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Can é&manyaffordto take most
defence spending out olibt

brake?

Higher German defence spending would be fiscally sustainable, but would require

cuts elsewhere and would breach EU fiscal rules

Jeromin Zettelmeyer

Germany’s constitution contains a so -
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below what has been financed inside the debt brake in the past. And the infrastructure
fund
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Fortunately, the evolution of German debt to its new, likely higher, steady -state level will be
slow (see Figure 1 for the example of =0.025and = 2.5 percent of GDP). Even
including the 11 percent of GDP infrastructure fund, Germany’s debt ratio by 2035 would
amount to less than 83 percent of GDP.

Figure 1: Scenarios for evolution of German debt

Source: Bruegel. Note. Figure shows the evolution of the debt ratio using the formula a=0Q- ) +
035+ ,;,with =0.025. A starting value of 63 percent for 2024 is assumed. ‘ Debt ratio 2’ assumes a jump
in the debt ratio of 11 percent of GDP in 2025.  is assumed to be 1 percent of GDP in 2024, 1.5 percent in
2025, 2 percent in 2026, and 2.5 percent in 2027 and all following years. The non- military primary surplus is
computedas ., =1+003 —0.35.

Invoking the * national escape clause ’will not be enough

But even if Germany’s debt is likely to rise only
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require a change in the rules, such as the replacement of the 60 percent treaty reference
value by a higher value.

debt ratio is put or remains on a plausibly downward path or stays at prudent levels below 60 % of GDP over the medium -
term.” This would be violated if debt continuously rises above 60 percent, even if it eventually converges to a constant level.
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