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Compliance with the EU fiscal rules requires extensive
consolidation — Medium-term projection of macroeconomic
developments and public finances in Germany

Germany faces considerable structural burdens from both macroeco-
nomic and fiscal perspectives, as potential growth is likely to be sig-
nificantly lower than in past decades. A projection by the Halle Insti-
tute for Economic Research (IWH) on macroeconomic developments
up to the year 2040 shows that, under unchanged fiscal policies, pub-
lic debt can be expected to continue rising. The federal government's
fiscal-structural plan assumes compliance with EU requirements, but
this is only achievable under the assumption of high global spending cuts
that have not yet been specified in detail.

Regardless of the estimation method used, projections for potential growth in Germany
are significantly lower than in previous decades. Demographic trends, subdued invest-
ment activity and weak productivity growth are dampening the prospects for expan-
sion. Depending on assumptions about the development of labour force participation
and total factor productivity, there are considerable differences in the level of gross
domestic product, which also have an impact on the sustainability of public finances.

“Against this backdrop, if fiscal policy remains unchanged, persistently high deficits and
a further increase in debt levels are to be expected,” says Oliver Holtemoller, head of the
Macroeconomics Department and Vice President at the IWH. According to estimates
based on both the EU method and a modified EU method used by the IWH, the reference
values of the European fiscal rules will be significantly missed unless additional con-
solidation measures are taken.

Compliance with EU fiscal rules assumed in the federal government's fiscal-structural
plan is only possible under the assumption of very substantial global spending cuts that
have not yet been specified in detail. The IWH medium-term projection indicates a con-
solidation need that far exceeds the savings currently planned by the federal and state
governments and is likely to amount to around 130 billion euros in 2029.

Long-term simulations up to the year 2040 show that stabilising the debt-to-GDP ratio
is only achievable if the structural primary balance is noticeably improved over the ad-
justment period. If, by contrast, fiscal policy remains permanently expansionary, the
debt ratio will rise significantly — reaching 93% by 2040. This would entail a substantial
increase in interest expenditure.

“Overall, the results of the projections underscore the need to combine the currently
expansionary orientation of fiscal policy with a sustainable medium-term consolidation
strategy,” says Oliver Holtemoller. According to the economist, an important step would
be the gradual integration of all defense expenditures into the core budget, as these are
not investments that increase future production potential. Otherwise, there is a risk that

IWH Press Release 2/2026 page 1

No press embargo

Press contact

Stefanie Miller-Dreifligacker

Tel +49 345 7753 765 and -720
presse@iwh-halle.de

Scientific contact
Professor Dr Oliver Holteméller
Tel +49 345 7753 800

oliver.holtemoeller@iwh-halle.de

The IWH Forecasting
Dashboard (ForDas)

S

The IWH-ForDas is an interactive plat-
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rising public debt and growing interest burdens will permanently restrict fiscal space
during a period of already subdued economic growth.
The extended version of this projection contains one box (in German):

Box: Net primary expenditure under the new EU fiscal rules
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The Halle Institute for Economic Research (IWH) — Member of the Leibniz Association was founded in 1992.
With its four research departments — Financial Markets; Laws, Regulations and Factor Markets; Macro-
economics; Structural Change and Productivity —, IWH conducts economic research and provides eco-
nomic policy recommendations, which are founded on evidence-based research. With the IWH's guiding
theme “From Transition to European Integration”, the institute’s research concentrates on the determinants
of economic growth processes with a focus on efficient capital allocation in a national and European
context. Particular areas of interest for the institute are macroeconomic dynamics and stability, microeco-
nomic innovation processes, productivity and labour markets, the dynamics of structural adjustment pro-

cesses, financial stability and growth and the role of financial markets for the real economy.

The Leibniz Association connects 97 independent research institutions that range from the natural,
engineering and environmental sciences via economics, spatial and social sciences to the humanities.
Leibniz institutes address issues of social, economic and ecological relevance. They conduct knowledge-
driven and applied basic research, maintain scientific infrastructure and provide research-based ser-

vices. For further information, see www.leibniz-gemeinschaft.de/en/.
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