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Executive Summary

In spring 2026, after a prolonged period of weak growth since 2019, the German
economy is facing increased pressure to adapt as a result of recent geopolitical
developments. The Iran war and the resulting sharp rise in crude
oil and gas prices, as well as US trade policy, are weighing on economic activity.
For Germany, the deterioration in the terms of trade associated with
high energy prices entails a loss of purchasing power. The
weakness of the German economy, which has persisted for seven years, is not only
cyclical in nature but also has structural causes. These include, alongside the de-
clining competitiveness of German industrial goods on global markets, demogra-
phic developments.

Demographic change will not only reduce the potential labour volume
over the longer term, but also lead to a substantial increase in social
insurance contributions, particularly for pension, health and long-term care
insurance. Contribution-based revenue is growing more slowly than
expenditure in these social insurance systems. The rise in social insurance contri-
bution rates also affects macroeconomic developments. Higher contribution rates
reduce households’ net income and dampen consumption and incentives to work.

At the same time, they raise labour costs for firms, thereby weighing
on employment and investment. Cost pressures are already pronounced in health
and long-term care insurance.

In its 2023 Annual Report, the German Council of Economic Experts discussed
reform options for the statutory pension insurance scheme. In its 2026 Spring
Report, the Council focuses primarily on health and long-term care insurance. The
focus is therefore not only on the short-term outlook for output growth and infla-
tion, but also on the extent to which the expected rise in the social insurance con-
tribution rate to almost 50 % by 2040, assuming current legislation remains
unchanged, will impair macroeconomic developments, and how this impact can
be mitigated.

Spring Report 2026 - German Council of Economic Experts



Executive Summary

Challenges , and measures discussed in the GCEE Spring Report 2026

Demographics increase the financial pressure on the social security schemes

Curbing the rise in expenditure

Strengthen the contribution base

Separate the financing of
insurance benefits from broader
societal responsibilities

® Curb the rise in the statutory pen-
sions insurance (GRV), e. g. by
strengthening the sustainability
factor, and expand funded pen-
sions provision
N TEMS 146 F.,

(GCEE Annual Report items 421 ff.)

® Eliminate inefficiencies in the
statutory health insurance (GKV)
without compromising the provision
of medically necessary services
N [TEM 155

® Retain partial insurance within the
social care insurance (SPV) and
make it more targeted
N TEM 149

® |ncrease the labour volume, includ-
ing through a longer working life,
abolition of the joint tax return for
married couples and of mini-jobs
N [TEM 159

® Strengthening productivity growth
through reforms
N [TEM 160

® Examine the need for non-
contributory benefits
N |ITEM 152

® Full tax funding of non-contributory
benefits for tasks affecting society
as a whole
N ITEM 152

Statutory health insurance: sharp rise in expenditure leads to rising contribution rates

Improving the efficiency of health
care spending

e Reform hospital care to promote
greater specialisation, clearly
verifiable quality standards and
reduced reliance on case numbers
for funding
N [TEMS 250 FF.

® Expand outpatient care to avoid the
need for inpatient treatment

N [TEM 254

® Pricing of innovative medicines
should be more closely aligned
with therapeutic benefit
N [TEM 256

Strengthen prevention of
unhealthy behaviours

® Higher taxes or minimum prices on
tobacco, alcohol and high-sugar
foods
N ITEMS 239 FF.

® Introduce mandatory standards for
healthy eating in nurseries and
schools; restrict advertising of

products that are harmful to health

N [TEMS 239 FF.

Stabilise revenue

® Increase incentives for second
earners by reforming the non-
contributory co-insurance scheme
for spouses
N ITEMS 259 F.

® Index-link the federal subsidy for
non-contributory benefits
N ITEM 258

® Examine the inclusion of civil
servants in the GRV
N TEM 263

Social long-term care insurance: Demographic ageing undermines intergenerational fairness

Improve accuracy

® Raise thresholds for care assess-
ments to professionally recom-
mended levels
N [TEMS 339 F.

® Abolish benefits that are not
targeted, such as benefit sur-
charges and relief allowance
N TEMS 349 AND 342

Increase personal responsibility
for the financing of care

® Greater use of income and assets
to fund care
N ITEMS 343 FF.

® Targeted support for cases of hard-
ship through means-tested care
housing allowance or "help with
care" NITEM 351

® |imit co-payments and make them
predictable through the rule-based
indexation of SPV benefits
N TEM 352

distribution conflicts

Defuse intergenerational

® |Introduce cohort-specific capital
funding
N [TEMS 357 FF.

® I[mplement a long-term investment
strategy with broad international
diversification and a higher pro-
portion of equities
N [TEMS 309 FF.

® Stop contributions to the existing
long-term care provision fund and
use them to partially finance care
for older age groups
N [TEM 361

© Sachverstandigenrat | 26-049-01

German Council of Economic Experts - Spring Report 2026



Executive Summary

The global economy performed robustly last year, despite the heightened trade
policy uncertainty that has persisted for more than a year. During the forecast
period, however, protectionist US trade policy and the sharp
rise in fossil fuel prices resulting from the Iran war are likely
to dampen global economic activity. The GCEE expects global gross domes-
tic product (GDP) to grow by 2.3 % in both 2026 and 2027. German exports are
therefore likely to increase only weakly over the forecast period. At the
same time, competitive pressure in global markets is increasing. China is increa-
singly emerging as a competitor in industrial products and once again
increased its goods exports to Europe, the most important sales market for Ger-
man exports, in 2025.

The German economy is developing weakly. In 2025, economic output
barely increased following two years of recession. Goods exports declined
for the third year in a row, private investment fell, and manufac-
turing output stagnated. The sharp rise in oil prices is likely to lead to a
deterioration in Germany’s terms of trade in 2026. This reduces
households’ purchasing power and, consequently, private consumption. Higher
production costs are weighing on firms and reducing investment demand. By con-
trast, public spending financed by the fiscal package adopted in March 2025 will
provide support over the forecast period and boost public civil enginee-
ring investment and investment in machinery and equipment. Leading

Economic outlook for Germany and Europe

GDP? in Germany and the euro area Key economic indicators (in %)
. o

, Chengeonpreviousyearin®% || 2025 | 20262 | 20272 |
6 | Germany
4 4 GDP growth® 0.2 0.5 0.8
2 Inflation rate 2.2 3.0 2.8
0 1 Mo i mE Unemployment rate” 6.3 6.4 6.2
27 Wage growth® 4.5 3.5 34
: : Forecast Budget balance® -27 -37 -43
8 . . . . penlod2 . Euro area

2021 22 23 24 25 26 2027 GDP growth ™ 15 0.7 1.0

Germany: Inflation rate’ 2.1 3.0 2.6

H Real Forecast Forecast H Forecast

GDP May 2025 Nov 2025 May 2026 Global economy®
Euro area3: GDP growth™® 2.7 2.3 2.3
H Real Forecast Forecast B Forecast Inflation rate 3.0 35 08

GDP  May2025  Nov2025  May 2026

1 - Constant prices. 2 - Forecast by the GCEE. 3 - Values are based on seasonal and calendar-adjusted quarterly figures.
May 2025 and November 2025 forecasts without Bulgaria. 4 - Registered unemployed in relation to civil labour force.

5 - Change of gross wages and salaries (domestic concept) per employees' hour worked. 6 - In relation to nominal GDP;
territorial authorities and social security according to national accounts. 7 - Change of the Harmonised Index of Consumer
Prices. 8 - Aggregation according to the weights in Table 1.

Sources: Eurostat, Federal Statistical Office, national statistical offices, own calculations
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indicators for private housing construction have also recently pointed to expan-
sion.

The GCEE expects German gross domestic product to rise by 0.5 % in
real terms in 2026. It has thus revised its forecast downwards by 0.4
percentage points compared with the GCEE Annual Report 2025. This revision is
primarily attributable to the effects of the Iran war. For 2027, the GCEE
expects gross domestic product output growth of 0.8 %. Consumer price inflation
is expected to average 3.0 % in 2026 and 2.8 % in 2027. Core inflation is expected
to be 2.4 % in 2026 and 2.9 % in 2027. Downside risks to the German gross do-
mestic product forecast stem in particular from the Iran war lasting longer and
having more severe consequences than expected.

Social insurance, covering unemployment, accident, statutory pension, statutory
health and social long-term care insurance, forms the central pillar of social pro-
tection in Germany. It protects households against major life and employment
risks. The sum of the contribution rates levied on insured persons‘ income subject
to contributions across all social insurance schemes (,,total social insurance con-
tribution rate®) amounts to 42.3 % in 2026. This contribution rate is likely
to rise substantially in the coming decades as a result of demographic

Projected trends in contribution rates and effects on the overall economy

Projected development in the total social Macroeconomic effects of rising total social
insurance contribution rates?! insurance contribution rates
% of income Percentage deviation compared to a projection
subject to contributions Projection period with constant contribution rates
70 - ‘ 0.5 4
3 59.8
60 1 | 53.7 562 5%5_ o o |06 05 11 12 10 -14
i 49.7 o -
50 - 454 -

39.6 39.9 ,10’
40 T~ 0

30 ~

20
10 2.5 ’ 2.3 2.4
0 3.0
2000 10 20 30 40 50 60 70 2080 GDP2 Consump- | Disposable
MGRV = GKV mSPV mALV tion=3 income?

4.
-e- Baseline scenario Ochsner (2026)*:
Total social insurance contribution rate after 5years W after 10 years

Huther et al. (2025)5:

after 5years W after 10 years

1 - GRV-Statutory pension insurance, GKV-Statutory health insurance, SPV-Social long-term care insurance, ALV-Unem-
ployment insurance. Figures for GKV and SPV include average supplementary contributions or contribution surcharges
and reductions based on number of children. 2 - In 2020 prices. 3 - Private consumption only. 4 - Medians with 90 %
confidence intervals are shown. 5 - No measures of uncertainty provided.

Sources: BA, BMAS, BMF, BMG, DRV, Federal Statistical Office, Hiither et al. (2025), Ochsner (2026), SIM.24
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change. Simulations by the GCEE suggest an increase to 45.4 % in 2030.
By 2040, the contribution rate rises to 49.7 %. The increase conti-
nues thereafter, albeit at a slower pace.

The simulations also show that, over their working lives, younger cohorts will have
to spend a significantly higher share of their lifetime labour income on social in-
surance contributions than older cohorts. Rising contributions thus, in
combination with the current debt-financed fiscal policy, shift burdens onto to-
day’s younger and unborn generations. Against this backdrop, both intergenera-
tional distribution conflicts and the trade-off between an adequate level of be-
nefits and long-term financial sustainability become significantly more acute.

The burden of taxes and social insurance contributions on labour income in Ger-
many is already very high by international standards. Persistently rising social in-
surance contribution rates widen the wedge between households’ net wages and
firms’ labour costs. For households, this reduces disposable income,
dampening private consumption and incentives to work. For firms, labour costs
rise, weighing on labour demand and investment. The rising total
social insurance contribution rate is therefore expected to dampen
gross domestic product by around 0.5 % to 0.9 % by 2035 relative to a
scenario in which the contribution rate remains constant.

To limit the increase in contribution rates, it is essential to slow ex-
penditure growth and stabilise the revenue base. Reforms
should therefore alleviate demographically driven expenditure pressure, particu-
larly in the statutory pension scheme. Measures that increase labour vo-
lume, such as longer working lives, higher labour force participation and stronger
incentives to extend working hours, can help to strengthen the revenue side.

Sustainably strengthening the contribution base requires reforms to boost
productivity growth. Expanding the contribution base to include additi-
onal types of income, as proposed by some, would be inappropriate for insurance
branches with a wage-replacement function. Non-contributory benefits
should be financed from tax revenue if they fulfil clearly justified functions for
society as a whole. At the same time, it should be examined whether individual
non-contributory benefits are justified.

N A DIFFERING OPINION ITEMS 161 FF.

The health insurance scheme in Germany is designed to ensure reliable access to
medically necessary care and to protect those affected from excessive financial
burdens resulting from high treatment costs. Around 90 % of the population are
insured under the statutory health insurance. It is financed on a solidarity basis
through income-related contributions in a pay-as-you-go system and provides be-
nefits regardless of individual health risk. Private health insurance

Spring Report 2026 - German Council of Economic Experts
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charges income-independent contributions that are calculated on a risk-based cri-
teria and are partly saved to fund higher healthcare costs in old age.

At 11.7 % of GDP, healthcare expenditure in Germany is among the highest in Eu-
rope. Indicators of healthcare efficiency show that, despite this high
level of expenditure, Germany ranks only around the OECD average for
key health indicators.

Expenditure in statutory health insurance rose by around 64 % in real terms
between 2005 and 2025. Over the same period, contribution-based re-
venue increased by only just under 31 % in real terms. To cover expenditure, the
average contribution rate for statutory health insurance was therefore raised from
14.2 % to 17.1 % over this period. It is expected to reach 17.5 % in 2026.

The rise in the social insurance contribution rate is therefore largely driven by the
increase in the statutory health insurance contribution rate. Under current le-
gislation, the average statutory health insurance contribution rate is
expected to rise to 19.8 % by 2040.

The rise in expenditure in statutory health insurance is due, on the one hand, to
general economic, social and technological trends. These include demographic
ageing, income growth, the spread of unhealthy lifestyles,

and medical and technological progress. On the other hand, insti-
tutional factors in the German healthcare system also contribute to this rise, in
particular moral hazard effects resulting from comprehensive insurance coverage
and limited instruments for managing the provision of benefits. Expenditure on
hospital treatment and pharmaceuticals has risen particularly sharply recently.

In statutory health insurance, the rise in expenditure should be limi-
ted by using the available funds less inefficiently. In the hospital sector,
reforms aimed at greater specialisation, clear quality standards and reducing the
dependence of funding on case numbers offer considerable potential for reducing

Share of expenditure in the total increase in GKV expenditure between 2005 and 2025*

In %

30 -~

25 4

20 A

15 A

10 A

5 -

O .
Hos- Medi- Medi- Sick Care? Medi- Other Travel Medi- Dental Net
pital cine cal pay cal ex- ex- cal treat- admini-
treat- treat- aids pendi- penses appli- ment  stration
ment ment ture3 ances costs

1 - Values for 2025 based on preliminary accounting results. 2 - Medical care and home nursing. 3 - Rehabilitation and
preventive care, early detection measures, pregnancy/maternity and other expenses.

Sources: BMG, Federal Statistical Office, own caculations
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inefficiencies. In addition, the rise in pharmaceutical expenditure
could be dampened by consistently aligning the pricing of innovative medicines
with their additional therapeutic benefit. By contrast, higher general
cost-sharing by insured persons is suitable only to a limited extent, as it may also
reduce the use of necessary services. To mitigate the rise in expendi-
ture in the long term, health prevention in Germany, which is underdeveloped by
European standards, should be strengthened through binding standards for
healthy nutrition in day-care centres and schools, restrictions on advertising, for
example for products harmful to health, and higher taxes or minimum prices on
tobacco, alcohol and foods and beverages high in sugar.

Reforms to increase revenue can also help stabilise statutory health insurance, but
they cannot replace the necessary structural adjustments on the expenditure side.
The burden on statutory health insurance arising from non-contributory benefits
could be reduced either by increasing federal subsidies or by reducing these be-
nefits. Abolishing non-contributory co-insurance for spouses who are
not raising children could also contribute to this. At the same time, this would
increase incentives for second earners to work. Expanding the contri-
bution base could broaden the revenue base of statutory health insurance, but
could also trigger shifts into private health insurance. Including civil servants into
the statutory health insurance could strengthen its financing.

The need for long-term care is a fundamental risk. It entails considerable organi-
sational and financial burdens for those affected and their relatives. In Germany,
around six million people were in need of long-term care in 2024 according to the
definition of social law. Long-term care is provided through a
mix of informal, outpatient and institutional care. Around
70 % of those in need of care are cared for at home by relatives or outpatient care
services. Informal care is provided predominantly by people of working age, and
especially by women.

The pay-as-you-go social long-term care insurance scheme was introduced in
1995. It is designed as partial insurance, meaning that it covers part of the costs
of long-term care. Those in need of care must bear the remaining
costs themselves. Owing to wage increases in the care sector, out-of-pocket pay-
ments for institutional care, which affects around 17 % of those in need of care,
have risen significantly in recent years. These must be financed from
income and assets or through private supplementary provision. It
these resources are insufficient, there is an entitlement to means-tested social as-
sistance in the form of ,help with care®.

Expenditure in social long-term care insurance has risen sharply, particularly
since 2017. This is primarily due to the second long-term care
strengthening act, which both made access to benefits under social long-term care
insurance easier and expanded the scope of those benefits. The rise

Spring Report 2026 - German Council of Economic Experts
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in expenditure has subsequently led to higher contribution rates, while demogra-
phic ageing has so far contributed only to a limited extent to expenditure growth.
In future, however, it is likely to become the main driver. As the share
of very old people increases, the number of those in need of care rises, and with it
the number of benefit recipients. At the same time, the share of people of working
age is declining, meaning that contribution-based revenue cannot keep pace to
the same extent. This gives rise to a structural financing problem in the pay-
as-you-go social long-term care insurance scheme, which is likely to lead
to further increases in contribution rates over the long term.

The impact of past and future reforms within the SPV

The impact of the second long-term care Trend in the average total contribution rate*
strengthening act (PSG Il) reform on the to the SPV
development of the need for care (share of the cost contribution rate +

supplementary contribution rate)

SPV benefit recipients per 100 inhabitants?! Average total contribution rate* in %
i : PSG Il reform j :
6 1 6 //
5 5 -/
4 A 4
3 4 /// 3 A
2 1 2 1
1 4 1 A
0 — T —T— T 0 T T
2009 11 13 15 17 19 21 2024 2026 35 40 45 50 55 60 65 70 752080
— Actual development — Baseline scenario®
— Age-standardised? (2009 = 100) Inflation-linked adjustment®
— Development without PSG 13 Inflation-linked adjustment® combined with

the abolition of the relief allowance?” and the

Reform impact PSG Il benefit surcharge® + threshold adjustment®

Demographic impact Sustainability factori®

Sustainability factorl® combined with

the abolition of the relief allowance” and the
benefit surcharge® + threshold adjustment®

1 - From 2011 onwards: results based on the 2011 census; from 2022 onwards: results based on the 2022 census.

2 - The year 2009 was used as the base year for age standardisation. 3 - The basis is the age-standardised time series,
which is extrapolated from 2017 onwards using the linear trend from 2009 to 2016. 4 - Weighted average of the age-
specific total contribution rates, weighted by cohort size (the number of insured persons per age group). 5 - A continu-
ation of the current legislation, taking into account expected demographic trends and assuming that benefits will be ad-
justed in line with gross wage growth. 6 - Cohort-specific capital funded provision with inflation-linked adjustments.

7 - The expenditure volume for the respite care allowance is not reported separately in the financial statistics of the
BMG. The category "Additional outpatient care and respite services" serves as an approximation. In 2023, the estimat-
ed take-up of these services stood at around 40 % of those in need of care receiving outpatient care, and is assumed to
remain constant over the simulation period. 8 - Limitation of the personal contribution towards care-related expenses
under Section 43¢ of Book Xl of the Social Code (SGB Xl). 9 - The thresholds within the individual modules of the new
assessment system determine how the points actually achieved in the assessment are converted into weighted points
under the new system, and thus influence the total score in the respective module. In this scenario, these thresholds

are raised to the level recommended by the Expert Advisory Board in 2013 for modules 1, 4 and 6, in addition to the (PG)
scenario. 10 - Cohort-specific capital funding with wage indexation and a sustainability factor. The sustainability factor is
calculated as the annual change in the long-term care dependency ratio multiplied by a beta factor of 0.5. The long-term
care dependency ratio is defined as the ratio of people requiring long-term care to contributors.

Sources: BMG, Federal Statistical Office, SIM.24, own calculations
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Previous reforms of social long-term care insurance have primarily aimed to im-
prove care provision. Future reforms should make financing more equitable
across generations and take account of needs-based care as well as the personal
responsibility of those in need of care. In doing so, the trade-off between the scope
of benefits, the level of the contribution rate and the level of out-of-pocket pay-
ments must be resolved. This cannot be achieved through a single measure;
rather, a package of measures is needed.

To limit expenditure growth, access to benefits under social long-term care insu-
rance should be made more restrictive. To this end, the definition of long-term
care need, which was revised in 2013, should be reviewed and aligned more closely
with expert recommendations. This would reduce the number of people in need
of care and, at the same time, lower the average care grade. In addition,
poorly targeted benefits should be reduced. This applies in particular to the be-
nefit surcharge for full-time institutional care and to the relief allo-
wance, which together accounted for around 15 % of total expendi-
ture in social long-term care insurance in 2025. Aligning benefit indexation with
cost developments, which are determined largely by wage developments, would
stabilize the benefit level over the long term and counteract rising out-of-pocket
payments, but it would significantly increase contribution rates. The resulting fi-
nancial burden would fall primarily on younger generations and would exacerbate
intergenerational distribution conflicts. To stabilize the benefit level of
social long-term care insurance and make its financing more equitable across ge-
nerations, cohort-specific capital funding should therefore be introduced within
social long-term care insurance. If cohort-specific ca-
pital funding is combined with the proposed reforms to dampen expenditure
growth, the contribution rate would be stabilised at approximately its current le-
vel over the long term.

N A DIFFERING OPINION ITEMS 363 FF.
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