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Strengthening the cor ner stones of our future

Our eight-point plan to assure solid finances, to create fresh growth and employment

and to prioritise education

Solid government finances are a cornerstone of @JFDP policy. Our action is focused
on clear priorities. We want to shape the futura imay that puts Germany at the top of the
international list for economic performance andiga@sponsibility. Our policy centres on
people. We aim to allow everyone in our countrydbportunity to enjoy prosperity and
social cohesion, and to live in freedom and segufior this reason, measures that improve
the future outlook for people in our country musine first. This means investment in
education and research, investment in the driviegsoavth and investment in the jobs of
tomorrow.

On several occasions in its history, Germany hagm®anced how inflation can destroy
wealth, livelihoods, jobs and confidence. As a ltesiuthis, a culture of stability has
developed in Germany, a culture towards which tBb&J&DP government feels a strong
sense of duty. A stable currency shores up thedations of prosperity and justice for
everyone. It is a core element of the social magkehomy, which would be inconceivable
without a policy of price stability.

In recent months, we have withessed with raretglaow our prosperity, our security and
our future are directly linked with those of ouigidours and partners in Europe. The
stability of our currency is a matter of concerndd of us.

To be stable, the common European currency nesslmble basis. From the EU’s inception
and throughout the further development of its Tiesatind rules, Germany has brought to the
table its positive experiences with a strong aatllstcurrency. In the last few months, too,
Germany has made a significant contribution to rgangathe crisis in the short term.

The German Government is therefore absolutely catadio ensuring that the European
Stability and Growth Pact is implemented more deelg and strictly in future. However,
now is also the right time to take a step beyomsmanagement in order to analyse and
tackle the deeper-rooted causes of Europe’s dtabiisis. These comprise the poor
decisions made in the past, the lack of sustaitml fiscal policy, and consumption that
depletes our resources.
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To keep our currency stable and to take activerobaft our future, the key task in all EU
Member States is to implement a solid fiscal policy

Germany’s 2011 Federal Budget and its financiah &t the period up to 2014 are crucial
milestones on the path to credible and robust gowent finances. Germany stands by its
commitment to reduce the structural deficit by 0.&8%ear from 2011 onwards. By 2013 at
the latest, Germany will be back below the deteiting stipulated in the European Stability
and Growth Pact. By introducing a limit on borrogim Article 115 of the Basic Law,
Germany'’s constitution, the country has mappedtwmitourse it will follow. This
constitutional amendment commits us to a sustagnablid budgetary policy, and thus also
creates scope for dealing with the key challendiéiseofuture.

We will assess every use of resources more strilyg¥an in the past in terms of whether it
will take the country forward. Financial resoureewhich are always the fruits of economic
activity, harvested via the tax system — must ddguse where they provide the greatest
benefit to society and social cohesion.

We will take care to ensure that all of the measprgsued are balanced and that they help
the economy to recover under its own steam. Thd mygmortant aspect of this approach is
our responsibility towards young people and fugegaerations. We will restore the balance
in the Federal Budget between individual respofisitand solidarity, between freedom and
responsibility, and we will increase the room faamoeuvre available to shape the future.
This also includes the additional federal gran€2ibn planned for 2011 to help keep statutory
health insurance contributions at a stable level.

All of the government departments have a part&y pl ensuring that the Federation meets
the requirements of the constitutional budget rlilee Golden Rules set out in the Coalition
Agreement will serve as a guide for this. This wlhce demands on all of us. Yet it is also to
our benefit, as Germany will be stronger in futdreat is the guiding principle of our
budgetary policy.

Against this background, the German Government has decided on the following key
pointsfor the preparation of the draft budget for 2011 and financial plan up to 2014:

1 Foundationsfor the future: education and research to be given priority

Education and research are the central pillars@tipg our society’s ability to meet future
challenges. Well-trained personnel are the backlbdoer country’s businesses. Innovative
products, which result from research and developnsafeguard our prosperity and our jobs.
This is also the foundation on which our socialusig systems are built. We are therefore
sticking to our target of providing an extra €12bnresearch, education and development
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between now and 2013. In this way, the Federal Gworent is setting a clear priority for the
future of our country. The Federal Government aatisheLander, the federal states, to
continue to work towards the 10% spending targetdsearch and education.

2. Reduction of subsidies and environmental readjustment

Financial assistance and tax concessions haver®&ealuated. Our aim is to reduce the
burden on the Federal Budget in the medium terre.grimary course of action will be to cut
back the exceptions in ‘ecological’ taxation, whiwwve led to deadweight losses.
Furthermore, the drive to reduce subsidies alsessily means that there will be no new
subsidies in this parliamentary term, and exissasidies will not be increased. At the same
time, we plan to reduce bureaucracy by simplifyimg tax system.

We want to enter the age of renewable energiesiaklyg as possible. Nevertheless, it will
be necessary, as part of an overall energy conieptplong the operational life of nuclear
power plants. Unlike other producers of energy,nieear power industry is not affected by
emissions trading. At the same time, electriciiggs have risen as GQertificates are

priced in, while the cost of producing electriditgs remained unchanged. Plant operators
have made substantial extra profits as a resuis. jUiktifies the taxation of nuclear power on
environmental and economic grounds. The German Bowent faces a considerable cost
burden for decommissioning nuclear power plantaete including the expected costs of
final repositories for nuclear waste. The Coalithgreement, too, stipulates that operators of
nuclear power plants should make an appropriat&ibation to the cost of renovating the
Asse Il nuclear waste repository. Making the nucpeaver industry contribute to the
renovation costs via the tax system and reducgxtra profits should generate €2.3bn
annually in additional revenue for the Federal Batdg

In international air traffic, too, stronger incerds are needed for environmentally-friendly
behaviour. However, the introduction of an intelorl tax on aviation fuel does not appear
realistic in the short term. Until air traffic isdluded in the C@emissions trading scheme
which has already been agreed, a national envirotahkevy will be charged for all
passengers departing from airports in Germany.ldhewill be structured to reflect various
factors (such as price, noise and fuel consumption)

3. Increasing incentives for employment and readjusting social benefits

Germany'’s social security system is unique. It cledsthe solidarity of society to support
those who suffer difficulties through no fault betr own. In the current year, social
spending is set to account for more than half défal expenditure in the budget. It is
therefore clear that if we are to succeed in brigglown the government deficit in a
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sustainable manner, this area, too, must makeyateat and fair contribution.

The Federal Government stands by the social sgaystem. We will take action in areas
where there is obvious room for consolidation beeate wrong incentives are currently in
place. The temporary supplement to long-term uneympént compensation is no longer
appropriate. The Federal Labour Agency needs tgvan greater discretion to provide
support in a more targeted manner. We will theeetmmvert the current mandatory benefits
into discretionary benefits and abolish the pensisarance contribution for recipients of
long-term unemployment and welfare benefits. Eddhese initiatives has the aim of
increasing the incentives to take up employmentbich social-security contributions are
payable.

In the medium term, the optimised placement systedhthe effects of demographic change
on the labour supply will revive the labour marfatthe long-term unemployed. This will be
reflected by additional savings in the Federal Baiddgpm 2013 onwards.

Parental benefit has been a success. However,and@imake some changes. For recipients
of parental benefit whose relevant net income &idation purposes is more than €1,240
per month, the government will make a modest ctiténrate at which loss of income is
compensated for, taking it down to 65% from theenir 67%. At the same time, the €1,800-
per-month upper limit for parental benefit will ram in place. This will serve to ensure
parental benefit can be financed in future and,tnmegortantly, will guarantee support for
medium and low-income earners.

The basic needs of individuals receiving long-tememployment compensation are met by
the standard benefit rates and additional ben@&itanting €300 in parental benefit on top of
this reduces the income gap between welfare anll.Wwas therefore admissible — and
comparable with the arrangement in the case odl di@hefit — to stop paying parental
allowance to recipients of long-term unemploymerhpensation in future.

The Federal Government calls on local authoribesontinue and accelerate the extension of
childcare for children aged under three, despedifficult budgetary situation. The
Federation will continue to provide the full amowhfunding planned for the purpose. This
is the only way in which we can build up childcarastructure that permanently safeguards
the place of mothers and fathers alike in the wofldork.

The supplement for heating costs available to mguisenefit recipients was introduced at a
time when energy costs were at an historic higlankFfully, the situation is now back to
normal. It is therefore appropriate to return te pinevious legal provisions.

In addition, the government is examining ways tpriave the coordination of the wide
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variety of programmes and promotional instrumeetsighed to integrate young people in
vocational training or the workplace, and to coneltimese programmes where it is sensible
and possible to do so. To this end, a cross-depatahworking group will be set up, headed
by the Federal Ministry of Labour and Social Af&iwith representatives from the ministries
affected, in particular the Federal Ministry of Edtion and Research, the Federal Ministry
for Family Affairs, Senior Citizens, Women and Ybuand the Federal Ministry of
Economics and Technology. The working group isresent a proposal for implementation
in 2011 together with the reform of labour-markettruments.

4, Adapting the Bundeswehr to new requirements

The Federal Ministry of Defence is at present examgi, within the context of the reform
plans currently under consideration, how to opteriise structures of the Bundeswehr
(Federal Armed Forces) in line with the requiremsasftfitness for deployment. This
examination also extends to the organisation antposition of the armed forces, including
the personnel strength in the various status groups

At the same time, the Federal Ministry of Defendegether with all the other ministries of
the federal government — also has to make its iboitbn to consolidating the federal budget
and to observing the “debt brake” budget rule whscanchored in Germany's Constitution.

It is against this background that the Federal Meriof Defence has the mission, in
collaboration with the Structural Commission of Biendeswehr, of identifying by the
beginning of September 2010 the consequences \arsbtlarp reduction in the armed forces
by up to 40,000 career and short-service soldieddvhave for Germany's ability to
implement its security policies, for deployment alliiance duties, for questions of
procurement, for the structures and the total gtreaf the Bundeswehr as well as for the
type of armed forces and their configuration. Caed above that, the Commission is charged
with identifying ways to achieve savings potentiabugh better division of effort within the
Alliance.

Independently of whatever decisions have to bentalsea result of this examination, the
2010 Military Law Amendment Act will be retainedtine form adopted by the Federal
Cabinet in order to provide planning predictabibiyd legal certainty for those who are
called up for military and civilian service on 1y@010, so they can be sure that their basic
military service or their civilian service will lagr six months.

Since any change in the universal military serabkgation would also have a direct impact
on the civilian service, which is legally tied torapulsory military service, the Federal
Minister for Family Affairs, Senior Citizens, Womand Youth is charged with depicting,
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likewise by the beginning of September, the impaatch any changes in the military service
obligation would have on civilian service and thadtioning of the social infrastructure
which benefits directly from the work done by th@sgforming their civilian service.

5. Achieving savingsin all possible areas and boosting efficiency in the

administration

In the medium term, the expenditure of the fedeualget will be reduced at a flat rate of
about €4bn a year. This will be done in those aireaghich there is room for flexibility and
with other controllable expenditure, including pragpmed expenditure. The application of
this rule will be up to the respective ministristethods based on estimates, however, cannot
be used. The Christmas bonus for tenured civilasgs/will not be raised in 2011 as had been
planned, which will lower their remuneration by Z%&s against the present legal situation.

Those employed in the civil service of the Germeatefal government make an essential and
commendable contribution to the stability of thatstand of society. The German
government likewise recognises that in order tontaan this contribution a level of staffing

is required which is adequate for the duties wiaighto be performed. Nevertheless, in view
of the new debt rule and the need for consolidatientails, the federal administration must
also make a suitable contribution to this effomic® pay rises have already been agreed by
collective bargaining, or are contained in the do&f Civil Servants’ Remuneration
Adjustment Act, the flat-rate staffing cuts reimtuzed in the 2010 Budget are meant to help
the ministries obtain the funds for the additioegbenditure which these pay rises involve.
Since the flat-rate staffing cuts in the year 2640 compensate for only a part of the extra
funding which is needed, they will be continuedha year 2011 and in following years. By
the year 2014 more than 10,000 staffing positiors@be permanently abolished. This
measure will not call into question the fundameatality of the administration to function.
Rather, this will at the same time mean that weadagpting the public service to
demographic trends. The ministries are called upow, and in future, to ensure this by
setting priorities in the tasks to be performed.

Furthermore, we shall be reintroducing the privéieglaim of the revenue authorities in
bankruptcy proceedings which existed until 1993his way we shall be putting the public
sector on equal terms with other creditors agae dhange in the law made in 1999 resulted
in a privileged position for banks.

6. Strengthening the autonomy of the Federal Labour Office

The German government will strengthen the autonofilge Federal Labour Office. This
will be combined with greater flexibility in shagrabour market programmes in the



direction of more discretionary services.

The system of unemployment insurance will be sahiguch a way that in the medium and
long term it will be able to function without loans subsidies from the federal budget. The
Federal Labour Office is to be given the optiomaeting any need for liquidity which may
arise in the course of a year by means of shamt-t@rrowing of its own.

7. Responsibility for the municipalities

The financial situation of the municipalities issome cases very strained. Here the German
federal government assumes its share of the ovesgdbnsibility for the state of the nation.

The Commission on Municipal Finance set up by tkeen@an federal government is therefore
currently drawing up a proposal for putting theafiges of the municipalities on a stable
foundation. As soon as these proposals have bedommard, the German federal
government will quickly examine them and bring thiena decision.

8. Appropriate contribution of the financial market branch to the costs of the crisis

In order that in future we may avoid financial metrkrises such as the one we are now
experiencing, fundamental principles of the sogialket economy — liability and
responsibility — must again more strongly deterniveeactions of the protagonists in the
financial markets. The financial market branch nesmade to bear its fair share of the costs
of the crisis; and it must also make provisiongossible future crises. The German federal
government will swiftly create the legislative poeditions for a bank levy, the proceeds of
which are to go into a restructuring fund.

In addition, further measures of burden sharingoaieg prepared. The German government
feels that an international or a European appreamiid be helpful here. In the coming
months work will be intensified at internationaldalBuropean level to achieve a common
solution. The German government aspires to havsgwion in place by 1 January 2012.



