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Creating new prospects for tomorrow —
Not squandering opportunities

e The German economy continues to experience a period of weakness. Gross domestic
product (GDP) is expected to grow by 0.2 % this year and 0.9 % in 2026.

e Ifthe Special Fund was used entirely for additional expenditures and in an investment-
oriented way, it would have a significantly stronger impact on economic growth than
under the currently planned expenditure path.

e Greater integration of the European single market and capital market could signifi-
cantly boost GDP. In order to strengthen defence capabilities, Europe should procure
defence equipment in a coordinated manner and jointly promote military innovations.

e The recently approved corporate tax cuts promise a moderate increase in GDP and in-
vestment. A tax reform that reduces distortions in company investment and financing
decisions would be significantly more beneficial in the long term.

e To design a more uniform taxation of all types of assets and align it more closely with
the ability-to-pay principle, the inheritance tax should be reformed and the preferential
tax treatment for business assets should be reduced significantly. Generous deferral of
the tax burden can reduce the liquidity burden on businesses.

Berlin, 12.11.2025 — After two years of recession, the German economy is currently stag-
nating. To return to a path of growth, its productivity must increase, in particular through
more innovation and investment. “In view of the current challenges, Germany must develop
new growth perspectives as well as security policy prospects. The opportunities arising from
the Special Fund for Infrastructure and Climate neutrality must not be squandered,” says
Monika Schnitzer, chair of the GCEE.

The currently planned expenditure from the Special Fund for Infrastructure and Climate
neutrality (SVIK) will have only a small positive effect on gross domestic product (GDP) be-
cause, up to now, it is mainly used for budget reallocations and to finance consumptive
expenditure. The effect would be significantly greater if the funds were used entirely for addi-
tional expenditure and investment. The recently approved corporate tax cuts will moderately
increase investment and GDP growth. However, a more neutral design of corporate taxes
could have a significantly greater impact. The European single market for goods and services
has enormous potential to turn the EU into an attractive business location. At present, how-
ever, the EU is far from realising its full potential. Trade barriers continue to hamper the
cross-border movement of goods, services, people and capital. In Germany, private wealth
accumulation, especially for retirement, should be strengthened. Inheritances as well as gifts
should be taxed more uniformly in order to align taxation more closely with the ability-to-pay
principle.
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Economy with moderate momentum
The German economy remains weak. While it is likely to grow in 2025 for the first time since
2022, growth will be minimal. The GCEE expects price-adjusted GDP growth of 0.2 per cent
compared to the previous year. Weak private investment activity and a weak export economy
are weighing on overall economic growth. The GCEE expects GDP to grow by 0.9 per cent in
2026. This is likely to be driven by increased government spending and the high number of
working days due to calendar variations.

Anchoring the additionality requirement in the Special Fund

Less than 50 per cent of the expenditures from the SVIK can be classified as additional ex-
penditure for infrastructure and climate neutrality. As a result, the expected growth effects
are lower and the increase in the debt-to-GDP ratio is higher than under an investment-ori-
ented expenditure plan. To ensure that the SVIK funds are spent on investments that go
beyond pre-existing plans, legal provisions should be designed to guarantee additionality.
Moreover, when calculating the investment ratio in the core federal budget, defence expendi-
ture should not be taken into account. Planned but not executed investments should be car-
ried over to the next financial year via a binding catch-up rule. There is also a lack of clear
provisions for the SVIK funds going to the federal states and the Climate and Transformation
Fund to ensure the additionality of their use. To ensure the sustainability and crisis resilience
of public finances, expenditures on infrastructure and defence should be financed from the
core budget once again in the future.

Exploiting the potential of the single market

The EU has fallen short of its economic potential. To take full advantage of the opportunities
offered by the European single market, trade barriers must be removed, the capital market
strengthened and fragmentation in the defence market overcome. A deeper European single
market can contribute significantly to increasing productivity and economic growth. Territo-
rial supply restrictions should be reduced and regulations harmonised, for example by intro-
ducing a 28th regime in company law.

Defence capabilities could be significantly strengthened through a joint European approach,
provided it is designed efficiently. Pooling demand for defence equipment at the European
level would create incentives for firms to scale up production. At the same time, coordinated
procurement would strengthen the negotiating position of the EU member states vis-a-vis
suppliers and create cost advantages. In addition, military innovation should be promoted
through joint research and development projects.

Relieving the burden on companies, making taxation efficient

At 28.5 per cent, the effective tax burden on companies in Germany is high compared to
other advanced economies or neighbouring European countries. The recently approved cor-
porate tax cuts promise a moderately positive effect on investment and income — accompa-
nied by a noticeable, but temporary decrease in total tax revenue.

If corporate taxes were designed more neutrally, for example by treating equity and debt
financing equally for tax purposes, this would strengthen investment incentives in the long
term and reduce the incentive for excessive debt. Suitable reform models include the allow-
ance for corporate equity, which allows for tax deduction of the notional cost of equity, or
cash flow taxation with immediate expensing. Although the transition to such neutral
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taxation is likely to be accompanied by significant fluctuations in revenue during the transi-
tion phase, this form of taxation would be worthwhile in the long term, given its large poten-
tial.

Strengthen private wealth accumulation, tax inheritances more evenly

Wealth inequality in Germany is high by European standards, but has remained stable since
2010. The wealth accumulation of private households can be strengthened through greater
participation in capital markets and improved government programmes for wealth accumu-
lation. The GCEE proposes a new state-subsidised long-term investment account that serves
both private retirement provision and general wealth accumulation.

Different types of assets are taxed unevenly in the case of inheritances and gifts. Business
assets in particular benefit from preferential tax treatment. The inheritance and gift tax
should be reformed to ensure more uniform taxation of all types of assets. To this end, the
preferential tax treatment for business assets should be significantly reduced by considerably
restricting the exemption rules. Both the inheritance and the gift tax should be aligned more
closely to the ability-to-pay principle.

Economic outlook for Germany and Europe

GDP in Germany and the euro area Key economic indicators (in %)
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1 - Forecast by the GCEE. 2 - Values are based on seasonal and calendar-adjusted quarterly figures. 3 - Constant prices.
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.

Sources: Eurostat, Federal Statistical Office, national statistical offices, own calculations
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The German Council of Economic Experts (GCEE) provides support to policymakers and the general public on
questions and matters of economic policy. It was founded as an independent body in 1963 and currently
consists of the council members: Professor Dr. Veronika Grimm, Prof. Dr. mult. Dr. h.c. Ulrike Malmendier,
Professor Dr. Dr. h.c. Monika Schnitzer (chair), Professor Dr. Achim Truger, Professor Dr. Martin Werding. By
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publishing regular reports, the GCEE aims to help the general public and decision-makers in politics, business
and society to form a reasoned opinion on economic policy developments in Germany.

Further information on the German Council of Economic Experts and its publications are available at
http://www.sachverstaendigenrat-wirtschaft.de/en.
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