
in wage bargaining. It expressly encourages the par-
ties to these negotiations to continue on the path now
taken, of securing employment through alliances
within plants.

The rise in collectively agreed wages has been
moderate in recent years, and working times have
been lengthened in some cases. Both have helped to
change the situation on the labour market. If this is to
be sustained the concerns of the unemployed must be
taken into account in times of economic upswing as
well with differentiated wage agreements, and the
scope for distribution must be observed.

Successful companies should be able to pay
higher wages in individual plants if they have the
means. In the past the employers and trade unions
have developed successful models for this. Profit-
sharing as a flexible supplement to agreed wage
levels is particularly suitable for many companies in
the SME sector, where direct shareholding is hardly
possible. However, to enable flexible agreements to
be made, adjusted to the specific situation in a com-
pany, more attention should be given to the greater
use of models that enable employees to participate in
the company’s success with equity capital. 
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66. Framework conditions for foreign trade
remain robust
The development in the world economy was clearly
upward last year, but some momentum was lost dur-
ing the year. A tighter monetary policy in major cur-
rency zones, and the strong rise in energy and raw
materials prices in the first half of the year, had a
dampening effect. There was a shift in the dynamic
of growth between the major economic areas. While
the upward drive in the United States and Japan slack-
ened it firmed in Europe. In the newly industrialised
and developing countries, particularly Asia, the
upswing continued robust.

These tendencies will continue this year. In the
United States the cyclical dynamic should slacken,
partly as building activity slows, but the trend will
continue upward as a whole. In western Europe the
economic upswing will continue in 2007. The brisker
domestic demand will broaden the base for growth.
That also applies to the Eurozone. In the central and
eastern European countries, particularly the new EU

member states, the macroeconomic dynamic will
continue at a strong pace. That is mainly due to the
catching-up process and the growing integration
with western European industrial states.

International organisations are expecting slight-
ly weaker but still powerful growth in the world econ-
omy this year, at a real rate of 4 ½ % to 5 % , after 5 % in
2006. World trade should grow at a slightly less dy-
namic rate than last year, around 7 ½ % (around 9 %).
Against that background, and thanks to the con-
tinued increase in the competitiveness of German
suppliers on world markets - both in their range of
products and their regional focus as well as price rela-
tions – major stimulus to growth will again come
from foreign demand this year.

67. After a long pause domestic demand
supports economic growth 
As well as the expansive environment in foreign trade
the revival in the domestic economy is making an
increasingly strong contribution to growth. Above
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all, the brisk investment activity is having a positive
effect on the labour market. The upswing is increas-
ingly self-sustaining. The burden of the fiscal policy
consolidation measures is therefore being well
absorbed. For the year as a whole the Federal Govern-
ment is expecting growth in the gross domestic prod-
uct (GDP) of around 1 ¾ % in real terms, arithmetically
1.7 % (see Diagram 18); after adjustment for calendar
effects that is a rise of 1.8 %.

Current indicators, like industrial production,
show that the cyclical upswing continued to the end
of the year. However, a temporary slowdown in pro-
duction in the economy as a whole is to be expected
at the start of 2007, owing to the increase in the rate
of value added tax. Purchases by private households
brought forward last year and special factors in con-
struction investment that have provided impetus so
far will be lacking.

Investment in equipment should prove to be a
motor of growth this year as well. Construction in-
vestment appears to have moved off the downward
path it has held for many years, while private con-
sumption will benefit from the expansion in employ-
ment and the development in actual earnings.

The situation on the labour market has relaxed
markedly. The strong rise in employment on which
social insurance is paid is causing a noticeable fall in
registered unemployment. That is one of the main
reasons why self-supporting elements are playing a
greater part.

Like any estimate the Federal Government’s
Annual Projection involves uncertainties. These are
mainly in regard to the foreign trade environment.
Should the economy in the United States become
more turbulent following an abrupt downfall in prop-
erty prices additional braking effects could not be
excluded. There is also the risk of a renewed and per-
manent rise in raw materials prices, particularly
crude oil, possibly causing the dynamic in the world
economy to slacken more than expected to date.
There could also be a further tightening of monetary
policy. The global disequilibria that have been evi-
dent for a long time, especially the development in

the deficits in the United States’ budget and current
account, will most likely persist during the projection
period. That could give rise to the risk of a massive
movement of capital, with the corresponding ex-
change rate adjustments.

However, there are also chances of a more
favourable development than this. The oil price has
now moved clearly away again from its peaks last
year. A further fall in oil prices would dampen the
upward movement in prices and correspondingly
increase the purchasing power of private households.
The cost burden on companies would fall. The devel-
opment in the world economy could also prove more
favourable than assumed. Moreover, the cyclical
dynamic was so strong last year that the creation of
new jobs and the additional incomes have set an up-
swing in motion that is increasingly self-sustaining.

68. Assumptions  
The Annual Projection is based on the following
assumptions:
3 Growth in the world economy will expand at a
slightly lower rate than last year, at 4 ½ % to 5 % price
adjusted, as will world trade, expected to grow at
around 7 ½ % in 2007. 

3 Technical assumptions on the oil price, exchange
rates and interest rates are usually based on the aver-
age of the last few weeks before the prognosis. So this
projection is based on an average price of around US
$ 60 per barrel for Brent crude last year, a rate for the
euro of about US $ 1.30 and the European Central
Bank’s key rate of 3.5 %.

3 The development in wages in the economy as a
whole is still below the growth in macroeconomic
productivity in real terms. Unit wage costs are expect-
ed to fall again at – ¼ %.
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Table 2: Key Data on the Macroeconomic Development in the Federal Republic of Germany28

Annual
projection

2005 2006 2007
Year-on-year change in % 

Creation of the gross domestic product (GDP) 
GDP in real terms 0.9 2.5 1.7
Persons employed (in Germany)  – 0.1 0.7 0.8
GDP per person employed 1.0 1.8 0.9
GDP per hour worked 1.3 1.9 0.9

Unemployment rate in % (According to national accounts) 29 9.1 8.1 7.3
Unemployment rate in % (Federal Labour Agency definition) 29 11.7 10.8 9.6 

Use of GDP in current prices
Consumption expenditures

Private households and private non-profit organisations  1.4 2.0 2.2
Government 1.1 1.5 1.5

Gross fixed capital formation 0.7 6.0 5.4
Changes in stocks etc. (€ bill.) – 2.6 4.9 5.8
Domestic demand 1.4 3.0 2.7

Foreign trade and payments (€ bill.) 116.0 114.1 127.4
(in % of GDP) 5.2 5.0 5.4

Gross domestic product (nominal) 1.5 2.8 3.2 
Use of GDP, in real terms
Consumption expenditures

Private households and private non-profit organisations 0.1 0.6 0.3 
Government 0.6 1.7 0.5

Gross fixed capital formation 0.8 5.3 3.3
Machinery and equipment 6.1 7.3 5.0
Construction – 3.6 3.6 1.6
Other plant and equipment 4.7 5.9 6.0

Changes in stocks etc. (contribution to growth in GDP) 30 0.2 0.1 0.0
Domestic demand 0.5 1.8 0.9 
Exports 6.9 12.4 7.9
Imports 6.5 12.1 6.8

Foreign trade and payments (contribution to growth in GDP) 30 0.4 0.7 0.8
Gross domestic product (real) 0.9 2.5 1.7 
Price trend (2000 = 100)
Private consumption expenditures 31 1.3 1.4 1.9
Domestic demand 0.9 1.2 1.7
Gross domestic product 32 0.6 0.3 1.4 
Distribution of the gross national income 
(nationals concept)
Wages and salaries – 0.7 1.3 1.4 
Entrepreneurial and property income 6.2 6.9 5.0
National income 1.5 3.1 2.6
Gross national income 1.8 2.9 3.2
Memo item (national concept)
Persons employed – 0.6 0.7 0.7
Gross wages and salaries  Total – 0.3 1.4 1.9

Per person employed                         0.3 0.7 1.2
Private households’ disposable income 1.7 1.7 2.1
Savings rate in % 33 10.6 10.5 10.4

28 Up to 2006 preliminary results by the Federal Statistical Office, as per 11 January 2007; 29 In relation to all persons employed; 30 Contribution to growth rate in GDP;
31 Consumer price index year-on-year change: 2004 1.6 %, 2005 2.0 %, 2006 1.7 % 2007 2.3 %; 32 Unit wage costs per person employed year-on-year change: 2004 0.4 %, 2005 
– 1.1 %, 2006 – 1.1 %, 2007 – 0.3 %; 33 Savings in % of private households disposable incomes including claims on occupational pension schemes



69. Exporters gain further market shares
Germany exports mainly to regions that are still
enjoying an upswing, like the member states of the
European Union and China and the oil-exporting
countries (see Diagram 19). Moreover, the product
structure of German exports consists mainly of high
value investment goods, for which there is particular-
ly strong demand in upswing phases and in regions in
the catching-up process. Moreover, the price com-
petitiveness of German products will improve again,
especially in the Eurozone, as unit wage costs fall fur-
ther. German exports of goods and services are thus
expected to grow again rather more strongly, at
around 7.9 % in real terms, than the growth in sales
markets might suggest.

The continued favourable trend in exports will
cause an increase in imports, which will also be stim-
ulated this year by the continued dynamic in invest-
ment. However, the growth in imports will be less-
ened slightly by the weaker expansion in private con-
sumption and the improvement in the competitive-

ness of German suppliers in Germany as a result of
falling subsidiary wage costs. If the long term elastici-
ty in imports in relation to total demand is taken as
the base, and if the change in price competitiveness is
taken into account, an increase in imports of goods
and services of around 6.8 % in real terms is in
prospect. Arithmetically, this results in a contribution
to growth by net exports (exports minus imports) of
around three quarters of a percentage point.

70. Investment activity remains brisk
The upswing in investment in equipment that has
lasted for three years (see Diagram 20) will continue
this year. Financing conditions have deteriorated,
partly following the increases in the key rate last year,
but thanks to their extraordinarily good earnings sit-
uation companies have extensive funds to finance
their investment. Further expansion is also likely as
sales prospects are still favourable, capacity utilisa-
tion grew strongly last year and investment incen-
tives in taxation are still in force from the improve-
ment in depreciation conditions available until 2007.
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Diagram 19: Percentage of German Goods Exports by Regions in 2000 and 2005
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Altogether investment in equipment should increase
by 5.0 %.

Investment in building grew strongly last year,
but this year the prospect is probably slightly less
bright. Housing construction profited in 2006 from
temporary special effects like the abolition of the
home ownership grant and expenditure brought for-
ward to avoid the increase in the rate of value added
tax at the start of 2007. Without these special factors
private investment in housing construction may be
expected to fall slightly. Positive effects on construc-
tion for extensions and conversion are still to be
expected from the CO2 Buildings Rehabilitation
Programme. On average for the year a fall in housing
construction investment of 0.4 % in real terms is
therefore likely. Commercial building, on the other
hand, may be expected to develop more favourably.
The rise in investment in equipment, which is increas-
ingly due to capacity extensions, should stimulate
commercial building. Altogether private commercial
building should rise by 6 ½ % in real terms over last

year. Public construction investment should rise
again, although it will fall slightly in real terms. In-
creased investment activity in the public sector had
already developed during last year, due to the better
financial position of the municipalities, which, as the
biggest public customers for building work, were
able to profit from the powerful growth in corporate
earnings through higher trading tax revenue.

Altogether therefore after the powerful rise last
year there will be a slight growth in construction
investment of 1.6 % in real terms on average for 2007.
All in all we expect a rise of 3.3 % in gross fixed capital
formation; the Council of Economic Experts expects a
slightly better development.

71. Private consumption in the wake of
favourable labour market prospects
Private consumption revived in the course of 2006
after years of a weak trend. The main contributory
factors were rising employment and the resumption
of slight growth in incomes. Special factors, like the
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World Cup Football Championship and purchases
brought forward to avoid the rise in the standard rate
of value added tax, further fuelled private consump-
tion, which rose by 0.6 % in real terms in 2006. A lower
increase is to be expected for the current year.
Purchases, particularly of durable consumer goods,
will no longer be brought forward this year, and the
stronger rise in prices owing to the increase in the
rate of value added tax will probably also hold back
private consumption at the start of the year. But there
will be a rise in net incomes resulting from the net
reduction in subsidiary wage costs. That will partly
compensate for the reduction in the scope for con-
sumption following the rise in the value added tax
rate. The Federal Government is expecting an
increase in private consumption of 0.3 % in real terms.
This projection hardly differs from that of the Council
of Economic Experts.

The main determinants of private consumption
are disposable incomes, which consist of private
households wages, transfer incomes and entrepre-
neurial and property income. The gross wages and
salaries bill will rise by 1.9 %. That is assuming that the
trend in actual earnings per person employed will
rise by 1.2 % and employment by 0.7 %. The sum of net
wages and salaries will expand this year much more
strongly than before, at a good 2 ½ %, as social insur-
ance contribution rates will be lower. Contribution
rates to pensions insurance and statutory health
insurance will rise by about one percentage point
together, but the reduction of the contribution rate to
unemployment insurance by 2.3 percentage points
more than compensates for this. Employers and
employees will each benefit from half of the total
reduction, so that net wages and salaries per person
employed will rise by around 2 %.

Monetary social benefits paid by the state
account for just under one third of disposable
incomes. Altogether they will fall by 0.7 %. This is first-
ly because of the planned reduction in expenditure
on Unemployment Benefit II as a result of better
administration and control, and secondly because
unemployment will fall further during the year so
that transfer payments will be less. Entrepreneurial
and property income to private households should

increase again markedly this year, in the view of both
the Federal Government and the Council of Economic
Experts, so that the considerable expansion of past
years will continue. These developments will result in
growth in disposable incomes of 2.1 %, which private
households can use for consumption or saving.

It is to be expected that private households will
respond to the increase in the standard rate of value
added tax by reducing their savings ratio in order to
maintain their level of consumption. In the first quar-
ter additional payments for subsidiary housing costs
will be due owing to the strong rise in energy prices.
That will leave less income for consumption. Alto-
gether this will result in a rise in private consumption
of 2.2 % in current prices. With the price trend taken
into account (see below) this will result in growth in
private consumption of real 0.3 %, which roughly cor-
responds to the growth in real disposable incomes.
So again private consumption will have a slightly
positive effect in stimulating economic growth in
Germany, if less than in 2006.

72. Public consumption
A moderate growth rate in public consumption is
also to be expected this year, with a nominal rise of
around 1 ½ % over the previous year. The growth in
social non-cash benefits will be approximately the
same as last year at around 2 ½ %. A clear rise in public
prepayments from the previous year is to be expect-
ed. Wages and salaries paid in the public sector will
fall again this year, as no contractual increases in
expenditure on wages and salaries are due while
numerical and structural changes will have a reduc-
ing effect (–½ %).

73. Temporary rise in prices from the increase
in the value added tax rate
The rise in the consumer price level slackened notice-
ably after the middle of 2006. Falling prices for crude
oil and other raw materials clearly held back the rise
in prices on consumer level and in September 2006
the rise in the consumer price index over the previous
year was the lowest for more than 1 ½ years at 1.0 %.
About 53 % of private consumer spending will be
affected by the increase in the rate of value added tax,
but the reduction in social insurance contribution



rates of around 1 ½ % on balance at the start of the
year will counter this, as will the further fall in unit
wage costs. All in all, the rise in consumer prices at
the start of the year will be stronger and then weaken
again in the further course of the year. On average for
2007 the consumer price index should rise by 2.3 %.
A weaker rise of 1.9 % is to be expected in the private
consumption deflator, as current consumer habits
play a larger part here. Altogether the price climate
will remain calm.

74. Good progress in reducing unemployment
and building up employment
The positive cyclical development has reached the
labour market, making the starting position for 2007
better than in previous years. After nearly five years of
decline in the number in work the turnaround came
last year. The upswing on the labour market is being
supported by a powerful increase in employment on
which social insurance contributions have to be paid
and this positive development will continue this year.
The Federal Government assumes that the number in

employment will grow by 300,000 and so be clearly
above 39.3 million on average for the year (see
Diagram 23). The increase in the number employed
will be concentrated mainly in jobs carrying statutory
social insurance.

The trend in unemployment mirrors the develop-
ment in employment. The number registered unem-
ployed fell strongly last year and for 2007 the Federal
Government is expecting a further fall by about
480,000 to around 4 million on average for the year.
Partly due to the more favourable starting position
in January 2007 the Federal Government’s projection
for registered unemployment is lower than that given
by the Council of Economic Experts in November
(JG Item 137).

The unemployment rate as defined by the Federal
Labour Agency had already fallen by 0.9 percentage
points in 2006 to 10.8%. For this year the Federal Gov-
ernment is expecting a further fall of 1.2 percentage
points to 9.6 %. The internationally comparable figure
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for jobless using the International Labour Organi-
sation standard should fall to around 3.1 million per-
sons, bringing the unemployment rate down by 0.8
percentage points to 7.3 %.

75. Income distribution: favourable earnings
prospects
After powerful growth in the national income last
year the growth rate is expected to be slightly less
this year. The national income consists of wages and
salaries and entrepreneurial and property income.
As a result of the moderate wage trend and the reduc-
tion in employment the share of entrepreneurial and
property income in the national income rose consid-
erably (see Diagram 21).  This trend should continue
this year, if at a rather lower rate. The renewed im-
provement in companies’ earnings situation will fur-
ther strengthen the conditions for financing corpo-
rate investment. That is important in sustaining a
high level of investment dynamic. Above all owing to
the positive development in employment wages and
salaries will increase rather more strongly, at 1.4 %,
than in recent years – and that is another important
condition for a self-sustaining upswing.

76. Public budgets: Structural consolidation
measures improve the viability of public budgets
The overall public deficit can be reduced further in
the current year to around 1 ½ % of nominal GDP, due
to the implementation of an extensive consolidation
package. The reduction in the deficit is entirely for
structural reasons, and the consolidation measures
are an important step towards this. They will put pub-
lic finances permanently on to a more viable basis. As
in previous years the decisive impetus in consolida-
tion will be on the expenditure side. The ratio of pub-
lic spending will be reduced again from just under
46 % to around 45 %. Public revenue will remain on
the previous year’s level at 43 %, of GDP, despite rising
tax revenue. This is because the rise in the tax ratio is
largely counterbalanced by the fall in the social con-
tributions ratio. Hence the expenditure ratio remains
constant from the previous year at around 40 %.
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Box 15: Review of the 2006 Annual Projection and the Actual Development 

In the Annual Economic Report for 2006 the Federal Government assumed a cyclical recovery with growth in
real GDP of 1 ½ %, arithmetically 1.4 %. That was on the lower edge of the prognosis range at the time of 1.4 % to
1.7 %. It was assumed in the Annual Projection that the domestic economy would stimulate growth more than
before.

According to the first preliminary figures from the Federal Statistical Office the gross domestic product
grew on average for 2006 by 2.5 %. So the Federal Government did rightly judge the direction and the forces of
growth that would support the upswing, but we clearly underestimated the extent of the cyclical recovery.
One reason for this was the data basis available at the turn of 2005 to 2006. But the cyclical dynamic also
proved stronger than initially expected. The contribution to growth from foreign trade was estimated correct-
ly, but domestic demand developed at a much more dynamic rate than expected in the 2006 Annual Pro-
jection. This was already seen as a chance for a more favourable development in the Annual Report 2006, but
the stimulus from the domestic economy, including the measures implemented by the Federal Government,
proved stronger than forecast. The assumption in the Annual Projection was for growth in domestic demand
of ¾ %; in fact 1.8 % was reached. The more powerful recovery was evident in every component of domestic
demand.

Investment in machinery and equipment benefited from the extraordinarily powerful rise in corpo-
rate earnings in preceding years and the accumulated need for replacements and modernisation. The more
favourable sales prospects also necessitated extensions to capacities. Incentives to investment were also pro-
vided by the Federal Government’s programme to stimulate growth, like the improvement in depreciation
conditions allowed until 2007. These incentives proved stronger than expected. The problem child of the 
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German economy, construction investment, also made a notably positive contribution to macroeconomic
growth in 2006, for the first time for more than a decade. Beside the positive development in investment in
machinery and equipment commercial building was stimulated chiefly by special effects, like the abolition of
the home ownership grant, the Buildings Rehabilitation Programme and the effects of bringing forward build-
ing work to avoid the higher standard rate of VAT.

These positive effects stimulated the labour market more than expected. Companies were no longer
increasing their workforce primarily by taking on occasional or part-time workers, mainly more full-time
workers were being appointed. The resultant increase in the volume of labour caused a noticeable increase in
gross wages and salaries, which reached more than twice the estimate in the Annual Projection 2006 at 1.4 %.
As a result of this increase in incomes real private consumption also grew, at 0.6 % much more strongly than
expected a year ago.

The trend in the price level for private consumption corresponded approximately to the 2006 Annual
Projection at 1.4 %, but the GDP deflator rose at a growth rate of 0.3 %, clearly less than assumed. This reflects
the under-utilisation of production capacities in the economy as a whole in Germany, which still persists, and
the resultant lack of scope for passing on prices by companies in Germany. As since 2004, in 2006 as well unit
wage costs considerably held back the domestic price trend, that is, the rise in the GDP deflator, so that the
effects of higher earnings in raising prices were almost completely absorbed in 2006.

The public budgets continued their consolidation in 2006 as well. As a result of the powerful upswing
tax revenue increased strongly, while expenditure grew at only a moderate rate. Measures to reduce the struc-
tural deficit made an active contribution to consolidation. The number employed in the public service, for
example, fell further, and on balance expenditure on labour market policy was cut. The ratio of public expen-
diture (relation of public expenditure to nominal GDP) fell again in 2006 and was just under 46 %. Altogether
the deficit ratio fell from 3.2 % in 2005 to around 2 % and so was below the deficit criterion in the Stability and
Growth Pact.



64 II. The Annual Projection by the Federal Government

36 Up to 2006 preliminary results from the Federal Statistical Office as per 11 January 2007; 37  Related to all persons employed; 38 Contribution to growth rate in GDP;
39 Consumer price index, year-on-year change: 2005 2.0 %, 2006 1.7 %; 40 Unit wage costs, year-on-year change: 2005 -1.1 %, 2006 -1.1 %;  
41 Savings in percent of private households’ disposable incomes incl. occupational pension claims

Annual Actual 
projection development

2006 2006
Year-on-year change in % 

Creation of the gross domestic product (GDP)
GDP in real terms 1.4 2.5
Persons employed (in Germany) 0.0 0.7
GDP per person employed 1.4 1.8
GDP per hour worked 1.6 1.9

Unemployment rate in % (according to national accounts) 37 9.0 8.1
Unemployment rate in % (as defined by the Federal Labour Agency) 37 10.9 10.8

Use of GDP in current prices
Consumption expenditures

Private households and private non-profit organisations 1.7 2.0
Government 1.2 1.5

Gross fixed capital formation 2.5 6.0
Changes in stocks etc. (bill. €) 2.6 4.9
Domestic demand 1.8 3.0

Foreign trade and payments (bill. €) 122.8 114.1
(in % of GDP)  5.4 5.0

Gross domestic product (nominal) 2.2 2.8
Use of GDP in real terms
Consumption

Private households and private non-profit organisations 0.3 0.6
Government 0.3 1.7

Gross fixed capital formation 2.3 5.3
Machinery and equipment 4.8 7.3
Construction 0.5 3.6
Other plant and equipment 2.1 5.9

Changes in stocks etc. (contribution to growth in GDP) 38 0.1 0.1
Domestic demand 0.7 1.8
Exports 6.5 12.4
Imports 5.5 12.1

Foreign trade and payments (contribution to growth in GDP) 38 0.7 0.7
Gross domestic product (real) 1.4 2.5
Price trend (2000 = 100)
Private consumption expenditures 39 1.5 1.4
Domestic demand 1.1 1.2
Gross domestic product 40 0.8 0.3
Distribution of the gross national income
(nationals concept)
Wages and salaries 0.2 1.3
Entrepreneurial and property income 7.2 6.9
National income 2.5 3.1
Gross national income 2.2 2.9
Memo item (nationals concept)
Persons employed – 0.2 0.7
Gross wages and salaries  Total 0.5 1.4

Per person employed                         0.7 0.7
Disposable income of private households 1.6 1.7
Savings rate in % 41 10.5 10.5

Table 3: Comparison of the Annual Projection for 2006 with the Actual Development36
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Annex: 
Federal Government Measures 2006 – 2007

Annex: Federal Government Measures 2006 – 2007

Section Serial Number

A. Putting the State on a Viable Foundation

A.1 Sustainable Public Finances ………  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .1–9

A.2 Efficient Federal Structures  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .10

A.3 Efficient Infrastructure and Attractive Regions  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .11–21

B. Strengthening Competition and Investment Dynamics

B.1 Open Markets and Competition  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .22–29

B.2 Scope for Investment and Entrepreneurship  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .30–56

B.3 Innovative and Efficient Financial Markets  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .57–61

C. Advancing the Knowledge Society

C.1 Top Level Research and Top Level Technology  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .62–89

C.2 Excellent University Education  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .90–91

D. Securing the Bases of Prosperity in the Long Term

D.1 Social Security to Meet the Demographic Challenge  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .92–96

D.2 Secure Supplies of Energy, Raw Materials and Environmental Protection . . . . . . . . . . . . . . . . . . . . . . . . . . . .97–113

D.3 Family-Friendly Living and Working Conditions . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .114–121

D.4 International Stability and Cooperation  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .122–127

E. Activating Employment Potentials

E.1 Rapid Entry and Re-entry into Working Life  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .128–132

E.2 Increasing and Broadening Labour Force  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .133–142

E.3 Basic and Advanced Training with Good Prospects  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .143–151
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Abbreviations

CO2 Carbon dioxide

COORETEC CO2 reduction technologies

EC European Community

ECB European Central Bank

EIB European Investment Bank

EIF European Investment Fund

ERP European Recovery Fund

EU European Union

EXIST New businesses hived off from universities

EXIST-Seed Promotion of technology-oriented hive-offs from universities

G8 Group of 8 major industrial countries

GDP Gross domestic product

HIPCs Highly indebted poor countries

ICT Information and communications technology

IMF International Monetary Fund

INQA New Quality of Work Initiative

JG Annual Report by the Council of Economic Experts

KfW Kreditanstalt für Wiederaufbau, German Development Bank

NEMO Network Management East

OECD Organisation for Economic Cooperation and Development 

PPPs Public private partnerships

PRO INNO II Programme to promote the innovative competence of SMEs

R&D Research and development 

REACH Registration, Evaluation and Authorisation of Chemicals

REITs Real Estate Investment Trusts

SMEs Small and midsize enterprises 

WTO World Trade Organisation



EU Services Directive .................................................... 33
EU Merger Directive ...................................................... 78
EU Transparency Directive .......................................... 78
Energy.................................................................. 33, 44, 91

Cross-frontier bottleneck management ........ 34, 71
Energy efficiency ........................................ 44-47, 89
Energy mix ................................................................ 45
Energy taxation ...................................................... 89
Energy Summit .................................................. 45/46
Export Initiative on Renewable Energies ............ 91
Network charges ................................................ 34, 71
Network connections .................................. 34, 70/71
Promotion of renewable energies .................. 89/90
Renewable Energies law ........................................ 90

Equipment Investment ................................................ 58
Environmental protection .......................................... 40

Prevention of flooding ............................................ 91
Marine Strategy Directive ...................................... 92
Water management policy .................................... 92
Wismut pollution clean-up .................................... 88

Exports ............................................................................ 58
Family promotion .................................................. 44, 93

Parents allowance.............................................. 44, 93
Child care ...................................................... 44, 93/94

Federal budget 2007 .................................................... 25
Federal Labour Agency .............................. 49/50, 53, 66
Federal Network Agency ...................................... 34, 35
Federalism Reform I and II .............................. 24, 28, 67

Verdict by Federal Constitutional Court ........ 28/29
Financial Planning Council ........................................ 26
50Plus Initiative ............................................................ 53
Flexicurity........................................................................ 51
Foreign Trade .................................................... 22, 35, 75

Doha Round ........................................................ 22, 95
Regional and bilateral free trade 
agreements................................................................ 22
Transatlantic trade relations .................................. 22

Fuels strategy ................................................................ 89
Genshagen ...................................................................... 14
G8 Presidency .................................. 16, 21-23, 35, 40, 45
Hartz reforms .......................................................... 49-50
Health reform .................................................... 41, 42, 87
Hedge funds .................................................................. 35
High-Tech Strategy................................ 27, 37, 38, 80-84
Immigration

Immigration Law .................................................... 44
Labour market integration ....................................99
National Integration Plan ...................................... 94

Imports............................................................................ 58

104

Act against Restraints of Competition ................34, 70
Accountants.............................................................. 33, 77
Auditors .......................................................................... 77
Basel II.............................................................................. 79
Budget consolidation ...................................... 25, 66, 67

Bundesbank grant ....................................................66
Consolidation............................................................ 62
Home Ownership grant .......................................... 66
Long-distance travel allowance ............................ 67
Special grant for Federal officials .......................... 66

Building Investment .................................................... 59
Buildings Rehabilitation Programme ...................... 59

CO2 Buildings Rehabilitation Programme .......... 59
Care insurance ........................................................ 41, 88
Citizenship...................................................................... 44
Climate balance sheet .................................................. 48
Climate protection............................................ 45, 47, 92

Emissions trading .................................................... 88
Competition law ............................................................ 70
Consumer price ........................................................ 60/61
Corporate tax reform ........................................ 31/32, 78

Financing .................................................................. 32
Tax on capital earnings ...................................... 31, 78
Provision for depreciation ................................ 31/32
Retained earnings .................................................... 32

Council for Innovation and Growth .......................... 38
Demographic Development .................... 16, 42, 43, 52
Depreciation conditions ........................................ 14, 78
Deutsche Bahn AG ........................................................ 34
Development cooperation .......................................... 22
Education and training ........................................ 99, 100

Dual vocational training system............................ 52
Excellence Initiative ................................................ 40
JOBSTARTER Programme ...................................... 101
National Training Pact .................................... 52, 101
New skilled occupations........................................ 100
Qualification for training ................................ 53, 101
University Pact.................................................... 40, 86

Employment .................................................................. 49
Older workers .............................................. 53/54, 98
Women .......................................................... 93, 97/98

European Central Bank ................................................ 15
European single (internal) market.............................. 21
European Stability and Growth Pact .................... 21, 24
European Structural Fund............................................ 27
Eurozone.......................................................................... 15

Economic policy in .................................................. 20
EU Council Presidency ................................ 21-23, 45, 51

Index
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Industry ................................................................ 21/22, 73
CARS 21 ...................................................................... 74
REACH Ordinance .................................................... 91

Information and communications technology
ICT 2020 .................................................................... 85
ID2010 .................................................................. 39, 85
IT security .................................................................. 73

Infrastructure tasks .................................... 27, 34/35, 72
Transport ............................................................ 69, 70

Inheritance tax reform................................ 27, 32/33, 78
Intellectual property .............................................. 39, 80
International cooperation .......................................... 22
International organisations ........................................ 22
Labour market ........................................................ 50, 52

Long-term unemployed.......................................... 50
Low skilled workers ................................................ 50
Low wage sector ................................................ 50, 97

Law on Chimney Sweeps .............................................. 33
Law on Public Orders .................................................... 70
Letter post monopoly.................................................... 33
Lisbon Strategy ........................................................ 21, 80
Mini and midi jobs ........................................................ 50
Monetary policy ...................................................... 21, 55
National Stability Pact .................................................. 24
New businesses .................................................. 30-31, 76

By unemployed persons .......................................... 76
Limited liability companies (GmbHs) .................. 76
Electronic registers .................................................. 76

New high-tech businesses............................................ 76
EXIST III ...................................................................... 76
EXIST SEED ................................................................ 76
New High-Tech Businesses Fund ...................... 31, 76

Norms Control Council ................................................ 30
Norms and standardisation ........................................ 80
Pension reform ........................................................ 42/43

Retirement age .................................................. 53, 87
Private consumption .................................................... 59
Private employers.......................................................... 92
Private equity .......................................................... 35, 79
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