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6 Executive summary

Executive summary

The COVID-19 pandemic has brought about new medium- and long-term challenges 
that will need to be addressed by economic and social policy. It has also exposed prob-
lems that already existed. This statement presents a discussion of the economic conse-
quences of the pandemic. Each of its four substantive sections starts out by providing 
an analysis of the status quo of a particular area, followed by suggestions for specific 
political courses of action. The statement was finalised in June 2021 and adopted by the 
Presidium of the National Academy of Sciences Leopoldina on 13 July 2021.

Following the introduction, chapter 2 of the statement addresses the ability to facilitate 
and manage the structural changes that have been intensified by the pandemic. The 
chapter then reflects upon the prerequisites for sustainable economic growth. The dis-
cussion centres around setting up infrastructure, offering fiscal incentives for invest-
ments and innovations, strengthening crisis resilience, boosting innovation activities, 
encouraging new businesses, and improving the strategic capabilities of Germany and 
the rest of Europe. Chapter 3 turns to the complex distributional challenges that have 
been exacerbated by the coronavirus pandemic. The main issues discussed here include 
potential fiscal responses to the pandemic, limiting inequality of education, developing 
further training opportunities, creating the framework for improved gender equality, 
and making amendments to social policy in relation to marginal employment, self- 
employment, and pensions.

The focus of chapter 4 is the performance of government organisations on the na-
tional and international level. Topics of debate include possible ways of improving 
crisis management, the distribution of duties and responsibilities within the federal 
system, the capacities of public authorities, the structure of the education system and 
of public health services, and international cooperation within the healthcare sector. 
This chapter proposes the establishment of an independent committee to consider evi- 
dence-based recommendations for fundamental reform once the worst of the crisis  
has passed. Chapter 5 considers the sustainability of public finances at different federal 
levels. The discussion centres around the development of the national debt, options for 
reforming the “debt brake” (“Schuldenbremse”, a constitutional rule to limit govern-
ment borrowing) and challenges relating to municipal finance and European fiscal pol-
icy. Each chapter covers a number of options for policy level changes to be considered 
in the wake of the COVID-19 pandemic.

Owing to the complex nature of the issues being discussed, there may be some overlap 
between different sections of the statement. We present two of these issues here by way 
of example:
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Fiscal measures will need to be selected carefully and public finances used wisely in 
the wake of the pandemic. This holds when the government is to provide infrastruc-
ture and offer incentives for investments and innovations (chapter 2.2) as part of the 
strategy to support the necessary economic recovery process. It equally holds, when 
the government counteracts shifts in the social balance brought about by the pandemic 
(chapter 3.1) and ensures the sustainability of public finances on a national and a Eu-
ropean level (chapter 5).

Education should be accessible to all parts of the population if sustainable growth and 
structural change are to be facilitated (chapter 2.2). What’s more, decisive action with-
in the education sector is also an essential step in counteracting the long-term effects 
of the COVID-19 pandemic in terms of inequality and social disparities (chapter 3.2), 
in terms of distribution effects brought about by future structural change (chapter 3.3) 
as well as in terms of reinforcing and expanding the capacity of public institutions (text 
boxes in chapter 4 and chapter 4.2.4).



8 Introduction

1.1 Developments and measures up to spring 2021

The COVID-19 pandemic has overshadowed all aspects of society, politics, and eco-
nomic growth across the globe since March 2020. We are constantly seeing regional 
outbreaks or peaks as well as troughs in infection rates. Vaccination, testing, and virus 
variants are the main topics driving the public debate. Governments across the globe 
have been forced to take drastic state-wide measures in the name of public health. At 
the same time, decisions have been made and implemented in order to cushion the 
economic impact and bridge financial gaps caused by the pandemic.

At the macroeconomic level, the COVID-19 pandemic has led to severe disruptions in 
supply and demand, a development which led to a global recession in most parts of the 
world in 2020. It looked as though the German economy would quickly recover and re-
turn to pre-pandemic conditions during the second half of 2020. However, the second 
and third waves of infections along with the emergence of virus variants and the slow 
progress of vaccination and testing programmes in the first quarter of 2021 led to more 
uncertainty surrounding the ongoing economic recovery and a less optimistic outlook.
In response to the crisis, the German government quickly implemented substantial fis-
cal measures to protect the real economy from the fallout caused by the pandemic. 
Loan guarantees, moratoriums, and short-time work (“Kurzarbeit”, the German paid, 
predominantly part-time furlough scheme) were some of the measures taken. To fi-
nance these measures, the “debt brake”, enshrined in the constitution as the guiding 
fiscal rule, was suspended for 2020 and 2021, in accordance with its provisions for 
emergency situations.

The European Union has suspended the deficit rules under the Stability and Growth 
Pact for two years and is supporting member states’ fiscal policy by setting up a recovery 
plan for Europe. The Eurosystem has provided liquidity to stabilise lending and finan-
cial markets. Within the scope of the existing supervisory regulations, banks were given 
some leeway for granting loans. On the whole, these measures can build on an institu-
tional framework that is much further developed than at the time of the financial crisis.

Even though the last major financial crisis in 2008/09 has provided valuable insights, 
there are significant differences compared to the current situation. While the 2008/09 
financial crisis was caused by structural problems within the financial services sector 
which ultimately affected the real economy, the current problems are the result of a 
pandemic that first and foremost affected the real economy, sending out shock waves 
that impacted many areas of society and the economy. The timeline of these events is also 
different. It is unclear if and when there will ever be time ‘after’ COVID-19. The COVID-19 
pandemic has exposed specific structural weaknesses that were already there.

1 Introduction
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1.2 Consequences of the pandemic and long-term challenges

The pandemic and its effects will continue to linger into the future. Looking ahead 
to autumn 2021 and beyond, when it could well be possible to manage the pandemic 
thanks to the vaccination programme, the government will be faced with the task of 
setting out its long-term strategic plan. These challenges will have to be overcome 
at a time when Germany is facing structural changes resulting from shifting demo-
graphics, digitalisation, and ambitious climate change targets. Policies will need to be 
chosen against the backdrop of a complex situation brought about by the pandemic. 
It will likely remain difficult to estimate which costs associated with the crisis can be 
attributed to the government’s response to the pandemic and which are the result of 
people’s behavioural choices. Furthermore, reliable and objective metrics on the rela-
tive impact on individuals and specific groups of the population are not yet available.

At the same time, it has become more urgent to make progress toward European inte-
gration. During the pandemic, the importance of close cooperation among the Euro-
pean nations has become clear, along with the need for a functioning single market. 
Moreover, some challenges require a coordinated global response, such as containing 
climate change, bracing for new infectious diseases, and maintaining the international 
trading system. In addition to overcoming the immediate challenges, it is essential to 
be prepared for a wide array of consequences resulting from other potential crises, not 
only those caused by nature; in other words, resilience is necessary. The COVID-19 
pandemic has likely exacerbated some of these challenges and yet made solving some 
of them easier.

This statement focuses on four overarching areas of concern. Chapter 2 presents a 
discussion of the effects of the pandemic on economic structural change and the nec-
essary conditions to raise the economic growth potential from its current level going 
forward. Chapter 3 considers the possible short- and long-term consequences of the 
pandemic on wealth distribution and social inequality, outlining available policy re-
sponses relating to education and professional development, gender equality, and the 
structure of the social welfare system.

Chapter 4 addresses the limitations in the capacity of government organisations that 
have been exposed during the pandemic and suggests ways to identify their root causes 
and to potentially overcome them. Chapter 5 analyses the sustainability of public fi-
nances and discusses options for reforms relating to the national debt and the rele-
vance of municipal finance and investment activities in the aftermath of the pandemic. 
Chapters 4 and 5 in particular present an international perspective and consider effects 
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of the pandemic on the significance of borders, international trade and European 
institutions. Depending on the issue, the suggested policy measures should be coordi-
nated with European partners or as part of a global effort.

1.3 Statement structure

Each chapter begins with an analysis of the situation as it stands and goes on to suggest 
political courses of action. The opening analysis includes problems that had already 
been identified before the COVID-19 pandemic but have received heightened attention 
as a result of the pandemic. Although scientific evidence is provided whenever pos-
sible throughout this statement, reliable empirical results were not always available 
as a basis for potential courses of action. The nature of many questions is novel and 
unprecedented. In these cases, this statement draws on experience from comparable 
contexts and conceptual considerations.

Particularly when it comes to assessing crisis management, the evidence-based ap-
proach reaches its limits. For that reason, its discussions are more anecdotal than the 
those relating to economic policy and developments under ‘normal’ circumstances. 
Notably, there is neither a real counterfactual situation nor is it possible to draw on 
the results of credible analogies from the management of other crises. Therefore, this 
statement does not aim to make harsh judgements on specific measures taken by the 
government. Rather, the intention is to present the areas in which public administra-
tion and politics have room for improvement going forward.

The working group is aware that it is not possible to make statements made on the basis 
of scientific knowledge with 100% certainty and that their line of reasoning can by its 
nature only be valid temporarily, especially since the factual basis for the problems con-
stantly evolves and knowledge is often limited. With this statement, the working group 
sees its main responsibility in contributing to the ongoing discourse and opinion for-
mation. With that in mind, value judgements are avoided where possible but disclosed 
where necessary, the context is explained, and potential courses of action are outlined.
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Even if it is possible to successfully curb the public health consequences of the  
COVID-19 pandemic over the course of 2021, the pandemic will most likely continue to 
affect economic growth in Germany, even in the medium to long term. Changes brought 
about by the pandemic pose opportunities and challenges alike. For example, the expe-
dited structural change – affecting digitalisation amongst other areas – could boost the 
productivity of businesses in the medium term. But this positive development, which 
unleashes huge potential for growth, is offset by negative effects on potential growth, 
most significantly weakened human capital in the future as a result of learning lost 
during the pandemic. Furthermore, it is anticipated that people will be even less likely 
to make risky financial moves like starting up their own company after living through 
the pandemic. Against this backdrop, this chapter sets out an analysis of the impact of 
the pandemic on economic structures and growth, before suggesting political courses 
of action aiming toward sustainable growth.

2.1 Analysis

Even before the start of the COVID-19 crisis, Germany was confronted with overcoming 
the challenge of major structural changes affecting its economy and society during the 
2020s decade.1 As the baby boomers born in the 1950s and 1960s start to retire, the 
declining workforce will continue to decline at a dramatic pace, likely exacerbating the 
labour shortage already being witnessed now. Structural changes are also high on the 
agenda in light of the requirements (set out in even more ambitious terms now by the 
European Green Deal) to reduce greenhouse gas emissions and shift the energy supply 
system toward climate neutrality.2

Even before the current pandemic it was unlikely to overcome these challenges without 
forfeiting some growth in prosperity. The German economy had been facing declining 
productivity growth for several decades and was at the end of a boom that had lasted 
for the past decade owing predominantly to large numbers of immigrants arriving from 
member states in Eastern Europe and a strong focus on the international division of 
labour. The need for major structural reforms, e.g., to boost Germany’s international 
appeal as a location and to ensure the resilience of the social welfare systems with re-
spect to demographic change, was already very clear.3

The pandemic has now provided its own impulses for structural change, with the 
ultimate impact on the future growth of the German economy still being uncertain. 
For example, the digitalisation of the economy progressed more quickly during 2020, 

1  Sachverständigenrat zur Begutachtung der Gesamtwirtschaftlichen Entwicklung (2019)b.

2  Cf. Nationale Akademie der Wissenschaften Leopoldina et al. (2020).

3  Cf. Sachverständigenrat zur Begutachtung der Gesamtwirtschaftlichen Entwicklung (2019)b, (2020).

2 Structural change and economic growth
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affording much of the private sector more flexibility in its response to the challenges 
posed by the pandemic. These new and future technological opportunities open up the 
door to increased productivity growth as well as income gains and improved quality of 
life. These benefits can only be achieved if companies are keen to make complementary 
investments in process innovations, the development of new products and business 
models, and further training opportunities.4

Many companies likely do not have sufficient resources to make these kinds of invest-
ments right now, as they have used up their cash reserves and taken on more debt due 
to the pandemic. Up to spring 2021, the number of companies that exited the market 
due to bankruptcy was low, due in part to the fiscal measures in place and the suspen-
sion of the obligation to file for insolvency proceedings. If the number of bankruptcies 
increases considerably, this may put the banking sector under pressure and make it 
more difficult for companies to access borrowed capital.5

Significant changes in the real economy are also necessary in other economic areas due 
to shifts brought about by the pandemic. For example, although video conferences may 
not always be the perfect alternative to a business trip, the pandemic has shown that 
the difference does not always justify the higher costs associated with traveling. There-
fore, it is expected that there will be a permanent drop in demand for transport and 
accommodation. Similarly, there may be much less demand for commercial properties 
in town and city centres in the future, whilst the local retail sector is facing increasing 
pressure to adapt in view of the increased reliance on online shopping and mail-order 
services.6 These trends could change the face of Germany’s towns and cities forever and 
call existing urban planning concepts into question.

In part, real economy structures also need to be adapted where the pandemic has un-
covered areas in which economic activities are vulnerable and susceptible to disrup-
tions. The high concentration of production and delivery routes for certain products 
that have largely been imported until now, such as face masks and pharmaceutical raw 
materials, has saved on costs but also led to a greater risk of disruption.7 Companies and 
countries likely need to re-evaluate the benefits of efficiency in procurement against the 
reduction of risks through greater diversification.

4 Cf. Brynjolfsson et al. (2021).

5 Government support measures have counteracted some of the negative effects of the COVID-19 crisis on the liquidity of 
companies. The amount of debt within the corporate sector has shot up during the pandemic (cf. for example Banerjee 
et al. (2020) and Demmou et al. (2021)). Empirical evidence suggests that company debt has a negative impact on 
investments (cf. for example Barbiero et al. (2020) and Kalemli-Ozcan et al. (2019)).

6 Cf. Projektgruppe Gemeinschaftsdiagnose (2020).

7 Cf. Streibich & Lenarz (2021).
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Economic prosperity is also influenced to a large extent by human capital within the 
economy and start-up dynamics, where challenges are also emerging as a result of 
changing views on self-employment and entrepreneurship due to the pandemic. It’s no 
secret that businesses have been in real jeopardy during the pandemic, and therefore 
the pool of people willing to take a risk and set up their own company may have become 
even more limited than it already was.8 Further, school closures during the lockdown 
periods may lead to future human capital being lost – if students are not able to catch 
up on the learning they have missed. This could mean another devastating blow for 
productivity growth (see chapter 3.2).

It is also important to bear in mind that the COVID-19 crisis has not affected all coun-
tries and economic areas to the same extent. In Germany, skills and social capital lay 
idle and was in part even devalued, requiring the education system and professional 
networks to rebuild and recover. In contrast, providers from other economic areas, 
particularly Asia but also other countries in Europe, have likely been able to get ahead 
of their competition.

2.2 Potential courses of action

When it comes to economic policy, it is essential to facilitate the imminent and major 
structural change toward more productive sectors with more productive companies 
and more productive business activities, and in some instances even to support it with 
targeted measures.9 In terms of the social market economy, action must be taken to 
counteract the negative effects of structural changes on some people to ensure that they 
too have a positive outcome (see chapter 3.3).

Within the context of the COVID-19 crisis, it is also time to revisit the discussion on 
a strategic industrial policy in parallel with digital sovereignty. The primacy of mul-
tilateral agreements and political approaches was already being thrown into question 
before the pandemic by the US government under President Trump and by the People’s 
Republic of China’s claims to dominance.10 Other countries were also discussing ways 
of strengthening their own capabilities in specific technologies and sectors. During the 
pandemic, a heightened vulnerability of national interests regarding the supply of vac-
cines and personal protective equipment (PPE) was evident, once again highlighting 
the need to discuss the purpose of national industrial policy.

8  Cf. Jiang & Sohail (2019); Kozeniauskas (2017); Salgado (2019).

9  Cf. Rodrik (2004); Stiglitz et al. (2013).

10  Cf. Bai et al. (2016); Wübbeke et al. (2016). 
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Resulting from these observations, two overarching areas of political action come to 
the fore. First of all, industrial, innovation, and fiscal policies need to be laid out to 
facilitate and support the structural changes that have become even more apparent in 
the wake of the pandemic. This is necessary to create growth that meets sustainability 
requirements and is driven by corporate action. In addition, with regard to government 
institutions and measures, it is necessary to clarify whether and how strategic capabil-
ities can be strengthened at the national level. At the same time, they should be incor-
porated in an integrated European approach.

2.2.1 Facilitating and supporting structural change

Corporate activities that contribute to economic renewal include investments in 
physical capital, research and development as well as investments in entrepreneurial 
activities.11 If more attention is to be focused on the private sector in the wake of the 
crisis than at its peak, it makes sense to create favourable conditions for corporate 
activities and dynamic structural change.12 So as not to excessively impede structural 
change, supportive measures that were implemented during the peak of the pandem-
ic should generally only be temporary, and larger government investments should 
also be reduced as soon as possible.

Providing efficient infrastructure

When it comes to increasing Germany’s international appeal as a location for business, 
it is important to set up efficient, adequately digitalised administrative structures and 
processes, a range of high-performing research institutions covering everything from 
basic to applied research, and high-quality infrastructure for economic activities, in 
particular transport infrastructure. Most importantly, digital infrastructure must be 
expanded, as it provides the foundation for commercial production and promotes digi-
talisation within the private sector. The country and its federal states must confront the 
need for a sustainable strategy for upgrading, expanding and adding to existing infra-
structure in a variety of areas (see chapter 5.3). At the European level, it is a matter of 
real urgency to create a functioning digital single market.13

11  Cf. Cimoli et al. (2008); Greenwald & Stiglitz (2013); Stiglitz et al. (2013).

12  Cf. Sachverständigenrat zur Begutachtung der Gesamtwirtschaftlichen Entwicklung (2019)b.

13  Refer to the European Commission’s plans to strengthen the single market for digital goods and services in Europe.
 https://eur-lex.europa.eu/legal-content/DE/TXT/HTML/?uri=CELEX:52015DC0192&from=DE 
 (Accessed: 12 June 2021).
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Structural change cannot be implemented if the population is not equipped to deal with 
it. Ensuring that everyone is ready to adapt will also minimise social costs and encour-
age the acceptance of changes within the society.14 As a result, there are high demands 
on early academic and vocational education and on professional development, particu-
larly in regard to digitalisation. It is not only important to provide the necessary digital 
tools but also to find ways to encourage their effective use.

The school closures aimed at stopping the spread of the virus caused most pupils to 
miss more than half a school year, with children and adolescents from disadvantaged 
backgrounds being most affected (see chapters 4.1.3, 4.2.4). This has led to significant 
learning gaps in the next generation of the workforce. Weaker skill sets give rise to 
reduced productivity and less innovation, which will only add to the growth-inhibiting 
effects of the demographic shift. If this generation is not able to close these educa-
tional gaps, the future may hold considerable declines in growth and significant social 
disparities.15

Fiscal incentives for investment and innovation

Fiscal policy has a major impact on economic activity. The measures employed – and 
how they compare with the measures employed globally – determine capital invest-
ments, productivity, employment, and income distribution in Germany. Given that 
many structurally sound companies do not have liquidity buffers due to the COVID-19 
crisis and the amount of debt has seen a sharp increase, fiscal policy measures aimed 
at increasing liquidity would be most helpful in expanding the scope of investments for 
structural changes in the current situation. This would especially be the case for small 
and medium-sized enterprises. A good place to start would be to adjust options for off-
setting losses as well as modifying the tax base and taxation rates.

Improvements in terms of offsetting losses can create liquidity and help companies 
settle their debts quickly after the crisis. During the financial crisis, extending tax loss 
carry back provisions – that is, the opportunity to offset losses resulting from the crisis 
against profits from previous tax years – kept many companies in business.16 However, 
since restrictive measures on carry backs remain in place, it would also be meaningful 
to consider temporarily suspending the minimum tax.17 This latter measure would al-

14 Cf. Bloom et al. (2019).

15 Cf. Hanushek & Wößmann (2020). 

16 Cf. Devereux et al. (2020). In the second and third Coronavirus Tax Assistance Acts, the amount of carry back permit-
ted was increased. The regulations are still relatively restrictive, however, due to the fact that carry backs can only be 
applied to the previous tax year.

17 Cf. Koch & Langenmayr (2020). Suspending the minimum tax would shift the tax base in the future. Given the low 
interest rates at the moment, this would not put too much extra strain on the public budget. Suspending the minimum 
tax for a limited time would also limit the potential for abusing the system. For more on this, see Hey (2011) and others.
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low companies to lower their tax burden sooner and to a greater extent using losses 
suffered during the crisis as soon as they begin making a profit again. The regula-
tions on the expiration of loss carry forwards for acquisitions should also be evalu-
ated more carefully, especially since they can make it harder for start-ups to access 
venture capital.18

Another way to stimulate structural investment in a targeted way would be to extend 
tax depreciation allowances for fixed assets. Evidence has shown that this allows com-
panies to considerably expand their capital investments and offer more employment 
opportunities.19 As small and medium-sized enterprises tend to respond well, tenden-
cies towards market concentration could be counteracted. Furthermore, this measure 
would only benefit companies that actually invested. It would predominantly support 
companies that have been negatively impacted by the COVID-19 crisis, have little  
liquidity and would otherwise find it very difficult or expensive to finance new invest-
ment projects externally owing to increases in debt. Given the current low interest 
rates, this would be a cost-effective measure for the government. Tax payments would 
simply be postponed until a future date. Considering that the tendency to invest and the 
effects of fiscal incentives are reduced during times of crisis, there are strong arguments 
in favour of providing strong incentives.20

With respect to international tax competition extended depreciation allowances could 
also render Germany more attractive as a business location.21 Before the pandemic, 
Germany had become considerably less attractive in terms of business taxation. Other 
measures – especially decreasing the corporation tax rate – would also have a positive 
effect but would be more expensive in fiscal terms. Compared to other countries, Ger-
many has one of the highest tax rates on profits for incorporated businesses.22 Reducing 
the corporate tax rate could, most importantly, encourage highly profitable investment 
projects, which often have positive effects at the local level, such as creating well-paid 

18 Cf. Bührle (2021). 

19 Cf. Banerjee et al. (2020); Garrett et al. (2020); Maffini et al. (2019); Zwick & Mahon (2017).  

20 Cf. Guceri & Albinowski (2019).

21 Cf. Feld & Heckemeyer (2011).

22 Taking the national and municipal level into consideration, the effective corporation tax rate is over 30% in Germany 
(cf. Sachverständigenrat zur Begutachtung der Gesamtwirtschaftlichen Entwicklung (2018), Chapter 6). Germany still 
has one of the highest corporation tax rates in the world, despite the recent announcements to increase corporation 
tax rates in the UK and plans by the Biden administration to raise rates in the USA.  Corporate taxes generate stronger 
inefficiencies than other types of taxes. This means that it is possible to boost economic growth by lowering corporate 
taxes while also increasing other taxes that do not have such a strong effect (see, for example, OECD (2010)). 
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jobs and boosting productivity at local companies through knowledge transfer.23 This 
would also help reduce the risk of losing the tax base to other countries with lower rates 
of taxation.24

Increasing tax incentives for research and development (R&D) is another option worth 
considering. Often, companies are only able to unleash new productivity potential in 
connection with their own R&D projects. Specific tax support for R&D activities could 
encourage companies to increase their efforts in this area and also lead to agile interna-
tional R&D activities within multinational corporations.25 In recent decades, a number 
of countries have started to offer substantial research funding through the tax system 
by means of tax credits for research and development activities or generous depreci-
ation provisions against the tax base.

Germany has only recently introduced a measure in this vein with its research allow-
ance. This is provided in addition to project-based government R&D funding and par-
ticularly benefits small and medium-sized enterprises. Especially when companies 
lack the internal resources or the ability to take on additional debt, this measure helps 
them to carry out R&D activities. The administrative costs are relatively low and the 
provisions provide a more reliable basis for planning than R&D funding offered on a  
project-by-project basis.

In its current form, however, the research allowance is relatively restrictive when com-
pared internationally. Particularly for small and medium-sized enterprises, it could be 
beneficial to expand this allowance as a way of encouraging more investment in R&D 
and counteracting increasing market concentration.26 Empirical evidence suggests 
that tax incentives for R&D are highly effective. It is challenging to structure them in 
such a way that free-rider effects are limited which result if companies repurpose other  
activities as R&D.27

23 Cf. Devereux et al. (2020) and Wissenschaftlicher Beirat beim Bundesministerium der Finanzen (2019). It is not yet  
clear how the COVID-19 crisis will influence the global mobility of companies and capital, if at all. One scenario suggests 
that the pandemic could reduce international capital mobility and in turn weaken global tax competition. The vulnera-
bilities in supply chains exposed by the pandemic could cause companies to be more strategic with their investments in 
future, with less of a focus on fiscal considerations. Opposite effects are also possible, however. After all, the pandemic 
reinforced the importance of digital business models and value chains, which generally increase capital mobility and 
opportunities for international tax optimisation.

24 Cf. Dharmapala (2014), for example.

25 Cf. Guceri & Liu (2019); Knoll et al. (2019).

26 Cf. Expertenkommission Forschung und Innovation (2020).

27 Cf. Bloom et al. (2019) for an overview of the literature. Recent studies show that tax incentives for R&D activities can 
actually sometimes incite opportunistic behaviour. In other words, companies may repurpose other activities as R&D 
to gain tax benefits. Evidence does show, however, that reducing the tax payable on R&D investments does significantly 
boost R&D activities and productivity within businesses (cf. Akcigit et al. (2018); Bloom et al. (2002); Dechezleprêtre et 
al. (2016); Curtis et al. (2018); Chen et al. (2018); Bøler et al. (2015)).
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Strengthening crisis resilience

The COVID-19 pandemic has shown the extreme vulnerability that can arise due to 
specialised supply chains. For this reason, many companies are now looking at their 
buying processes in light of potential future pandemics that may disrupt supply chains 
again. This involves careful consideration of the conflict between procuring inputs at 
the best price and ensuring a secure supply.

While it is possible to build resilience to international trade frictions by diversifying 
trade chains, this cannot perfectly safeguard supply chains, e.g., in a global pandemic. 
Partial or even full renationalisation of production may lead to an increased security of 
supply but it also comes with higher costs because the international division of labour is 
not being utilised. Even if companies are generally called to make their own decisions, 
the public interest in a guaranteed security of supply sometimes outweighs the private 
interests of the companies in certain sectors, for instance when it comes to the supply 
of medical resources. State intervention could be required here – ideally coordinated 
at the European level.

The pandemic has also impaired the overall crisis resilience of companies whose equi-
ty dwindled during this time. First and foremost, business owners are responsible for 
remedying this situation. State intervention is only justified when private sector invest-
ments in crisis resilience remain below a level that optimally meets the needs of society. 
This suggests (again) that the existing tax advantages associated with debt financing 
impede an increase in equity ratios, which needs to be more critically evaluated.28

Increasing innovation

Activities relating to research and innovation have a huge impact on structural change 
and economic growth because of their positive external effects.29 Considering this, state 
funding should be provided for private innovation efforts and knowledge transfer.30 
During the COVID-19 pandemic, state-funded basic research was proven to be an im-
portant condition for the rapid development of vaccines. Yet frictions regarding fund-
ing and important framework conditions, such as authorisation, have inhibited the use 
of this potential until now, particularly in the life sciences and biotechnology sectors. It 
should be assessed whether changes to the patent system or state patent acquisitions 
may be required with a view to preparing better for another pandemic.31

28 Cf. Sachverständigenrat zur Begutachtung der Gesamtwirtschaftlichen Entwicklung (2015), Chapter 8.

29 Cf. Bloom et al. (2013); García-Manjón & Romero-Merino (2012); Lucking et al. (2018).

30 Cf. Hausmann & Rodrik (2003); Rodrik (2008).

31 Cf. Kremer (1998).
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If innovation policy were to take a horizontal approach, interventions would not favour 
any specific technologies, companies or sectors. This would give rise to opportunities 
for unexpected technological progress and structural changes supporting growth. This 
policy approach would also reduce the risk of state intervention being abused in favour 
of individual interests or, often in close connection, to consolidate the status quo.32

In regard to specific sectors or technologies where individual interventions in the eco-
nomic structure or innovation activities appear to be justified, the government must 
exercise particular caution. Any such intervention should ideally follow strict criteria, 
and the allocation of funding should take place on a competitive basis. The use of 
funding should be monitored throughout, and the impact of the measure should be 
evaluated ex post.33

The energy transition provides a good example of the benefits of a broader approach 
as opposed to narrower attempts on the part of the government to exert control. The 
introduction of uniform carbon pricing as a key instrument for the European energy 
transition could greatly increase efficiency potential and also encourage research into 
better technological solutions. That is why the academies of science recently suggested 
that Germany should strongly advocate for uniform carbon pricing to be set swiftly 
across sectors, technologies and member states in Europe. This could reduce the costs 
associated with transforming the energy system, whilst improving the reliability of  
climate policy frameworks which is necessary for investments.34

Encouraging entrepreneurial activities

Start-ups are an important source of new products, services, and business models.35 
As these start-ups generally pursue new directions, it is difficult to say with certainty 
what their profitability and growth prospects might be. Faced with disparate national 
regulations across Europe, many new companies tend to choose the USA or Asia as 
the springboard for their international expansion. Moreover, high-tech start-ups to 
start often take much longer than traditional venture capital business models to begin 
turning a profit. Findings from behavioural economics also suggest that suitable role 
models are crucial to instigate entrepreneurial activity.

32 Cf. Jones (2016); Riess & Välilä (2006).

33 Cf. Baldwin & Robert-Nicoud (2007).

34 Cf. Nationale Akademie der Wissenschaften Leopoldina (2019); Nationale Akademie der Wissenschaften Leopoldina et 
al. (2020); Sachverständigenrat zur Begutachtung der Gesamtwirtschaftlichen Entwicklung (2019)a. 

35 Cf. Atkeson & Kehoe (2007); Decker et al. (2014); Dent et al. (2016).
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If newly formed companies were provided better access to growth capital, it would 
likely have a positive impact on start-up culture. This could prevent the phenomenon 
of many knowledgeable, high-tech companies formed in Germany and the rest of  
Europe ultimately entering foreign stock exchanges. If more companies were to go 
public in Germany, the country would likely attract more venture capital investments, 
as this would provide an attractive exit strategy for venture capital funds.

In an attempt to better mobilise the venture capital scene on the whole in Germany, 
restrictions on investments could be eased for financial intermediaries, existing gov-
ernment support schemes could be increased and the associated processes could be 
streamlined, and alternative measures beyond venture capital models could be intro-
duced for external and internal financing and coordinating potential investors.36

2.2.2 Improving the ability to take strategic action

The COVID-19 pandemic has led to a reiteration of recent calls to strengthen efforts to-
ward technical sovereignty and the implementation of strategic industrial policy. These 
topics did not receive much attention in previous decades since free trade has been 
largely secured within the World Trade Organization (WTO) system, with breaches 
against the WTO rules being sanctioned fairly effectively despite long delays. Within 
the EU, state aid schemes limited national measures being taken in favour of a state’s 
own market players. Even before the COVID-19 pandemic, the discussion on the com-
bination of economic and geopolitical interests had come to a head, and will likely  
intensify even further over the coming years.

This is due in part to the most recent five-year plan put forward by the People’s Republic 
of China, which sets out goals to dominate all relevant areas of science and technology. 
In the USA – even after the most recent change of government – state measures have 
been introduced to enable the production of semiconductors (3 nm and 5 nm process) 
and 5G technology for telecommunications at domestic sites. This approach is not only 
aimed toward Chinese suppliers like Huawei but also intends to create independence 
from European manufacturers like Ericsson and Nokia. When it comes to new tech-
nology trends like quantum computing, artificial intelligence, blockchain and cloud  
architecture, the world’s largest economies are also developing plans centred around 
improving their own technological prowess and strengthening their local supply chains.

The European Union needs to formulate new responses to these developments, as 
omitting them from important discussions surrounding strategy could put Europe’s 

36 Cf. Achleitner et al. (2019); Akcigit et al. (2019); Bertoni et al. (2015), (2019); Colombo et al. (2016); Expertenkommis-
sion Forschung und Innovation (2019); B. Hall & Lerner (2010); Kortum & Lerner (2000).
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economic and social interests at serious risk.37 It could be equally problematic if policy 
makers identified these areas for action but would then commit to a level of interven-
tion or an agenda that they may not be equipped to accomplish successfully. A govern-
ment that is increasingly required to be clever in its consideration of strategic issues 
must first and foremost be able to identify those strategic issues and differentiate them 
from others. New technologies and innovative sectors have strategic relevance predom-
inantly in light of the way in which they complement other areas of the economy and 
exhibit tendencies toward concentration of market power. One example is the develop-
ment and rollout of effective COVID-19 vaccines.

Government interventions and plans in strategically important areas stand in opposi-
tion to the market-based international division of labour. Equally, it would be naive to 
leave these actions out of considerations relating to economic and security policy. Not 
being present and active in key industries could make Europe susceptible to blackmail 
on an international level. That is why it makes sense to discuss targeted interventions 
and corresponding proactive options for action. It is important to ensure that ideas 
aimed toward a strategic industrial policy at the national level are incorporated into 
a European strategy. The notion that Germany could create new industries with high 
added value solely on the basis of its own strength as a nation is unrealistic.

Given that strategic measures and policies can come with high consequential costs, it is 
important that they are used in a targeted and cautious manner. Between setting policy 
goals and successfully implementing them, a phase of careful, competent planning and 
analysis is required. Due to the complexity of the technological and scientific develop-
ments in question, this stage relies on political players’ ability to act strategically and 
effectively. Ultimately, the responsible departments also need to be given the tools to 
implement plans of this calibre swiftly.

In the USA and the People’s Republic of China, the government often cooperates with 
organisations that have long-standing expertise in the relevant area. Europe, in con-
trast, often lacks the necessary skills and knowledge required for strategic analysis and 
policy making. At times, the available information is also distorted by strong individual 
interests. For example, in the field of quantum technology, stakeholders in the fields of 
science and economy and the relevant federal government departments have not yet 
been able to formulate a common strategy. With advice from an independent body with 
the relevant expertise, it would have been easier to make policy decisions in this field or 
even possible to improve the quality of the measures passed.

37 Cf. Bundesministerium für Wirtschaft und Energie (2019); Mazzucato (2015), (2018)a, (2018)b; Melitz (2005).
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With this in mind, an important goal for German and European industrial policy 
over the coming years should likely involve the creation of an effective network of 
independent specialist institutions that can be tasked with assessing significant new 
technological developments on the basis of the latest scientific knowledge and of-
fering a forward-looking perspective on strategically important fields of technology 
and innovation. The idea of setting up new departments like the Office of Technology 
Assessment (OTA) or the Defense Advanced Research Projects Agency (DARPA) in 
the USA should also be considered. As the current critical discussions surrounding 
the recently founded (in Autumn 2019) German Federal Agency for Disruptive Inno-
vation (SPRIND) reveal, new approaches will only be able to bear fruit if the funding 
of promising projects makes sufficient allowances for taking risks.
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3 Distribution and inequality

The COVID-19 pandemic and the measures taken to curb the spread of the virus have 
had a serious impact on the economy and the job market. Many households suddenly 
had to deal with the fallout of lost income. Additional strain was placed on many ‘es-
sential’ professions, such as those in nursing and childcare facilities. Many families had 
to take on new childcare responsibilities at home. Whilst the social welfare systems 
limited the loss of income in many cases, the pandemic has exposed the shortcomings 
of those very systems. It is important to mention that, in comparison, some groups 
have been less impacted by the pandemic, including people who have been able to work 
from home as well as those who do not have children to look after and those working in 
a sector less seriously affected by the pandemic (e.g. the public sector).

In addition to short-term effects, the pandemic may have long-term repercussions on 
the level and distribution of income in Germany. This will mainly come down to the 
disparate impacts of the pandemic on the educational sector. The repeated reliance on 
distance learning has contributed to a loss of learning and in turn reduced the earn-
ing potential of an entire generation of young people, particularly for lower-achieving  
pupils and those from disadvantaged educational backgrounds. On top of loss of learn-
ing, there is an increased risk of school dropout and life-long effects that may be seen 
by those who enter the job market in the midst of an economic crisis.38

Similarly, structural changes expedited by the pandemic could have different effects 
on job opportunities for those already in the workforce, depending on their sector and 
level of qualification. It can be assumed that inequality will be exacerbated more dra-
matically if the advantages of the technological transition are reaped predominantly 
by those with the highest qualifications, as has been the case in the past.39 Lastly, the 
existing gender inequality in the opportunities for employment could become even 
worse. With this in mind, this chapter sets out the possible distributional impact of the 
pandemic based on observations to date and puts forward potential political courses of 
action in response.40

3.1  Cushioning the short-term distributional effects of the pandemic

The COVID-19 crisis has had a heterogeneous impact on the gross earnings of groups of 
the population, following unusual categorical distinctions. Some sectors have suffered 
extreme losses in profit and income owing to contact restrictions and social distancing 
measures imposed by the government and changes in consumer behaviour, with the 

38 There is plenty of empirical evidence for the long-term ‘scarring effects’ associated with entering the job market during 
challenging economic periods (cf. for example Brunner & Kuhn (2014) and Oreopoulos et al. (2012)). 

39 Cf. Dustmann et al. (2009); McAdam & Willman (2018) and the literature cited therein.

40 A detailed presentation of empirical information on the effects of the COVID-19 pandemic can be found in Stantcheva 
(2021). 



24 Distribution and inequality

hospitality and restaurant industry and cultural sectors being amongst the worst hit. 
By comparison, other areas of the economy have escaped largely unscathed and some 
have even profited from the situation, including delivery companies and online retail-
ers. Most notably, employees in the public sector have not experienced any income loss 
due to the crisis.

Initial studies show that market income has dropped noticeably across the board on  
average, but households with lower incomes have been disproportionately affected by 
the pandemic. The short-term effects have also shifted over time. For example, more 
people with lower incomes were affected by unemployment in Spring 2020, whilst 
more high-income workers faced job loss in Summer and Autumn 2020.41

The additional non-monetary consequences of the pandemic were not felt evenly  
either. The health of some groups of the population has been at greater risk, including 
those working in healthcare, nursing care and childcare in particular. Some workers 
found themselves under greater pressure at work than others due to the pandemic. 
Families were forced to struggle with childcare at home during the pandemic. Further, 
the psychological stress caused by the lockdown and social distancing measures did not 
affect everyone equally.

Changes to gross income were offset in part through the tax system and government 
transfer payments. Employees who were making mandatory social welfare contribu-
tions were in part compensated with unemployment benefits and short-time work pay. 
The short-time work scheme was expanded during the pandemic and the application 
process was made easier. Families’ income was supplemented through a one-off bonus 
for those already receiving children’s allowance. Business owners were offered support 
from the government in the form of temporary and immediate aid, loans, guarantees 
as well as tax breaks and deferrals. The short-time work scheme also helped businesses 
to avoid costs associated with the dismissal and recruitment of employees. Despite all 
of these support measures, there were shortcomings and delays, especially felt by the 
self-employed and anyone waiting for the November support payout. Those who have 
profited from the pandemic ultimately pay a disproportionately high amount of tax, 
whilst those who have been disadvantaged the most also pay less tax accordingly.

It is still not clear how inequality in terms of net household income has developed in 
the pandemic. Initial studies suggest that, at least at the early stages of the pandemic, 
government transfer payments kept things well balanced. In other words, inequality 
in terms of net disposable household income did not increase significantly during the 

41 Cf. Bach et al. (2020); Beznoska et al. (2020); Bruckmeier et al. (2020); Kohlrausch et al. (2020); Sachverständigenrat 
zur Begutachtung der Gesamtwirtschaftlichen Entwicklung (2020).
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pandemic. Other studies point to a slight increase in inequality.42 Currently, no data is 
available regarding the effect of the pandemic on the distribution of wealth.

Potential courses of action

When suggesting potential political courses of action relating to distribution, the 
difficulty lies in the fact that the short- and long-term effects of the pandemic on 
distribution are not yet known and that responses in this area depend on value judge-
ments. There are various possible routes the government could take in its response. 
The first option would be to change the social welfare systems to ensure that groups 
of the population who have been less protected until now could be better taken care 
of during a crisis. Another option would be to identify the mechanisms causing the 
serious impact on those groups most affected by the pandemic with a view to taking 
precautions to stop the same thing happening again. Finally, it is necessary to respond 
to the long-term effects of the pandemic on distribution.

People on different sides of the public discussion are calling for changes to be made to 
the tax system to close the gap between those who were most and least affected by the 
pandemic – beyond the measures that have already been taken. If the government were 
to consider this course of action, the challenge would be identifying those who were 
most and least affected. The impact of the pandemic – in financial and non-financial 
terms – does not follow a clear path. Instead, it varies within industries as well as in-
come and wealth brackets.

Changes to taxes based on income or wealth would not provide a targeted means of 
closing the gap between those who came out of the pandemic in the best and worst po-
sitions. Even a tax basis that takes into account changes in income between 2019 and 
the COVID-19 crisis years would, at best, only partially solve this problem since income 
does not generally remain stable over time – let alone during a pandemic. Further, 
many non-monetary burdens do not necessarily correlate with changes to income. Re-
gardless of any redistribution between those who came out of the pandemic in the best 
and worst positions, the ability-to-pay principle of taxation would mean that house-
holds with higher incomes would make a bigger contribution to covering the costs of 
the pandemic than households with lower incomes.

Rather than creating special COVID-19 taxes for a set period of time, it would also be 
possible to make use of the future tax progression by using loan financing to cover the 
costs of the pandemic. As outlined in chapter 5, the current level of public debt and 
low interest rates at the moment allow for some of the tax burden to be shifted to the 

42 Cf. Bach et al. (2020); Beznoska et al. (2020); Bruckmeier et al. (2020); Kohlrausch et al. (2020); Sachverständigenrat 
zur Begutachtung der Gesamtwirtschaftlichen Entwicklung (2020).
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future. This could have a positive impact on the economic recovery in the wake of the 
COVID-19 pandemic and in turn on government tax revenue. If tax burdens were to be 
spread out over time, generally undesirable changes to behaviour in response to a tax 
increase could be kept to a minimum. In other words, reticence towards making invest-
ments and associated deadweight losses could be avoided.

3.2  Preventing greater educational inequality

Many inequalities come down to educational background. Children and adolescents 
from disadvantaged households rely on suitable schools and their unique support 
mechanisms to provide them with equal access to opportunities. The important bene-
fits of those very schools and support mechanisms across the country were put on hold 
for extended periods during the COVID-19 pandemic (see chapter 4 for a discussion 
of the performance of the education system). Children and adolescents from disad-
vantaged socioeconomic backgrounds and lower-performing pupils have been most 
seriously impacted by the pandemic.43 The mental and physical health of children and 
adolescents has suffered and the existing inequalities in skill development have been 
exacerbated.44 Opportunities are now even less equal than before the outbreak of the 
pandemic.

This will have serious economic repercussions in the long term. If action is not taken, 
learning losses equating to a third of an academic year will result in a decrease of around 
3% in earned income on average during a person’s career.45 There is also the risk that a 
lack of equal opportunities could have a negative impact on economic growth.

Potential courses of action

In its fifth ad hoc statement in August 2020, the Leopoldina put forward a number 
of measures that could be taken to reduce deficits caused by the COVID-19 pandemic 
within the child care and education sector.46 Those measures included keeping schools 
and child care facilities open for as long as possible during the pandemic, combining 
face-to-face and distance learning, and encouraging closer cooperation between these 
institutions and families.

43 Cf. Agostinelli et al. (2020); Andrew et al. (2020); Bacher-Hicks, Goodman and Mulhern (2021); Chetty et al. (2020); 
Engzell, Frey and Verhagen (2020); Grewenig et al. (2020); Maldonado and De Witte (2020).

44 Cf. Nationale Akademie der Wissenschaften Leopoldina (2021); Wößmann et al. (2021).

45 Cf. Hanushek and Wößmann (2020).

46 Cf. Nationale Akademie der Wissenschaften (2020)b.
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Following this approach, in the event of future school closures, mandatory online les-
sons via video conferencing would be provided for all pupils every day. Teachers would 
follow set lesson plans, which would allow for periods of self-directed learning to con-
solidate the content covered in online lessons. It would also be important to carry 
on with the usual test and examination procedures – even when relying on distance 
learning – as a way of keeping children and adolescents motivated.

The measures implemented to ensure that lessons and support mechanisms are run-
ning smoothly should focus more closely on providing additional support for children 
and adolescents who are from socially disadvantaged backgrounds and who are lagging 
behind their peers. It is necessary to ensure that they have access to the relevant tech-
nology. The parents and families of these pupils require special assistance, for example 
through home visits or support in multiple languages. It can be useful for school  
authorities as well as social and child welfare services to combine their efforts to reach 
children and adolescents from socially disadvantaged backgrounds.47

It will take time to compensate fully for pandemic-driven disadvantages to the academ-
ic success of the most seriously affected pupils and students and to allow them to catch 
up with their peers since the effects of academic success are in fact amplified over the 
course of a lifetime.48 Presumably, it would make sense for some pupils to repeat the 
entire school year in order to have the chance to catch up on material and find their 
bearings.

If rising inequality in education is to be limited in the long term and pupils are to catch 
up on the lost learning, extensive support measures must be viewed as an absolute pri-
ority for pupils with weak academic records and from disadvantaged educational back-
grounds. In order to offer afternoon catch-up lessons at schools and summer school 
programmes, student teachers could be brought on board temporarily, for example. 
Particularly additional one-to-one extracurricular activities, such as tutoring and sup-
port provided by student mentors, could well help motivate pupils who have fallen 
behind and get them excited about learning again. The benefits would likely be most 
significant if the programme focused on fundamentals such as preparatory maths and 
language skills. In the coming years, it also makes sense to centre educational curricula 
and syllabuses around these fundamental skills.49

47 Cf. Cremer (2021).

48 For more on the topic of dynamic complementarities cf. Cunha & Heckman (2007) and for their effect in the context of 
the school closures during the COVID-19 pandemic cf. Fuchs-Schündeln et al. (2020).

49 Cf. also Nationale Akademie der Wissenschaften Leopoldina (2021); Ständige wissenschaftliche Kommission der KMK 
(StäwiKo) (2021).
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Investments in adaptive learning software and the required digital devices could also 
prove invaluable when it comes to offering individual support. Such efforts would re-
quire a large sum of additional government education funding for staff and resources, 
but the costs would be more than covered by the future increase in income if the meas-
ures are successful in significantly mitigating the impact of the loss of learning. As 
outlined in more detail in chapter 4.2.4 on the performance of the school system, ad-
ditional funding would need to be combined with major structural reforms and clear 
political direction to ensure that it is put to effective use.

3.3 Counteracting distribution effects brought about by 
rapid structural change

In many areas of economic activity and employment, the COVID-19 pandemic has sped 
up the process of structural change (see chapter 2). Many companies have upped their 
investments in digitalisation and adapted their value creation processes during this 
time. It is also unlikely that retailers based in physical shops, businesses in the cultural 
sector and companies offering any services relating to business travel will be able to 
pick up exactly where they left off when the pandemic hit. As a result of this structural 
change, workers have been redistributed across sectors and working conditions have 
also been transformed.

In addition to providing income security, the government generally takes on the re-
sponsibility to qualify those for new employment who lost their position as a result of 
structural changes. In other words, all jobseekers have access to further training oppor-
tunities as a basic principle. On the contrary, for currently employed members of the 
workforce, further training is generally offered through their employer, who clearly has 
an interest in well-trained employees.50 Still, not all employees are offered equal access 
to further training opportunities.

Empirical evidence suggests that less-qualified workers who perform routine tasks 
are less likely to participate in further training programs even though digitalisation 
has put their positions at particular risk.51 Within the context of structural change, it 
should be deemed a priority for such workers to train for new positions in different 
sectors and take advantage of the benefits of quickly progressing technological devel-
opments relating to digitalisation, automation, robotics and artificial intelligence.

50 Cf. Ruhose et al. (2019).

51 Cf. Heß et al. (2019); Schwerdt et al. (2012).
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Potential courses of action

Against this backdrop, the statutory provisions for state funding offered for further 
training were recently expanded and a national continuing education strategy was 
passed. In the wake of the upheavals caused by the COVID-19 pandemic, the existing 
funding formats need to be extended to allow more people to take advantage of the 
further training measures on offer. Improving the conditions for access as well as infor-
mation campaigns and incentives to encourage employers to allow time for their em-
ployees to pursue further training should all be considered as priorities. There is also 
room to improve and extend the national continuing education strategy with a view 
to breaking down barriers stopping people from accessing further training, creating 
transparent structures, ensuring professional instructors, standardising skill sets, and 
making these standards available.52

A second approach would involve systematically linking further training to the short-
time work scheme. Various studies suggest that a push for further training played an 
important part in the strong recovery response after the 2008/2009 financial crisis.53 
As a third option, incorporating access to further training and more effectively funding 
it as part of the short-time work scheme through collective labour agreements could 
allow employees better access to further training and continuing education.

As a final point, Germany lacks the structures to easily enable employees to access fur-
ther training opportunities voluntarily. Modular, certified training programmes would 
be helpful here, as has been seen in the dual vocational training system. Online or hy-
brid options could make training opportunities more accessible. Certificates could be a 
way of providing employers with clear and reliable proof of the skills acquired, which 
would encourage employees to invest in this kind of training. It would also be worth 
considering the merits of setting up a support system for those in the workforce who 
decide over the course of their career (around the ages of 35 to 55) to change directions 
and need to complete further training or even an entirely new degree programme. With 
a view to offering further training that would be taken up by less-qualified people, it is 
necessary to consider the obstacles currently faced by this group of the population and 
the ways in which those obstacles could be overcome.

A system of lifelong learning along these lines could be based on the dual vocational 
training system. Businesses, employee representation groups and government author-
ities could all be involved in creating such a system. An expert committee or a round 
table discussion with partners from the social sector, politicians, training providers, 

52 Heinrich-Böll-Stiftung (2020) and Heß et al. (2019) offer further discussions on this topic.

53 Cf. Hutter & Weber (2020); Weber (2020).
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and researchers could deliver helpful recommendations for ways in which to set up 
a system of this nature. The ultimate goal would be to offer modular training that is 
tailored to the learning needs and capabilities of the relevant age group. This would 
provide a way of achieving a training certificate that sends a clear signal to employers 
and meets the needs of the current job market.

3.4 Counteracting setbacks in gender equality

Whilst the labour force participation rate for women in Germany has significantly in-
creased over the past few decades, there are (and indeed there were before the pan-
demic) considerable differences in employment behaviour and income between men 
and women. Women take on more responsibility for unpaid housework and family care 
and are more likely than men to work part time. Also, substantial differences remain 
in wages between men and women (i.e. gender pay gap).54 Research shows that social 
norms and insufficient frameworks, especially a lack of adequate childcare options, are 
the main forces behind the gender differences in employment.55

Many of these gender divides have been brought to the fore during the pandemic. As 
measures were rolled out in an attempt to control the virus, mothers found themselves 
bearing the brunt of the challenging childcare situation. Although both parents divid-
ed the responsibilities in many families, working women were harder hit by the lack 
of childcare outside the home than their partners.56 Mothers were more likely than  
fathers to be impacted by reductions or changes to their working hours. In principle, 
this pattern can be explained by the additional childcare responsibilities and the loss of 
job opportunities.57 In the USA, women working in the service sector were the hardest 
hit by job losses.58 To date, a similar situation has been largely avoided in Germany 
thanks to the short-time work scheme, but there is nothing to rule out subsequent 
repercussions. In any case, the asymmetrical division of additional childcare respon-
sibilities between mothers and fathers is obviously not solely due to gender-specific 
differences in changes to working hours.59

Surveys show that during the COVID-19 pandemic mothers have combined their jobs in 
home office with household responsibilities (usually childcare) more often than fathers, 

54 Cf. European Commission (2016) and Wissenschaftlicher Beirat beim Bundesministerium der Finanzen (2018) and the 
evidence cited therein.

55 Cf. Bauernschuster & Schlotter (2015); Grewenig et al. (2020); Kleven et al. (2019).

56 Cf. Alon et al. (2020); Zinn et al. (2020).

57 Cf. Dullien & Kohlrausch (2021); Hans-Böckler-Stiftung (2020, Graph 3).

58 Cf. Alon et al. (2021).

59 Surveys have shown that if a man loses his job, the childcare and housework will be divided 50/50 between partners. 
However, if a woman loses her job, she will take on more of the household responsibilities (cf. Andrew et al. (2020)).
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which has also led to them being disturbed and interrupted more often while working.60 
Assuming this leads to a drop in productivity, there may be negative repercussions on 
pay and job opportunities. Those who must care for others at home are generally at a 
greater risk of losing their job.61 This situation could strengthen some employers’ ex-
pectation that it is primarily the responsibility of women to care for children and family 
members. That in turn reduces women’s chances of being hired, promoted and further 
qualifying themselves.

Effects to the contrary are also possible, however. Although mothers have borne the 
brunt of additional household responsibilities during the COVID-19 pandemic, sur-
veys have also shown that fathers have been more involved in childcare during this 
time – especially when they experienced unemployment or short-time work. Empirical 
research suggests that if these effects are long-lasting, men’s involvement in childcare 
could increase in the medium term.62 Mothers could also benefit from the fact that most 
companies have become more accommodating in terms of flexible working hours and 
home office arrangements during the pandemic. If this flexibility remains beyond the 
pandemic, it may become easier in the future to combine work and family life.63 It still 
remains to be seen, however, whether career opportunities will continue to depend on 
people being physically present at the office.

Potential courses of action

Attitudes towards gender equality are largely determined by social norms, although 
government institutions and their influence on social norms also play a role.64 For ex-
ample, family policy decisions like childcare provisions and parental leave pay regula-
tions have an impact upon social norms and the careers of working mothers.65 With a 
view to closing the gender care gap that has been exacerbated by the COVID-19 pan-
demic, additional months for partners could be added to the parental leave payment 
scheme.66 Similarly, additional childcare spaces could be created to counteract the job 
loss or reduced hours that some parents are facing.

As it stands, the amount of government transfer payments depends on net income rath-
er than gross income. As a result, the tax bracket applied to married couples translates 

60 Cf. Andrew et al. (2020).

61 Cf. Adams-Prassl et al. (2020).

62 Cf. for example Alon et al. (2020); Tamm (2019). 

63 Cf. Alon et al. (2020); Goldin (2014).

64 Cf. the literature overview and the discussion in Alon et al. (2020) and Kawaguchi & Miyazaki (2009).

65 Cf. Bauernschuster & Schlotter (2015); Fitzenberger et al. (2004); Rainer et al. (2013).

66 Cf. Frodermann et al. (2020); Schmieder & Wrohlich (2020); Tamm (2019).
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directly to inequalities in the case of wage replacement transfers, e.g. for parental leave, 
short-time work, and unemployment benefits. This can put the secondary earner in a 
marriage (most often the woman) at a disadvantage. Internal family negotiations can 
also be impacted, and often there is little incentive for the secondary earner to work at 
all. On that basis, it would be worth considering calculating transfer payments irrespec-
tive of tax brackets. The tax bracket also determines the marginal tax rate for breadwin-
ners and secondary earners throughout the year. If government and society are truly 
interested in contributing to equal labor force participation, it could be meaningful to 
reform the joint taxation system for married spouses.67

The gender-specific effects of the COVID-19 pandemic already mentioned and the ex-
tensive government action taken in response to the pandemic provide motivation to 
address the issue of gender neutrality in government measures. The only way to achieve 
this level of neutrality is to recognize and understand the economic impact of measures 
on women and men. The practice of gender budgeting provides useful identification 
and assessment criteria that should be given more consideration.68

3.5 Adjusting the level of protection provided through social welfare systems

The COVID-19 crisis has highlighted the groups of the population that currently have 
little protection through the social welfare system. This is true in particular for the 
self-employed and those working in marginal employment. As a result of the COVID-19 
pandemic, the number of people working in low-paying, marginal employment (‘mini-
jobs’), has dropped from 7.5 million at the start of 2020 to 7.0 million at the start of 
2021, a decrease of more than half a million.69 Since the introduction of the German 
social insurance legislation, people in marginal employment have been exempt from 
social insurance contributions or income tax. Originally, the idea was to save on admin-
istrative expenses. Instead, employers pay fixed contributions but then shift the burden 
to employees who end up with less attractive working conditions.70

These working conditions were already being critically discussed even before the start 
of the pandemic. Marginal employment is not fulfilling its intended purpose of acting 
as a stepping stone to the workforce. By establishing a low-income threshold, mar-
ginal employment – in combination with joint taxation of spouses – has led to pitfalls 
that stop career progression, halt the development of human capital and prevent the 
creation of jobs offering adequate pension schemes. From the employer’s perspective, 

67 Cf. Bach et al. (2020); Wissenschaftlicher Beirat beim Bundesministerium der Finanzen (2018).

68 Cf. Cengiz et al. (2019); Kuhl (2010); Wiesner (2021).

69 Figures can be found in the employment statistics provided by the German Federal Employment Agency.

70 Cf. Tazhitdinova (2020).
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marginal employment is more flexible than employment subject to social insurance 
contributions, but it is also associated with higher employer contributions. Empirical 
evidence suggests that marginal employment is replacing employment subject to social 
insurance contributions to a certain extent.71 The pandemic has most notably drawn 
attention to the limited social protection available to those in marginal employment. 
Since they are not covered by unemployment insurance, they have not been able to 
take advantage of the short-time work scheme during the pandemic, despite its further 
extension.

Throughout the COVID-19 crisis, self-employed members of the workforce have often 
been particularly hard hit and have repeatedly struggled to survive financially. They have 
neither received protection through unemployment insurance nor have they been in-
cluded in the short-time work schemes that were so important during the crisis. It could 
be problematic if this experience makes people even less willing to start their own busi-
nesses and be self-employed in the wake of the pandemic than before (see chapter 2).

The situation during the COVID-19 pandemic has been quite different for pensioners, 
who have found themselves in an unusually better position than those still paying into 
their pension pots. Following sizeable pension increases of 3.45% in the West and 4.2% 
in the East beginning 1 July 2020, pensions should have been reduced in 2021 to ac-
count for the drop in income caused by the pandemic. Yet, since pensions are guar-
anteed, it is not possible to realize reductions. Instead, the so-called ‘recovery factor’ 
implies that future pension increases will be lowered until the original balance between 
pensions and the average wage has been restored.

This is relevant for pension adjustments in 2021 since the base, the average wage, has 
decreased. However, in 2019, the government suspended the ‘recovery factor’ until 
2025, meaning that pensions will continue rising against earned income. In sum, the 
COVID-19 pandemic will put pensioners in a better position relative to those in the 
workforce over the next years.

Potential courses of action

One option for reforming marginal employment could be to incorporate it into the 
short-time work scheme, but this could result in a failure to consider other fundamen-
tal reforms. Therefore, a better option would be to consider completely doing away with 
marginal employment (i.e.‘minijobs’ with a monthly salary of 450 euros or less, along 
with ‘midijobs’ with a monthly salary ranging between 450.01 euros and 1,300 euros), 
or at least imposing significant restrictions. Restrictions could involve a return to lower 

71 Corresponding analyses are provided in Brüggmann (2020); Caliendo et al. (2016); Collischon et al. (2020); Groll 
(2015); Tazhitdinova (2020).
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maximum earnings (e.g. 100 euros per month instead of 450 euros per month). Alter-
natives would include imposing a maximum duration on the amount of time for which 
each person could go without paying insurance contributions or to limit this type of 
employment to certain groups of the population (e.g. students and pensioners). As a re-
sult, people would not be able to benefit from the option to avoid paying tax and contri-
butions by falling under the marginal employment provisions for their part-time work.

Discussions with practitioners (e.g. tax advisors and employees of the inland revenue 
office) should be sought out in order to find a way to make the regulations for marginal 
employment simpler for private households, especially since these jobs are at particu-
lar risk for drifting into the shadow economy if they are no longer exempt from social 
insurance contributions. Similar to the existing procedure for registering employees in 
private households who are earning 450 euros or less per month (‘Haushaltscheckver-
fahren’), further clear, simple procedures need to be defined. The Césu (Chéque Emploi 
Service Universel) system in France could be a useful model to follow.72

To reduce the problems caused by the lack of protection for the self-employed and keep 
self-employment attractive, options for voluntary unemployment insurance for the 
self-employed could be expanded and grants for new businesses could be increased.73

If the ultimate aim is to reduce the advantageous position of pensioners over people still 
paying pension contributions, a reasonable solution would appear to be reintroducing 
the ‘recovery factor’ to the pension adjustment calculation before 2025 (when this is 
due to happen anyway). This would permanently lower the pension level by a slight 
margin and reduce sharp increases in contribution rates.74 Whilst this measure would 
reduce the permanent relatively advantageous position pensioners find themselves in 
following the COVID-19 pandemic, it would not address the question of an appropriate 
absolute pension level that is viable in the long term. This requires a separate analysis 
in combination with the adjustment of the legal retirement age.

72  Cf. Césu (2021).

73  See Jahn & Oberfichtner (2020) and Oberfichtner (2019) for a discussion of this topic. Cf. Schoukens & Weber (2020).

74  Cf. Sachverständigenrat zur Begutachtung der Gesamtwirtschaftlichen Entwicklung (2020), Chapter 6; Werding   
 (2020); Wissenschaftlicher Beirat beim Bundesministerium für Wirtschaft und Energie (2021)b.
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4 Capacity of government organisations

The COVID-19 pandemic has highlighted just how much the economy and society rely 
on the capacity of government organisations. Considering the role of governmental in-
stitutions during the COVID-19 crisis – and without taking anything away from the 
commitment and dedication of their staff – shortcomings have become apparent in 
Germany and the rest of Europe. The German economic model is based on private au-
tonomy, open markets, and competition, which are protected and secured by a govern-
ment regulatory framework. The government’s capacity is also critical in many areas in 
which private and public interests diverge, especially in crisis situations. This requires 
much more than just the provision of adequate funding and human resources.

• A public good such as protection against infection can only be guaranteed by gov-
ernment regulations and measures, which are also required to curb the spread of the
virus and to achieve herd immunity. It is essential to keep the public informed and
use suitable means to convince them to do their part; ultimately, each individual’s
behaviour can have a far-reaching impact beyond just the people they personally
come into contact with and potentially infect. Incentives relating to liability and fi-
nancial compensation have little effect when it comes to protecting against a virus
in a free society, despite their use as measures to influence behaviour in other areas.

• The experience of the COVID-19 pandemic has shown the importance of government 
provisions in several realms. This includes education, healthcare, and funding for basic 
research: the speed of vaccine development can be largely credited to public funding.

• Government measures to mitigate the negative effects on citizens and businesses are
important for compensating the consequences of the pandemic restrictions, whether
these were government-imposed or voluntary. An event such as a global pandemic
is something for which private-sector insurance schemes were not able to prepare
in advance. With that in mind, it is even more important to take measures to cush-
ion the damaging effects in the aftermath. This level of compensation can only be
provided by the government, as it lays the foundations for the subsequent economic
recovery and provides an ex-post insurance against the collective damage caused by
the COVID-19 pandemic.

The pandemic has clearly demonstrated advantages and disadvantages of Germany’s 
position within the European Union and the global economy. Germany is heavily in-
volved in international trade and relies on open borders for people and goods. In addi-
tion to the economic advantages of international networks, international diversification 
ensures a more secure supply of raw materials and primary products than if production 
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were to be kept exclusively within national borders. Germany has a considerable in-
terest in safeguarding global cooperation. Tendencies toward international isolation 
and de-globalisation that have come about during the pandemic and cast doubt on the 
advantages of the international division of labour should not be encouraged.

The downsides of Germany’s highly international economic structure include not only 
the risk of the virus being brought in through open borders but also the risk of German 
companies being too dependent on trade partners beyond national borders. The pan-
demic has revealed that the international division of labour makes supply chains sus-
ceptible to disruption and is also affected by the strategic behaviour of other countries 
in response to crisis situations. These aspects call for coordination with international 
partners.

4.1 Analysis

Although analysis of the government’s crisis management will have to remain ambigu-
ous due to a lack of data and can therefore only be supported with anecdotal evidence, 
it is still clear that the COVID-19 crisis has shed light on areas in need of serious im-
provement when it comes to the capacity of governmental institutions on a national 
and international level. On this basis, the following subchapter begins by outlining the 
areas in which the capacity of government organisations could be improved. This pre-
liminary analysis will be followed up by a summary of possible courses of action.

4.1.1 Crisis management

• The response to the pandemic was largely reactive, which was completely under-
standable given the novel nature of the threat. Having said that, the Federal Office of
Civil Protection and Disaster Support had already set out a similar scenario for the
spread of a Coronavirus back in 2012, which fully captured current developments.
Recommendations were outlined that would have been cost-effective to implement
in comparison with the actual costs incurred to date.75 Moreover, compared inter-
nationally, some other Western democracies were quicker and more proactive in
their response. For example, Austria rolled out systematic testing very early on and
the UK tested with a view to gathering research data rather than limiting testing to
people showing symptoms.76

75 Cf. Bundesamt für Bevölkerungsschutz und Katastrophenhilfe (2013).

76 The UK introduced random sample testing as Pillar 4 of its testing strategy: https://assets.publishing.service.gov.uk/ 
government/uploads/system/uploads/attachment_data/file/878121/coronavirus-covid-19-testing-strategy.pdf 
(Accessed: 20/03/2021).

https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/878121/coronavirus-covid-19-testing-strategy.pdf
https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/878121/coronavirus-covid-19-testing-strategy.pdf
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• The prevention paradox – when successful preventative measures appear to have
been unnecessary after the event – gave the misleading impression in Germany and
elsewhere that positive developments occurred independent of restrictions enforced
by the government. It was overlooked and even blatantly ignored on a number of
occasions that easing measures to stop the spread of the virus upon reaching target
values leads to a resurgence of infections.

• In some cases, lockdown measures were eased on the basis that the pandemic could
be kept under control using alternative strategies, but those strategies, such as test
and trace, were not rolled out consistently.

4.1.2 Distribution of duties and responsibilities within the federal system

• The crisis coordination committee made up of the Chancellor and the federal states’
governors was convened on an ad hoc basis to manage this unprecedented crisis. As
the pandemic has continued and communications from the government have come
from many different parties and even been contradictory at times, the coordination
between the federal government and federal state and local authorities has faced
more backlash as time has gone on. It is hard to say whether it would have been
better to have a more central approach to managing the pandemic led by the federal
government or to have had more input from the local parliaments. One question be-
ing asked in particular is whether more thought could be given to the wider regional
impact of measures taken by states and local authorities on their neighbours.

• It is also unclear whether an alternative government organisation could help address
the allocation of responsibilities, which has not appeared very transparent to the gener-
al public until now. A more unified approach could also potentially create greater clar-
ity surrounding the regulations in place at a particular point in time. This would have 
to be weighed up against the benefits of an approach adapted to regional circumstanc-
es, however. It would also be important to consider the extent to which a free and plu-
ralistic society would be willing to forgo diverse crisis management communication.

4.1.3 Operational adaptability

• From the very start of the pandemic, data protection was a major consideration. This
limited some of the actions the government could take, with particular reference to
the COVID-19 mobile app. The government did not attempt to enter into a wider
discussion about the importance of data protection in light of concerns surrounding
public health and the additional damages on health, society and the economy that
stemmed from the implemented measures. In hindsight, a thorough analysis of com-
peting fundamental rights could have led to a different outcome.
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• Shortcomings in digitalisation led to inefficient operational procedures rolled out 
by the health authorities and meant that key initiatives could not properly get off 
the ground, including the prompt analysis of infection rates by region and real-time 
monitoring of new virus variants.

• There were also serious issues involved with the switch from in-person to distance 
learning at schools (see text box). This was due in part to the abrupt nature of the 
change as well as earlier failures to integrate new technology into education policy. 
Furthermore, despite the experts’ warnings of the danger of a second wave, too few 
precautions were taken in Summer 2020 to prepare to quickly adapt teaching meth-
ods and materials in the event of further school closures.

• 
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Government capacity during the COVID-19 pandemic:  
Case study: school education

 

The COVID-19 pandemic has revealed the extent to which society relies on the public school system 

working effectively. The government is responsible for the structured supervision of children and ado-

lescents on a daily basis, arrangements for the transfer of knowledge and skills, and the central social 

role of schools for pupils. There is absolutely no denying that headteachers, teachers and everyone 

else working in schools and school administration settings have worked extremely hard throughout the 

pandemic. Yet, there are structural shortcomings that we would like to address here.

Examples of shortcomings during the pandemic

1. The schools were often left with just one or two days to prepare to reopen, with the necessary mea- 

sures being announced right at the last minute. This approach only added to the extreme uncertainty that 

already existed amongst pupils, students, parents, teachers and schools.

2. During the school closures, schools lost contact with some children and adolescents. During the first 

lockdown, there were also very few online lessons together with the entire class. As part of a representa-

tive population survey, data collected from more than 1000 parents of school-age children revealed that 

57% of pupils had an online lesson delivered to their class less than once a week during the first lockdown. 

Only 6% had an online lesson delivered to their class every day.77 One-to-one contact with teachers was 

even more seldom. When the schools were closed for the second time at the start of 2021, a quarter of 

pupils and students had online lessons delivered to their class every day, whilst 39% had online lessons no 

more than once a week.78

3. In most cases, the digital platforms available to schools were not designed to cope with the large num-

ber of participants. Particularly with regard to video conferencing apps, it was difficult to find a solution 

that ticked all the legal boxes and complied with the relevant data protection regulations.

4. Even after the first wave of COVID-19, many schools were still not equipped with long-term solutions 

for delivering online lessons via video conferencing, meaning that they were not well prepared for further 

closures when the second wave hit. There was no plan for a large-scale switch to online teaching, in which 

teachers would follow a timetable and deliver content to all pupils in online lessons via video conferencing.

5. The different approaches followed by different states caused even more confusion and uncertainty 

amongst the population. Coordination between the states under the umbrella of the Standing Conference 

of the Ministers of Education and Cultural Affairs was usually limited to setting general objectives. Decisi-

ons about schools made at meetings between the state governors and the Chancellor were often obsolete 

within a matter of hours, by which point individual states had swiftly announced their own contradictory 

regulations.

6. The fact that the states have ultimate authority and financial responsibility when it comes to teaching 

staff but material expenses usually fall under the remit of local school boards has caused serious problems 

in coordinating the response to the COVID-19 pandemic. For example, this situation has made it difficult to 

apply a universal approach to making decisions on protective measures or setting up a digital infrastruc-

ture given that the responsibility for this fell to the school boards.

77 Cf. Wößmann et al. (2020).

78 Cf. Wößmann et al. (2021).
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7. The federal government funds pledged under the ‘Digital Pact’ in 2019 and provided as part of the 

COVID-19 recovery measures were not accessible to schools for some time owing to the complicated hier- 

archy of federal responsibility. As an example, not even half a percent of the money allocated under the 

‘Digital Pact’ had been accessed by summer 2020.79

8. The school closures also meant that less content could be covered in lessons and exams could not go 

ahead as normal. Curricula were not adapted to the circumstances as planned and most changes were not 

communicated transparently.

9. Most states made the conscious decision to stop all learning assessments for an extended period dur- 

ing the pandemic. This makes it difficult to come up with an evidence-based response to the pandemic 

in schools and impedes a critical public discourse based on the results of the government’s education 

policy.80

Possible causes

1. Federal structure: The distribution of responsibilities within the federal structure of the education sys-

tem would appear to be behind some of the shortcomings discussed. With decision-making power at the 

state level and responsibility for material expenses at the local authority level, it has been difficult to act 

quickly in a coordinated effort to develop and roll out protective measures in schools and purchase and 

implement the technology required for online distance learning. It is also possible that additional strains 

on local authority finances in recent years, which were not countered by any extra financial capacity, may 

have worsened the hesitant approach to solving problems.

The complexity of the hierarchy of federal responsibility and the legal regulations needing to be agreed 

upon between the federal government, states and local authority school boards have so far prevented 

schools from accessing the federal funding pledged under the ‘Digital Pact’ and COVID-19 recovery mea-

sures.

2. In Germany, the potential for competition between state systems at the education policy level has not 

been able to fully develop owing to a lack of available data and limited standards for making comparisons 

between states.81 This applies to discussions in the public and the media as well as research focused on 

state comparisons.

3. Lack of clear political guidelines and regulations: A lack of clear political guidance by the relevant minis-

tries on key issues also made it difficult to quickly roll out viable protective measures in classrooms and 

effective distance learning concepts across the board. The responsibility for decisions on the necessary 

protective measures often fell to individual schools, and there was also a distinct lack of clear guidance 

and communication. This concerned, for example, regulations on mandatory contact between teachers 

and students and explicit orders for compulsory daily online lessons delivered via video conferencing dur- 

ing school closures.

4. Weaknesses of operational implementation: The COVID-19 crisis has also uncovered administrative 

weaknesses, ranging from shortcomings at the management level of the administration and ambiguous 

official letters being sent to schools to the inadequate implementation of protective and supportive mea-

sures in schools.

79 Cf. Rachel (2020). 

80 Cf. Nationale Akademie der Wissenschaften Leopoldina (2020)b.

81 Cf. Wissenschaftlicher Beirat beim Bundesministerium für Wirtschaft und Energie (2016). 
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4.1.4 Open borders: people and medical supplies

The role of national borders has been under a great deal of scrutiny during the pandem-
ic, as several specific examples demonstrate.

• Border controls have been greatly reduced over the past few decades, which has
encouraged international mobility. Yet, this open approach has conflicted with the
need to curb the spread of the virus during the pandemic.

• During the COVID-19 crisis, borders have been closed and export bans on certain
medical supplies have been enforced as an emergency response by Germany and
other member states, with serious repercussions for the economy and society.

• Exports to certain countries outside of the EU require authorisation, with approval
being sought from the relevant member state. Taking the position of the European
Commission into consideration, each country then decides on whether to grant au-
thorisation. Careful coordination is required here, with the system at risk of breaking 
down if some countries are more liberal than others and the European Commission
is not able to make its voice heard.

• Borders have also been a central issue in conjunction with the travel regulations. It
is problematic, for example, when one member state allows bars and ski resorts to
open in order to attract tourists from other member states, creating a risk of them
becoming infected on holiday and spreading the virus once they return home.

4.1.5 Strengthening resilience: production and provision of vaccines

The coordination of activities that go beyond a nation’s own capacities and interests is 
particularly meaningful from a public health and innovation point of view.

• When it comes to supplying medical products and vaccines, for example, cost- 
effectiveness has to be weighed up against supply security. Given the importance
of medical supplies, supply security is an extremely relevant consideration. It is
worth considering diversifying production and acquisition of these goods, even if
it means higher purchasing costs in certain situations. The EU, owing to its single- 
market ties, seems to provide an appropriate framework for such a diversification
strategy. There is a chance that the regulation of the united single market and the
resulting coordination necessary between the EU member states will involve less
tension within the EU than between countries that are not part of the EU or other-
wise closely linked to it.
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• The vaccine procurement process can be taken as a valuable lesson here. By placing
orders together through the European Commission, the EU member states had the
advantage of approaching manufacturers with a greater market power. Had each
country placed an individual order, there would have been an overwhelming volume
of contracts. Preventing this also helped to avoid uncertainty regarding whether de-
livery commitments were actually realistic. There were potential drawbacks of this
approach at the national level, however. Compared to other countries like the USA
and the UK, only modest amounts of vaccine doses could be acquired early on.

• To successfully fight the pandemic, it is also necessary to look beyond the borders of
Germany and Europe. The position of Germany and the EU in the global economy
means that Germany will likely face negative repercussions if the rest of the world,
particularly developing countries, is not vaccinated quickly and comprehensively.82

With that in mind, it is meaningful for Germany to also consider people outside of
the EU and other developed countries rather than just quickly taking care of its own
population during a pandemic. Helping such countries with their vaccine rollout is
not only an act of solidarity; it is also in the Germany’s own interest.

4.2 Potential courses of action

There is not enough information available to date to formulate any concrete courses of 
action in response to the issues outlined. A non-political Investigative Committee com-
missioned by the federal government and states to review the handling of the pandemic 
and put forward reform recommendations could be relied upon to review the presumed 
shortcomings put forward and any potential need for reform. It seems appropriate to 
grant this Investigative Committee the opportunity to conduct evaluations based on 
current available data, to call in experts and to incorporate the expertise of adminis-
trative institutions into their considerations. When setting up the committee, conflicts 
of interest on the part of members caused by their activities, particularly during the 
pandemic itself, should be taken into account and avoided. This would apply to people 
in administrative and political roles as well as those providing policy advice. It may also 
be meaningful to keep scientific and ideological balance in mind when making appoint-
ments to the committee.

Potential topics to be covered by the committee are outlined below. It may be advanta-
geous to officially task the committee with making recommendations that could directly 
support politicians in making policy decisions. The topics outlined below cover aspects 
relating to crisis management, the distribution of duties and responsibilities within the 
federal system and needs for operational reform. School education and public health 

82  Cf. Cakmakli et al. (2021).
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require closer attention. On the one hand, significant shortcomings have been exposed 
in these areas, and on the other hand, these areas will be central in the event of simi-
larly challenging crises in the future. The apparent need for international regulations 
in terms of border traffic and the coordination of healthcare measures also deserve 
consideration here.

4.2.1 Crisis management and resilience

In the medium term, it can be expected that there will be further threats in the form of 
infectious diseases and other crisis situations that lead to similar situations. With that 
in mind, it would be meaningful for the federal government, states and local author-
ities to strengthen resilience to all kinds of crises within the community. This could 
be achieved in coordination with the EU. From the current perspective, the following 
topics could be of interest for the Investigative Committee:

• To what extent is it necessary to improve the monitoring of newly developing infec-
tious diseases and continually ensure that potentially needed back-up material and
human resources within the healthcare sector are available?83 How should contingen-
cy costs be balanced against the anticipated benefit of back-up resources?

• How can the population be better prepared for crisis situations and become more
resilient in their efforts to overcome them? Can our risk literacy (our practical ability
to evaluate and understand risk) be improved? To what extent could risk communica-
tion and reporting on crisis situations contribute to better risk management?

• Is the government’s planned new direction for the Federal Office of Civil Protec-
tion and Disaster Assistance (BBK) enough to ensure better preparation for crisis
situations that may develop in the future and to ensure that responsibility for crisis
management is better shared between government departments?

• Alongside pandemics, flooding and droughts are climate-based natural phenomena
for which precautions can be taken. Should obligatory insurance be introduced ex- 
ante to cover the effects of future crisis situations? Business interruption insurance
would be one option as far as pandemics are concerned, potentially backed up by
catastrophe bonds (CAT) or the like. Ex-ante insurance to cover future events could
result in better protection in the aftermath of a disaster as well as additional preventa-
tive measures to minimise potential damages, which would in turn increase resilience
in society.

83  Cf. Abbey et al. (2020). 
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• How should the right to data protection and informational self-determination be
ranked against other fundamental rights like the freedom of assembly? As the experi-
ence of the pandemic is being processed, it is important to reflect on the government’s
actions and handling of conflicting legal interests with a view to being able to work
most effectively in the public’s interest in the future.84

• How can data be used to improve the response to crisis situations? To make
evidence-based political decisions in a crisis situation, it is essential that current,
reliable information is available. During the COVID-19 pandemic, relevant indica-
tors for economic and healthcare policy were lacking. Compared to other countries, 
Germany seems not to rely enough on findings from government statistics and sur-
vey research. For example, the US government used real-time population surveys
conducted by the Federal Reserve85, whilst data collection often lags months and
sometimes even years behind in Germany.86

• Another avenue to explore is whether and how better foundations for effective crisis
management could be laid by (i) providing more money and staff for data collection,
especially at statistical offices, and (ii) improving data skills within administrative
institutions.87

84 Cf. Wissenschaftlicher Beirat beim Bundesministerium für Wirtschaft und Energie (2021) and the 
discussion in Section III.2.

85 Cf. Bick & Blandin (2020); Federal Reserve Bank of Dallas (2021); Real-Time Population Survey (2021). 

86 Alstadsæter et al. (2020) had already published a working paper in May 2020 that contained Norwegian data from 
March and April 2020.

87 Cf. Bundesregierung (2021).
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4.2.2 Distribution of duties and responsibilities within the federal system and the EU

The Investigative Committee could also be tasked with analysing the allocation of roles 
within the EU, federal government, states, and local authorities and their interaction 
with non-governmental institutions. The distribution of duties and responsibilities 
within the federal system and the process of making political decisions (decentralised 
majority decisions or central responsibility) would also need to be considered with re-
spect to legitimacy and adaptation to heterogenous needs (principle of subsidiarity).88

The aims of potential reforms should consist of enabling an effective response to crisis 
situations, encouraging proactive preparation for dealing with unforeseen events, and 
facilitating quick action and adaptability. It would be important to carefully balance out 
the tensions that arise when considering local idiosyncrasies and the requirements of 
a coordinated public health effort that avoids negative external effects across borders 
resulting from different local strategies. Another point of consideration is how to take 
local differences into account without decentralisation negatively impacting upon the 
crisis response.

In the long term, it would be crucial to investigate whether a specific institutional 
framework could be introduced to improve the coordination required between mem-
ber states and the EU when responding to pandemics and natural and environmental 
disasters (e.g. radioactive contamination). The framework would serve, for example, to 
stop the international spread of infections across open borders and limit the negative 
effects of national government measures on other countries by effectively coordinating 
responses. This would make it possible to guarantee that border closings for people 
within the European single market could be used as an emergency strategy.

4.2.3 Reforms for better operational adaptability

The Investigative Committee could also be tasked with identifying ways to optimise 
the capacity of governmental institutions without compromising on legal security for 
citizens – the main advantage of bureaucracy being its rule-abiding nature. Reviewing 
bureaucratic processes could help to improve the effectiveness of the system and the 
quality of service. Two issues could be the main focus here.

First, organisational improvements to administrative institutions could be taken into 
consideration, including shifting the focus toward results, improving the efficiency 
of activities, simplifying procedures, defining clear responsibilities and profession-
alising the management level. Continuing education and training for administrative 

88  Cf. Nationaler Normenkontrollrat (2020), Chapter 1.2.2.
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staff could play a role, alongside matters of governance and management. Suggestions 
for systematically improving the capacity of the government and administrative insti-
tutions to take action have been put forward since the refugee crisis but have not been 
implemented to date.89

Second, the experience of the pandemic has also highlighted the urgency with which 
digitalisation needs to be rolled out to the administrative institutions. This requires the 
relevant funding and training to be provided.90 With that in mind, it seems advisable to 
coordinate digitalisation beyond the municipal level. Requirements surrounding data 
security would also need to be taken into account. This would be difficult to achieve if 
software manufacturers could be obligated by the authorities in their home countries to 
grant access to data.

The introduction of councils to advise individual states on how to set up their own 
structures, following the example of the national Normenkontrollrat, could be another 
approach to consider.

4.2.4 School education

One of the main tasks of the non-political Investigative Committee suggested here 
should be to look into the handling of the COVID-19 pandemic in schools and put for-
ward reform recommendations (see the text box). Unlike in other countries, there was 
no universal response to the pandemic at the school policy level. Face-to-face teaching 
was not scaled back as strongly in other countries as in Germany.91 The next logical step 
would be to retrospectively evaluate the advantages and disadvantages of Germany’s 
approach compared to other countries.

One key question would be whether the responsibilities and skills within the federal 
structure need to be shifted around in order to allow for an effective response to crisis 
situations, encourage proactive preparation for dealing with unforeseen events, and 
facilitate quick action and adaptability when necessary. It would also be important to 
consider how reliable collaboration between German federal states can be established 
as the norm. A nationwide framework of regulations and standards could be a useful 
tool for addressing key areas, such as the provision of digital communication platforms 
that are legally sound and comply with data protection provisions. In this way, a gov-
ernment contract could potentially be used to enforce, standardise and simplify admin-
istrative processes and central frameworks.

89 Cf. Nationaler Normenkontrollrat (2017), especially Section III.3. 

90 Cf. Nationaler Normenkontrollrat (2020).

91 Cf. OECD (2021).
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The Investigative Committee could also be asked to look into the scope of the coordi-
nation between representatives of the education and social sectors (e.g. welfare insti-
tutions and child and youth welfare services) during the pandemic. In some regions, 
staff working in these areas were furloughed (e.g. school assistants for children and 
adolescents with disabilities), whilst their workload was increased in other regions 
during the pandemic.

Crisis situations are easier to overcome when the government provides clear guidance 
and takes responsibility for important decisions. Operational shortcomings could be 
mitigated by measures associated with greater accountability in terms of implementa-
tion and results achieved. In particular, these measures would include reliable learn-
ing assessments, which were suspended in most states in Germany at the start of the 
pandemic. The development and provision of universal, reliable concepts for effective 
distance learning and viable relationships between students and teachers could result 
in the school system being better prepared for any further school closures in the future.

The pandemic fast-tracked the use of online and hybrid teaching. As a result, the con-
sequences of inadequate technical equipment combined with a lack of experience using 
these methods have become apparent. It seems worth considering investments in ap-
plied concepts to ensure the proper use of digital technology and training for teaching 
staff on how to professionally integrate digital media into the classroom. A scientific 
evaluation of methods used elsewhere in the world could provide a better understand-
ing of this topic.92

4.2.5  Public health authorities

Suggesting ways to improve the capacity of the public health service would also fall under 
the remit of the Investigative Committee. When looking to improve the services provided 
by public health authorities, their finances and staffing should first be reassessed. Other 
steps to be considered include rolling out state-of-the-art IT solutions nationwide, mak-
ing it attractive for people to work for the public health service, providing further educa-
tion and training, and strengthening connections to the research community.93

When it comes to coordination within the federal system and the education sector, 
the current distribution of responsibilities and skills should be reviewed to ensure 
that responses to crisis situations can be effective and flexible. Looking into ways of 

92 For specific recommendations on this, cf. Nationale Akademie der Wissenschaften Leopoldina (2020)b.

93 Cf. Nationale Akademie der Wissenschaften Leopoldina et al. (2015).
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combining analogue and digital workflows and processes could boost efficiency. That 
includes making swift progress with digitalisation on the basis of standardised and 
compatible systems.94

With a view to being prepared to tackle future crisis situations, the committee should 
systematically review public health services, considering the international level as well 
as cooperation at the European level. Analyses should identify ways of improving coor-
dination and cooperation between public health stakeholders and incorporating insti-
tutions and administration on various federal levels all the way to the service providers 
in hospitals and practices. There are several indications in favour of connecting the 
various levels of public health services, both regionally and in regard to the research 
community.95

If an analysis were to reveal that not all groups of the population had equal access to 
public health protection during the COVID-19 pandemic, the committee could also look 
into ways of setting out a prevention strategy and clearly communicating with specific 
target groups going forward.

4.2.6 International cooperation on healthcare measures

Responding to a pandemic has required a great deal of coordination between the EU 
member states. With a view to being equipped to handle similar situations in the future, 
the Investigative Committee could discuss the formation of a supranational institution 
for researching, monitoring and coordinating relevant health policy measures across 
the EU (European Health Board). Although issues relating to health policy are funda-
mentally different, one basic principle can be taken from the European response to the 
financial crisis: institutions and regulations were created to deal with the cross-border 
effects of discrepancies within the finance system with a particular focus on the rela-
tionship between the EU and its member states.

For example, the European Systemic Risk Board (ESRB) was set up in the wake of the 
global financial crisis with the aim of balancing national and supranational interests 
within the finance sector more effectively. Responsibility for measures taken to secure 
financial stability may remain at the national level, but there is close coordination and 
monitoring at the European level to make it easier to counteract negative effects across 
borders.

94 Cf. Streibich & Lenarz (2021).

95 Cf. Nationale Akademie der Wissenschaften Leopoldina (2020)a.
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Were a similar institution to be established within the healthcare sector, its respon-
sibilities could include compiling lessons to be learnt from the process of procuring 
vaccines and drawing up guidelines for similar situations in the future, particularly for 
dealing with export bans. There is also the question of how to approach preferences for 
exclusively unilateral measures, for example the national use of Russian and Chinese 
vaccines by Eastern European EU member states, which also caused delays in the pro-
curement of alternatives across the EU.

The Investigative Committee could also be tasked with considering global coordination 
that goes beyond the EU. Ideally, the coordination of subsidies for the production of 
vaccines, the continuity of the vaccine trade, the avoidance of protectionist tendencies 
and the creation of transparency regarding production capacities, production, storage 
and international trade flows would guarantee the global supply of vaccines. These ac-
tivities would go well beyond the remit of the COVAX initiative, whose support has en-
sured that poorer countries are not priced out of access to the vaccine. The framework 
for the ongoing coordination of measures could lie at G20 level, for example. It has to 
be said, however, that an initiative of this scale would require a very high level of trust 
between all parties involved, which may be unrealistic to achieve.
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Government measures taken in response to the COVID-19 pandemic have helped 
to largely stabilise the economy during this time. One example is the extensive gov-
ernment aid provided to keep companies affected by the pandemic and lockdowns 
afloat.96 The government aid and support measures are tied to public budget deficits 
and an increase in public debt, even though these are actually not very high by interna-
tional comparison.

In 2020, Germany’s deficit was 4.2% of the gross domestic product (GDP), with the ma-
jority being accounted for by the federal government (2.6%) and social welfare funds 
(1%), and a small proportion by the states.97 The aid and recovery packages caused  
Germany’s public debt to rise from around 60% to just under 70% of the GDP by the 
end of 2020. The German Stability Programme published in April 2021 predicted a 
deficit of 9% of the GDP for 2021. Loan guarantees for affected companies pose further 
risks for government finances and the new Next Generation EU fund (NGEU) will cre-
ate additional expenses over the coming years that will need to be financed.98

The increase in the debt ratio is more or less on a par with the financial crisis of 
2008/09. Given the historically low interest rates, it is highly likely that public finances 
are sustainable (see Table 1). Having said that, the interest rate could rise in the future 
and the measures set out in chapter 2 and 4 to improve structural changes and the gov-
ernment’s capacity will require more expenditures at least on a temporary basis. Com-
panies and banks find themselves in a precarious financial situation, which could make 
the recovery and return to the pre-pandemic path of economic growth difficult. There 
is also the danger of hasty consolidation in the face of so much uncertainty surrounding 
the global economy delaying a shift back towards full-time employment and ultimately 
entailing higher fiscal costs. These risks need to be considered.

Germany’s social insurance systems are also facing long-term challenges, as the baby 
boomer generation starts to retire whilst the birth rate is low and the average life ex-
pectancy is on the rise. The statutory pension funding issues arising from this, which 
already require significant subsidies from the national budget, will be exacerbated in 
the long term by the COVID-19 pandemic.99 Social insurance reforms in other areas will 

96  Cf. Sachverständigenrat zur Begutachtung der Gesamtwirtschaftlichen Entwicklung (2020).

97  Cf. Bundesministerium der Finanzen (2021)a.

98  Cf. Deutsche Bundesbank (2021).

99  Cf. Börsch-Supan & Rausch (2021); Wissenschaftlicher Beirat beim Bundesministerium für Wirtschaft und Energie
 (2021)b.
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also be necessary to counter the fiscal consequences of the demographic shift. Estimates 
show that spending on long-term care insurance will see a sharp increase in particular, 
whilst statutory health insurance will be affected slightly less dramatically.100

5.1 Development of the government debt ratio

There are several approaches to debt sustainability analysis.101 The following chapter 
focuses on the government’s debt ratio relative to economic strength as measured by 
GDP (i.e. government debt-to-GDP ratio). The reference values specified in the Maas-
tricht Treaty indicate that debt should remain under 60% of the GDP.102

It is worth looking back at the financial crisis of 2008/09 to put the impact of the 
current pandemic on public finances into perspective. During the financial crisis, the 
German debt ratio increased from 64% in 2007 to over 82% in 2010, before coming 
back down to just under 60% by 2019.103 Considering these figures, the increase in the 
German debt ratio in 2020 from 60% to around 70% is on roughly the same scale. 
Steady economic growth, increasing tax revenue and falling interest rates all contributed 
considerably to a decline in the debt ratio after the 2008/09 financial crisis.

Table 1 sets out hypothetical scenarios for how the public debt ratio could evolve in 
Germany up to 2050 based on different assumptions regarding the interest rate, eco-
nomic growth and government surplus without factoring in interest payments (i.e. 
the primary surplus).104 Increased growth, lower interest rates and a higher primary 
surplus equate to a lower debt ratio. The table does not indicate the likelihood of the 
scenarios. Rather, it only depicts the mechanisms behind the development of the public 
debt ratio in line with key economic variables.

100  Cf. Breyer & Lorenz (2020); Lorenz et al. (2020). There are conflicting views in academic literature as to whether 
increases in life expectancy will only shift healthcare costs to a later point in time or will actually cause them to rise.

101 Cf. D’Erasmo et al. (2016); European Commission (2020).whether fiscal solvency conditions hold

102 Cf. Holtfrerich et al. (2015).

103 Cf. Bundesministerium der Finanzen (2021)b.

104 Please refer to the appendix for further information on how the table was created. 
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Scenarios in which the debt ratio in 30 years would be lower than it is today are marked 
in green, whereas scenarios marked in red indicate a rise. Although there are clearly 
more green figures in this illustrative table, there are still scenarios in which the debt 
ratio would continue to increase, particularly those in which a shift back to higher in-
terest rates occurs without the primary surplus being adjusted.

The table demonstrates that stabilisation is possible without any major consolidation 
measures provided that the interest rates stay low. As the expenses associated with the 
pandemic cease and the “debt brake” regulations for limiting net borrowing are rein-
stated in the medium term, a primary surplus of around zero should be possible. Given 
the current real interest rate of -2% and a growth rate of 1%, public debt would drop to 
around 30% of the GDP within 30 years based on pure mathematical calculations.105 
By way of comparison, a real interest rate of 2% combined with the same growth rate 
of 1% would require consolidation measures to be taken. With an inflation rate of 2%, 
this would equate to the nominal interest rates rising from the current level of zero to 
around 4%.

If the current low interest rates remain stable over a longer period, it will be possible to 
stabilise and reduce the debt ratio even if growth rates are comparatively low. Analyses 
of debt sustainability, however, are very sensitive to changes in the central variables 

105  The real interest rate used below can currently be calculated as the yield on 10-year federal bonds minus the inflation  
 rate. The yield on government bonds is slightly negative. 

Table 1: Projections for the German debt ratio given various scenarios, 2020–2050

Real growth rate  0%     1%     2%

Real interest rate  -2% -1% 0% 1% 2% -2% -1% 0% 1% 2% -2% -1% 0% 1% 2%

 

   -3% 107% 132% 163% 204% 257% 88% 107% 132% 163% 204% 73% 88% 108% 132% 163%

   -2% 85% 106% 133% 169% 215% 69% 85% 106% 133% 169% 56% 69% 85% 106% 133%

   -1% 62% 80% 103% 134% 174% 49% 63% 80% 103% 134% 39% 49% 63% 80% 103%

Primary surplus 0% 40% 54% 73% 99% 133% 30% 40% 54% 73% 98% 22% 30% 40% 55% 73%

   1% 18% 28% 43% 64% 91% 10% 18% 29% 43% 63% 5% 10% 18% 29% 43%

   2% -5% 3% 13% 29% 50% -9% -4% 3% 13% 28% -12% -9% -4% 3% 13%

   3% -27% -23% -17% -7% 9% -29% -27% -23% -17% -7% -29% -29% -27% -23% -17%

Key: Table representing the public debt ratio in Germany in 2050 on the basis of various assumptions as to the real 
growth of the GDP, the real interest rate on government bonds and the entire country’s budget balance without fac-
toring in interest payments (primary surplus).
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of growth and real interest rate. A downturn in growth in the long term along with 
increased expenditures for social welfare systems, for example due to the ageing pop-
ulation in Germany, could change the outlook. Major fiscal interventions could be re-
quired in that case, even if a targeted immigration strategy could slow down population 
ageing in the short and medium term. There is also the risk of the interest rate going 
up again in the future. Potential changes to interest rates can, however, be managed to 
a certain extent by extremely long or ‘perpetual’ maturities, as suggested by Cochrane 
for example.106

Equally, recent macroeconomic research shows107 that, considering the strained bal-
ance sheet situation in the private sector, expansive fiscal policy could be crucial in 
getting production back to pre-pandemic levels and getting economic growth back on 
track. If fiscal policy follows the modelled version and has the corresponding impact on 
growth, the public debt ratio can decrease in relation to the GDP despite higher deficits 
or at the very least will not necessarily increase. In that vein, a responsible approach to 
stabilisation and structuring options afforded by the current low interest rates will be 
crucial as far as economic policy is concerned in coming years – as will staying smart 
when weighing up risks and opportunities.

5.2 Reintroduction of the “debt brake” and reform options

5.2.1 Analysis

Emergency clauses have been invoked to suspend Germany’s principal fiscal rule, the 
“debt brake” and European fiscal regulations for the time being. This exemption allows 
for fiscal stabilisation measures to be taken. Support can be offered to households and 
companies who are currently seeing their activities restricted and their income affected 
by the pandemic and government regulations.

Two questions can be raised here: Firstly, when will it be possible to cease the use of 
emergency clauses and reinstate the “debt brake”, returning to normal circumstances? 
Secondly, should the “debt brake” even be maintained in its current form?108 The 
main consideration is whether the “debt brake” would make it harder to implement 
economic policy objectives, such as increasing public investments at a time when 

106 Cf. Cochrane (2021).

107 Cf. Bayer et al. (2020); Hagedorn et al. (2019); Jordà et al. (2016).

108 A political debate was sparked by the comments made by Helge Braun, Head of the Federal Chancellery, in an article 
for the German newspaper ‘Handelsblatt’ on 26 January 2021. Blesse et al. (2021) demonstrate how the COVID-19 
pandemic has changed the preferences of members of German state parliaments on the reform of the “debt brake”. A 
reform of the “debt brake” is discussed, for example, in Hüther & Südekum (2020) and in several articles by different 
authors in Issue 5 of ‘Wirtschaftsdienst’ (cf. Bofinger et al. (2019)). Other contributions to the debate on the “debt 
brake” can be found in the journal ‘ifo Schnelldienst’ (cf. Schuknecht et al. (2021)). There, Schuknecht (2021) and 
Schnellenbach (2021) argue in favour of the “debt brake” being maintained in its current form.  
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interest rates are at historic lows. There is a serious and urgent need for investments 
to adapt the economy in line with the challenges of climate change and in turn enable 
sustainable growth.

In response to the first question: the constitutional “debt brake” allows the federal gov-
ernment a low ‘structural’ deficit of 0.35% of the GDP and demands a balanced budget 
for the federal states with economic influences being factored in, respectively. In 2020 
and 2021, however, the German Parliament ruled that an emergency clause could be 
applied to the “debt brake”, meaning that the federal government is not bound by this 
target value. Analogous clauses were applied to European fiscal regulations (the Sta-
bility and Growth Pact (SGP) and the Fiscal Compact). Many of the federal states in 
Germany passed similar resolutions on the basis that this was and is the only constitu-
tional way to finance government support measures during the COVID-19 crisis. The 
negative repercussions of hasty consolidation could potentially be much greater than 
the comparatively low costs associated with public debt at the moment.

Given the current legal framework, the question is raised as to when the “debt brake” 
exemption should be lifted, as the public budget can be expected to be consolidated in 
the medium term in line with German fiscal regulations. It is important to bear in mind 
that removing the emergency clause and reapplying the “debt brake” too soon after 
the easing of lockdown could undermine measures taken to support the economy and 
hinder the incipient upswing.

The second question needs to be considered separately – should the “debt brake” an-
chored in the German Constitution be maintained in its current form? There are var-
ious suggestions109 for ways to modify the “debt brake” in order to systematically con-
sider its use for achieving other political objectives. In light of this, it is meaningful to 
first explain the reasons behind introducing fiscal regulations like the “debt brake“. One 
reason cited in academic literature is an increased deficit trend within politics caused 
in part by different stakeholders accessing one common fiscal source as well as a cer-
tain short-sightedness within the world of politics.110 When political decisions are based 
largely on short-term considerations, the benefits of government projects in the future 
are not given as much consideration, especially since younger generations may not yet 
be old enough to vote or are less inclined to vote.

However, on closer inspection, the problems associated with political short-sighted-
ness are twofold. Firstly, there can be too much focus on current government spending, 
which is financed by public borrowing that will need to be covered by future taxpayers. 

109  Cf. Bofinger et al. (2019).

110  Cf. Alesina & Passalacqua (2016).
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Secondly, when public debt is on the table, government consumption expenditures in 
the form of staffing and social costs tends to be favoured over government investments, 
which primarily bring benefits in the future.

A fiscal regulation like the “debt brake” limits the first problem but does not address the 
second one. Doing away with the “debt brake” without replacing it in any form would, 
at least in principle, reduce the second problem because government investments could 
be financed by borrowing. Yet, this would not resolve the first problem. It is difficult to 
assess how to weigh up the relevance of these two problems against each other. Only 
one thing is clear: Both problems associated with short-sightedness are serious. On 
that basis, doing away with the “debt brake” without replacing it in any form is not rec-
ommendable. The same can be said for any other regulation that only addresses one of 
the problems associated with political short-sightedness.

5.2.2 Potential courses of action

More attractive incentives for forward-thinking investments could come in the form of 
a modified “debt brake” that allows for government net investments (gross investments 
minus depreciation) to be financed by borrowing. The option of financing investments 
with borrowing is called the ‘Golden Rule’, which already existed in Germany before the 
“debt brake” was introduced.111 However, there were serious shortcomings associated 
with this approach before, partly due to the fact that the notion of investment within 
the context of the Budgetary Principles Act and the Federal Budget Code is not fully 
convincing in economic terms.112 For example, spending on teaching staff is ultimately 
an investment in education, and yet it is not counted as an investment within the over-
all national accounts, even though their work in the education sector delivers benefits 
beyond the spending period.

It was also possible to finance gross investments with borrowing; with the scope of 
public capital stock only increasing by net investments, the net value is the appropriate 
economic indicator. Furthermore, the rule was only applied to budget plans and was 
not fully enforced, and the exemption clause, which was not linked to any concrete sce-
narios, was invoked very frequently.113 On that basis, a return to the approach followed 
prior to 2009 is not recommended.

111  Other countries’ experiences with the Golden Rule are outlined in European Fiscal Board (2020). In Deutsche  
Bundesbank (2019), suggested reforms for fiscal regulations within the EU are put forward and the option of financing  
investments with borrowing is considered here amongst others. 

112 A critical discussion on the notion of investment in Article 115 of the Basic Constitution before the introduction of the  
“debt brake” can be found in Sachverständigenrat zur Begutachtung der Gesamtwirtschaftlichen Entwicklung (2007),  
Numbers 93 and 94. 

113   Cf. European Fiscal Board (2020)b.
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To effectively use the Golden Rule, there are several matters that need to be resolved 
regarding what actually qualifies as an investment. A definition of what spending can 
be considered as an investment in the economy needs to be established and net in-
vestments need to be identified by determining depreciation and spending that has 
been falsely categorised as an investment. In order to avoid these issues surrounding 
what qualifies as an investment, the Golden Rule would need to be established in 
conjunction with effective governance structures. This could include, for example, 
the certification of public investments by an independent expert committee114 or the 
establishment of organisations to support investments, which could be tasked with 
maintaining consistent funding allocations from public budgets.115 

Special allowances for environmental spending are problematic when calculating the 
permitted level of borrowing. Provided that environmental spending is considered to 
be an investment, it would already be covered by the Golden Rule. Moreover, greater 
allowances for this category of spending would only add to the problems outlined above 
surrounding the question of what qualifies as an investment.

Without appropriate governance structures being rolled out with the Golden Rule, 
there is the risk of neither of the two problems of political short-sightedness being ad-
dressed, meaning that the weaknesses of the fiscal regulations in place prior to 2009 
would remain. Regulations should not be modified too often, since frequent changes 
can lead to a loss of credibility.

Still, it is important to keep in mind that any modifications to the “debt brake” would 
not be enough on their own to increase and improve public investments. A whole host 
of legal and planning problems must also be resolved. Examples include staff shortages 
in the planning departments at local authorities, complex tender processes, lengthy 
legal proceedings for infrastructure projects and problematic governance structures.116

The debates surrounding the reform of the “debt brake” and the “black zero” (i.e., zero 
deficit) policy should be kept separate on a conceptual level. The aim of Germany’s 
“black zero” policy is to keep the budget (at least) balanced. Easy to communicate in 
understandable terms within the public and political debate, this target was pursued by 
the government in the years that followed the financial crisis. It ultimately kept govern-
ment spending under control albeit during a period of positive GDP growth rates and 
favourable conditions on the whole. Unlike the “debt brake”, the “black zero” policy 

114 Independent expert committees are already relied upon elsewhere. For example, the Joint Economic Forecast was set 
 up independently within the context of the Forecasting Act (EgVG) to review economic forecasts as part of the federal 
 government’s budgetary and financial planning.

115  Cf. Wissenschaftlicher Beirat beim Bundesministerium für Wirtschaft und Energie (2020).

116 Cf. Wissenschaftlicher Beirat beim Bundesministerium für Wirtschaft und Energie (2020).
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is formulated without any regard for shifts in the economy. This is not viable in a re-
cession, as aiming for “black zero” results in a procyclical fiscal policy, which can have 
serious negative repercussions.

Other potential courses of action: The German Parliament decided to enact the consti-
tutional emergency clause to suspend the “debt brake” in 2020 and 2021. This means 
that the federal government is not bound by the structural deficit upper limit (taking 
into account shifts in the economy) of 0.35% of the GDP during this time. This was the 
right decision given that the lost income and increased spending brought about by the 
pandemic would have made it impossible to roll out support measures otherwise. As 
a result, the federal government’s structural deficit is expected to sit above 5% of the 
GDP in 2021.117

Projections set out in the German Stability Programme published in April 2021 for the 
whole country (federal government, states, local authorities, social welfare systems) 
suggest that structural deficits will be on the decline in the medium term. A structural 
deficit of around 2.75% is predicted for the entire country in 2022, with the figure drop-
ping to around 1.25% in 2023 and 0.5% in 2024.118

In the medium and long term, the federal government and states must also factor in 
their repayments for the additional borrowing under the exemption clauses into their 
budget plans. Repayment is governed by budgetary provisions or state legal regula-
tions and is usually required within a reasonable time frame.119 Where funds have been 
borrowed in order to respond to the COVID-19 pandemic, long repayment terms will 
reduce the pressure to consolidate each year whilst repayments are being made.

The point at which it makes sense to reinstate the “debt brake” and European fiscal reg-
ulations as normal depends largely on the strength and speed of the economic recovery, 
which is in turn dependent on the support measures taken by the government. Given 
the comparatively slow progress of the vaccine rollout in Germany, and indeed across 
the whole of the EU, it may be meaningful to extend the emergency clauses to 2022 if 
this would help counter economic risks and contribute towards the speedy recovery of 
the economy in Europe.

117  Cf. Bundesministerium der Finanzen (2021)c, Table 2.

118 There is no separate projection for the federal government’s structural fiscal balance in the Stability Programme. The  
 federal government’s unadjusted fiscal balance, without taking into account economic shifts, is estimated at -1% of the  
 GDP for 2023 (cf. Bundesministerium der Finanzen (2021)).

119 Cf. ifo Institute (2020).
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5.3 Municipal finances and investments

5.3.1 Analysis

Municipal finances were already in crisis before the pandemic – at least in areas of 
Germany that were quite negatively impacted by the economic development and struc-
tural changes of recent decades. The crisis affecting municipal finances goes back a 
long way, with its roots in the tax reform in the year 2000 that saw a reduction in the 
rate of corporate income tax. Along the way, the situation has been exacerbated by the 
municipalities’ contributions to the costs of social policy passed by the federal govern-
ment (e.g. housing costs covered by unemployment benefits ‘Arbeitslosengeld II’) and 
the fact that some states have not always been willing to fulfil their duty to provide the 
municipalities with the necessary funding.120

As was also the case with the refugee crisis, the COVID-19 pandemic has put additional 
strain on municipalities without the proper compensation being provided, both then 
and now. Examples include the loss of income from public transport, the additional 
pressure faced by the local health authorities and the costs of switching from classroom 
teaching to home schooling using digital means of communication. In the past, regular 
financial freezes on municipalities led to declines in local investments that were often 
not even offset by depreciation.121 Whenever shortfalls in public investment are a topic 
of public discussion, it is always the municipalities that are found to be suffering the 
most. That is why it is so important to avoid similar outcomes this time around that 
would block municipal investments even further.

Municipalities have been severely affected by the consequences of the COVID-19 pan-
demic.122 The fiscal balance of the municipalities may have only been slightly negative 
overall in 2020, but there are stark discrepancies at play here that must not be over-
looked. Federal government compensation for lost corporate income tax in the local 
authorities in 2020 was a huge source of support. Yet, this raises the question of how 
the municipalities can be provided with sufficient funding in the next few years. This 
question is all the more important when you factor in existing debts (some of which are 
sizeable) and a lack of municipal investment.

Unlike the federal government and states, municipalities can finance investments with 
borrowing provided that they can guarantee their financial sustainability; they are not 

120 Cf. Deutsche Bundesbank (2016); Wissenschaftlicher Beirat beim Bundesministerium für Wirtschaft und Energie  
(2020).

121 Cf. Arnold et al. (2015).

122 Camarero Garcia et al. (2020) describe the regional differences in economic resilience that already existed before the  
COVID-19 pandemic and the vulnerability to crisis situations exacerbated by the pandemic. 
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subject to “debt brake” regulations. A significant proportion of public debt taken out 
by municipalities, however, is in the form of cash credits (“Kassenkredite”), which can 
only be used to cover spending over the course of a financial year according to the 
states’ budgetary provisions. Yet, cash credits have still been used to finance spending 
not related to investments, which goes against budgetary provisions. Nevertheless, this 
has often been tolerated by the relevant supervisory authorities.123

It is often the case in municipalities that substantial debt and a lack of investment  
correlate with high social welfare expenditures.124 Social spending tends to be deter-
mined by laws enacted by the federal government and states. Even if the federal gov-
ernment provides more compensation for this spending in line with the principle of 
connectivity, according to which administrative and financial responsibility go hand in 
hand, there are several indications for implementing the principle more strictly going 
forward. The government recently committed to covering a larger proportion of job-
seekers’ housing costs as part of the COVID-19 legislation, which appears meaningful 
under these circumstances.

5.3.2 Potential courses of action

The problem of legacy debt on the part of municipalities needs resolving if all munici-
palities are to be back in a position to take action. The federal states have responsibility 
first and foremost here given that funding the municipalities falls under their remit. 
Municipality debt relief programmes rolled out by the states have seen success but need 
to be structured such that investments by affected municipalities do not suffer setbacks 
caused by consolidation.125 Due to the economic development driven by globalisation, 
some states have difficulty providing their municipalities with sufficient funding be-
cause they are struggling with financial bottlenecks of their own. In such cases, regional 
economic funding programmes provided by the federal government and the EU could 
be called upon to drive an economic transformation and improve the finances of states 
and their municipalities in the long term.

123 Cf. Deutsche Bundesbank (2016).

124 Cf. Arnold et al. (2015).

125 Cf. Boettcher et al. (2018).
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5.4 European fiscal policy

5.4.1 Analysis

A key challenge facing Europe over the next decade will be to bring about and sustain 
more dynamic growth than over the past ten years. If productivity is to be increased, 
opportunities must be seized that allow for structural change. In many countries, this 
will require structural reforms and investments in digital infrastructure and elsewhere. 
it is also necessary to fully establish the banking and capital market union and an eco-
nomic policy that supports growth without neglecting the environment and sustaina-
bility.126 A shift in the focus of the EU budget towards European public assets would be 
just as important as the Next Generation EU fund (NGEU), which was only set up as a 
temporary measure to deal with the fallout from the COVID-19 pandemic. There is no 
scope for making it permanent.127

The NGEU has undoubtedly demonstrated and reinforced solidarity within the EU dur-
ing the pandemic. The contrast between the 750 billion euros available in the fund and 
the 3 billion euros spent by the Commission on the procurement of vaccines is strik-
ing. Yet, there are still some important unanswered questions regarding its structure 
and implementation. Above all, it is unclear whether the funds will actually be used to 
further the structural change required to transition to a climate-neutral energy system 
and encourage growth or whether funded measures will instead tend to be aimed at 
maintaining the existing structures.128

The COVID-19 pandemic has had a negative impact on the state of public finances in 
Europe. In 2020, the budget deficit in the eurozone amounted to 7.2% of the GDP, and 
the level of debt increased to 100% of the GDP.129 The Deutsche Bundesbank is antici-
pating a similar deficit and a slightly higher level of debt in 2021. Having said that, the 
debt situation does vary significantly between member states, ranging from moderate 
double-digit figures in Estonia and Luxembourg to figures in excess of 200% of the 
GDP in Greece.

All of this raises questions regarding the implications of a fiscal constitution within the 
EU. The fiscal regulations have been suspended for now and a return to the old regu-
lations is not expected in 2022 either. One the one hand, it is important to consider 
the significance of stabilisation policies in the short term. On the other hand, there 

126 Cf. Heinemann (2018); Sachverständigenrat zur Begutachtung der Gesamtwirtschaftlichen Entwicklung (2020).

127 Cf. the decision of the German Federal Constitutional Court (2021) on the application for the issue of a temporary  
injunction: BVerfG, Decision of the Second Senate on 15 April 2021 – 2 BvR 547/21 -, Rn. 1–112.

128 Cf. Dorn & Fuest (2021).

129 Cf. Deutsche Bundesbank (2021).
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are underlying questions concerning whether the reference debt value of up to 60% of 
the GDP as specified in the Maastricht Treaty is still up to date, considering that it was 
determined under very different macroeconomic circumstances. The same goes for the 
relevance of guidelines on reducing the amount of debt.

Ways of modifying the fiscal regulations are being discussed at the European level.130 

Whilst it is becoming clear that insufficient government investment activity at the na-
tional level is one problem, other issues are being raised too, such as high levels of com-
plexity, a lack of enforcement and the procyclical nature of the regulations. Particularly 
in times of economic strength, as it was in 2019, a whole slew of member states have 
been viewed as being in breach of the preventive arm of the Stability and Growth Pact, 
in part due to insufficient repayment of debt (where it was over 60% of the GDP) and a 
sharp increase in spending (despite spending on investments only rising slightly).

The EU also has only limited permanent fiscal capacities and institutions that can have 
a stabilising effect in a crisis situation. The European Stability Mechanism (ESM) may 
be able to help stabilise the EU member states through loans and guarantees, but the 
use of lines of credit is heavily regulated and the ESM has no fiscal capacity of its own.

5.4.2 Potential courses of action

Fiscal policy can play an important role in a speedy post-pandemic recovery process 
since according to recent research it should boost growth given the current low interest 
rates.131 Swift recovery in Europe should likely have positive knock-on effects on Ger-
man exports. Germany could make an important contribution by working towards the 
establishment of effective monitoring processes and by thoroughly evaluating NGEU 
measures. The country should also exemplify this decisive approach to the critical eval-
uation of economic policy measures at the national level. Inspiration could come from 
the evaluation of the impact of national fiscal programmes, including the assessment of 
what happens when such programmes come to an end. Existing evaluation frameworks 
at the European level could provide a foundation here.132

130 Cf. European Fiscal Board (2020)a.

131  Cf. Christiano et al. (2011); Farhi & Werning (2016); Woodford (2011).

132 Cf. European Commission Directorate General for Regional and Urban Policy (2015). 
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There is a good case for waiting two or three years before reintroducing the fiscal 
regulations. When the time comes to consider a new European fiscal regime, it could 
be helpful to focus on realistic fiscal regulations with better incentives to overcome 
structural weaknesses. Until that point, stabilisation at the macroeconomic level 
should likely be the priority.133

A reform of the fiscal regulations is also up for discussion at the European level, similar 
to Germany’s. The fiscal regulations include the Stability and Growth Pact (limiting 
the overall deficit to 3% and placing an upper limit of 60% of the GDP on the debt 
ratio) and the 2013 Fiscal Compact, which normally places an upper limit of 0.5% on 
the overall structural deficit. This reform debate is not only important for Germany 
because the European regulations apply to Germany, but also because the German and 
European regulatory frameworks need to be compatible.

For example, replacing the “debt brake” with the Golden Rule would be problematic 
if European regulations did not allow for investments to be financed with borrowing. 
Furthermore, the upper limits for net borrowing by the federal government and states 
under the “debt brake” need to be compatible with the upper limits on deficits set out by 
the European regulations. Therefore, in the case of potential fiscal regulation reforms 
in Germany and Europe, close coordination should be pursued.

Suggestions for reforming the European regulations include the introduction of a 
spending rule linking the adjusted expenditure growth permitted to the growth of pro-
duction potential.134 Expenditure growth would be limited for a period of three years, 
meaning that short-term adjustments would not need to be made to account for tem-
porary fluctuations. At the same time, it would be advisable to strengthen independent 
national fiscal institutions with a view to ensuring better compliance with the regula-
tions.135 When evaluating this and other suggested reforms, it would be expedient to 
ensure that the regulations are coherent. This will allow them to be used and imple-
mented effectively and likewise enable the specification of realistic and economically 
viable targets.

Reforms of the European fiscal regulations should align with the institutional frame-
work of finance and economic policy within the EU. Clear, credible fiscal regulations 
combined with the disciplinary effect of the credit markets via the interest rates could 
encourage reforms in individual member states and guarantee the sustainability of 

133 Cf. Blanchard et al. (2020); European Fiscal Board (2020)b.

134 Cf. European Fiscal Board (2020)b.

135 In Germany, the Stability Council and its independent advisory board take on this supervisory function. The Joint  
 Economic Forecast plays an important role in the review of the federal government’s economic and fiscal projections  
 on the basis of the Forecasting Act.
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public finances. Improved risk distribution measures across EU member states can 
help insure against asymmetric shocks.136 This could be achieved by establishing a 
European unemployment insurance, which would need to be designed to avoid per-
manent transfer payments to specific countries, though.137

136 Cf. Bénassy-Quéré et al. (2018).

137 Cf. Dolls et al. (2018).
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7 Appendix

7.1 Derivation of table in chapter 5

It is assumed that another large crisis that could cause such a sharp rise in debt ratio 
will not come about over the course of the next decades. The calculation is as follows:

here qt t represents the government debt ratio at the beginning of the year, p which 
(presumed to remain constant) shows the primary budget surplus relative to GDP and     

         the (again presumed to remain constant) growth factors for government debt 
ratio, which results from the actual GDP growth and the real interest rate. The iteration 
of the equation of motion over 30 years is:

The sum can be simplified as a finite geometric series for f ≠ 1:

7.2 Drafting process of the statement

In September 2020, the Presidium of the National Academy of Sciences Leopoldina 
decided to appoint a working group responsible for researching the consequences of 
the COVID-19 pandemic on structural change and on economic policy. This was done 
in the context of European and global interdependencies to draw up possible courses 
of action for policy makers by Summer 2021. The working group commenced its efforts 
in Autumn 2020 and developed the present statement in six sessions. The Presidium of 
the Leopoldina approved the statement on 13 July 2021.
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