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1. The Law

On 8 November 2018, the German Bundestag adopted the Federal Government’s draft bill on
improving benefits and stabilising the statutory pension insurance scheme (Pension Insurance
Benefit Improvement and Stabilisation Act) with 362 votes in favour, 222 against, and 60
abstentions. A motion for a resolution by the Alliance 90/The Greens parliamentary group was
rejected by a broad majority, as were two motions on mothers’ pensions submitted by the AfD
and The Left. Another motion by The Left to strengthen the reduced earning capacity pension

was also rejected.

On 23 November 2018, the Federal Council decided not to raise an objection under Article
77(2) of the Basic Law to the law passed by the Bundestag. The Act was promulgated in the
Federal Law Gazette on 4 December 2018 and entered into force on 1 January 2019. The
Federal Government justified the need for the adjustments and innovations contained in the
Pension Insurance Benefit Improvement and Stabilisation Act by referring to the importance of
ensuring the sustainability, solidity, resilience, and intergenerational acceptance of the statutory

pension insurance scheme.

2. Evaluation of the Act According to the Criteria Developed by the FRFG

The assessment of the Pension Insurance Benefit Improvement and Stabilisation Act focuses
on those legislative amendments that significantly restrict the rights and room for manoeuvre
of younger and future generations. For the purpose of this analysis, current and future workers

are considered the younger generations, while current pensioners represent the older generation.

Accordingly, the sections concerning the protection of people receiving reduced earning
capacity pensions and the changes relating to the transition zone are not considered. Instead,
the analysis focuses on three measures with intergenerational implications: the suspension of
the catch-up factor, the abolition of the sustainability factor, and the extension of the mothers’

pension.

2.1.Effects
2.1.1. Suspension of the Catch-Up Factor

By passing this law, the legislature fixed the adjustment factor between 1 January 2019 and 30
June 2026 at 1.0000 (Section 255g of the German Social Code, Book VI), effectively

suspending the so-called catch-up factor. This means that pension increases calculated using
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the pension adjustment formula during this period are no longer subject to the damping effect
that would otherwise have been applied. In other words, negative adjustment requirements for

pensions are completely disregarded.

Without the catch-up factor, pension reductions that are mathematically necessary but excluded
under the safeguard clause (Section 68a SGB VI) are no longer offset by halving subsequent
pension increases until the adjustment requirement has been fully neutralised. This intervention
in the pension adjustment formula causes statutory pensions to rise more sharply than originally
intended under the 2007 Act on Adjusting the Standard Retirement Age to Demographic
Developments and Strengthening the Financial Basis of the Statutory Pension Insurance

Scheme.

The suspension of the catch-up factor has far-reaching consequences for the financing,
affordability, and sustainability of the pay-as-you-go pension system, which is directly linked
to the development of gross wages. Due to the economic downturn triggered by the COVID-19
pandemic in 2020, the nominal wage index in Germany, which reflects the change in average
gross earnings, including special payments, fell by 0.7 per cent (Federal Statistical Office 2021:
6). In principle, pensions are required to follow wage developments. However, the pandemic-
induced decline in wages did not lead to a corresponding reduction in pensions, nor was any

compensatory adjustment introduced.

Consequently, the income gap between wage earners and pensioners widened considerably — a
systemic flaw in the design of the adjustment mechanism. According to media reports, the
German Pension Insurance Fund anticipated pension increases in the western federal states of
5.2 per cent in 2022 and 4.9 per cent in 2023, and in the eastern states of 5.9 per cent in 2022
and 5.7 per cent in 2023, assuming stable contribution rates (cf. Frankfurter Allgemeine Zeitung
2021). Such unrestrained pension increases improve short- and medium-term pre-tax security
levels but simultaneously raise long-term contribution rates. If the statutory contribution ceiling

of 20.0 per cent is exceeded, this will inevitably lead to an expansion of the federal subsidy.

Current model calculations by Pimpertz and Schiiler (2021: 19-20) show that the suspension
of the catch-up factor will result in the contribution rate for statutory pension insurance being
0.3 to 0.4 percentage points higher than it would be if the catch-up factor were reintroduced
from 2023. While the pre-tax security level at the end of the decade would be 0.8 to 0.9

percentage points higher, the corresponding need for compensation, expected to take effect



again from 2026, will also cause a permanent increase in the contribution rate of 0.6 percentage

points and in the pension level of around 1.0 percentage points (cf. Thum et al. 2021: 12).

It is noteworthy that reactivating the catch-up factor would not reduce the simulated pre-tax
pension level or cause the calculated contribution rate to fall below or exceed the established
thresholds. Consequently, the legislator’s argument — put forward when introducing the “double
stop line” until 2025, which projected a pension level below 48.0 per cent and a contribution
rate above 20.0 per cent to justify abolishing the compensation requirement — does not hold.
The systematically generated increase in pension levels is therefore not necessary to comply
with the medium-term targets up to 2025. The same conclusion applies to the long-term stop
lines defined until 2030, which provide for a minimum pension level of 43.0 per cent and a

maximum contribution rate of 22.0 per cent.

Despite these findings, the financial consequences of suspending the catch-up factor are
significant and, in part, irreversible. By the end of the current decade, the absence of the
compensation mechanism will generate additional costs of approximately €7.6 billion (at 2020
prices), corresponding to around one-third of total expenditure incurred by the pension
packages implemented between 2014 and 2020 (cf. Thum et al. 2021: 11-12). In the following
two decades, this share of expenditure will rise to 46.0 per cent — meaning that nearly half of
the costs associated with all pension packages of the past six years can be attributed to the

suspension of the catch-up factor (ibid.).

2.1.2. Circumventing the Sustainability Factor

The suspension of the catch-up factor, and indeed of the entire mechanism of the pension
adjustment formula as applied prior to 2018, also results in the de facto suspension of the
sustainability factor until 30 June 2026. The sustainability factor was designed to ensure that
rising wage levels would have a more moderate impact on pension adjustments if the ratio of

pensioners to contributors were to shift to the detriment of the latter.

Specifically, the pensioner ratio compares the number of equivalent pensioners (with 45
earnings points) to the number of average-earning equivalent contributors, adjusted by the alpha
factor. This ratio is taken into account each time the pension value is recalculated. The aim is
to distribute the demographic costs of the pension system fairly between contributors and
pensioners. However, because the pension guarantee prohibits reductions in pension values

resulting from a negative sustainability factor, its adjustment effect depends, inter alia, on
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whether a need for compensation arises. Since this is no longer determined following the
suspension of the catch-up factor, and given the fixed pension-level maintenance line, the

sustainability factor has effectively been nullified.

2.1.3. Extension of the Mothers’ Pension

The law also provided for the extension of the so-called Mothers’ Pension. Under Mothers’
Pension II, parents receive an additional six months of recognised child-rearing time for each
child born before 1992, corresponding to an extra half of a remuneration point (Section 287a
SGB VI). As a result, child-rearing periods for children born before 1992 are now valued at a
total of 2.5 remuneration points. This means that for 30 months of child-rearing, parents are

credited as if they had earned an average income.

These additional pension entitlements for existing pensioners impose significant costs on the
statutory pension insurance scheme, part of which yield little targeted social benefit. The
legislator justified Mothers’ Pension I and II as measures to mitigate disadvantages in old-age
provision arising from parents’ limited employment opportunities due to insufficient childcare

facilities (cf. German Bundestag 2018: 3).

However, the increase applies universally to all eligible pensioners, regardless of income level.
No means test or upper limit is applied, meaning that even pensioners with secure financial
circumstances and high retirement incomes benefit. During working life, only earnings above
the contribution assessment ceiling can reduce the credited child-rearing periods. While it may
be understandable that the legislator sought to recognise the social value of child-rearing and
viewed the previous cut-off rule as unfair, the additional remuneration points raise questions of
proportionality and distributive justice. They are particularly questionable when they accrue to
individuals or households with adequate income who have never paid contributions to the
statutory insurance system. Furthermore, Mothers’ Pension II, like its predecessor, is fully

offset against basic income support, a subordinate welfare benefit.

According to Bach et al. (2018: 613), 88 per cent of the costs of Mothers’ Pension II are borne
by the statutory pension insurance scheme, either through lower future pension increases,
adjusted contribution rates, or the gradual depletion of reserves, while only 12 per cent are
covered by federal subsidies. Contributors, therefore, bear the main burden. In 2019 and 2020
alone, Mothers’ Pension Il generated additional expenditure of approximately €4 billion per

year (cf. Federal Audit Office 2020: 16; German Bundestag 2021: 3). Taken together, Mothers’
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Pension I and II cost roughly €11.9 billion in 2020 and are expected to decrease to €6.1 billion
by 2030 (cf. German Bundestag 2021: 3; Thum et al. 2021: 12). These expenditures are only
partially justified.

Although the extension of the Mothers’ Pension reduces the poverty risk rate by 0.7 percentage
points to 14.7 per cent, it increases average pension payments by only around 1.6 per cent —
roughly €16 per month (cf. Geyer et al. 2020: 13, 16). Every eligible parent receives this
increase, irrespective of their existing retirement income. The German Council of Economic
Experts notes that low-income households benefit somewhat disproportionately compared to

high-income households:

“In the case of the Mothers’ Pension, this is firstly due to the beneficiary cohorts, some
of which had significantly lower labour market participation than younger cohorts. In
addition, these women had more children. Both factors tend to lead to below-average
pension entitlements. However, since the Mothers’ Pension is not income-tested,
women with very high payments also benefit from this measure.” (Geyer et al. 2020:

23)

This latter point reinforces the criticism that Mothers’ Pension II is fiscally and distributively

problematic.

2.2. Reference to Intergenerational Justice

The Pension Insurance Benefit Improvement and Stabilisation Act imposes substantial financial
burdens on younger and future generations without ensuring the long-term stability of the

pension system.

The suspension of the catch-up factor (see 2.1.1) was not rectified despite the clear feasibility
of maintaining the 48/20 benchmarks established by the legislature during the 19th
parliamentary term (2017-2021). In light of pandemic-related labour market disruptions, this
omission results in avoidable and unnecessary costs for the pension system. Crucially, the law
sets the pension level on a permanently higher trajectory, thereby placing an enduring burden

on younger contributors.



The de facto elimination of the sustainability factor (see 2.1.2) undermines the fair distribution
of financial responsibilities between contributors and pensioners, thereby weakening the

intergenerational balance of the statutory pension insurance system.

The extension of the Mothers’ Pension (see 2.1.3) similarly hampers the long-term stabilisation
of the system. The measure benefits a large number of current pensioners who are not at risk of
old-age poverty, rendering its scope disproportionate. Since each eligible parent receives an
additional half remuneration point irrespective of income, the resulting financial strain will
persist for decades, well beyond 2050, and will be borne primarily by current and future

contributors.

Taken together, these provisions illustrate how the law, while rhetorically invoking

intergenerational fairness, fails to uphold it in practice.

2.3. Use of the Terms ‘Intergenerational Justice’ and ‘Sustainability’

In its draft of the Pension Insurance Benefit Improvement and Stabilisation Act, the Federal

Government emphasised the need for reliability in the statutory pension insurance scheme:

“The objectives of the statutory pension insurance scheme cannot be viewed in isolation
from economic developments. Pensions must remain fair and reliable for all
generations.”

(German Bundestag 2018a: 20)

In the introductory section of the draft, it is further stated that “binding targets are set, adjusted
and adhered to”, in which all generations can place their trust (cf. German Bundestag 2018:
20). The so-called “intergenerational contract” is a recurring theme, particularly in relation to
the long-term sustainability of the statutory pension scheme. The draft outlines several

measures intended to secure this contract, notably the introduction of the double stop line:

“There must be intergenerational trust-building commitments. Likewise, the burden on

contributors must remain reasonable.” (German Bundestag 2018: 1)

Moreover, the government linked the extension of recognised child-rearing periods directly to

the preservation of the intergenerational contract:



“The main objective of crediting periods of child-rearing is to take into account their
importance in securing the future of the statutory pension insurance scheme, which is
financed on a pay-as-you-go basis. The pension insurance scheme, structured as an
intergenerational contract, cannot be maintained without the participation of the younger
generation. This generation provides the funds for the old-age provision of the
generation currently in employment. Without the next generation, it would have paid
contributions to the pension insurance scheme but would not be able to expect any

benefits from it.” (German Bundestag 2018: 21)

The law also references the Federal Government’s National Sustainability Strategy, positioning
sustainable development as a guiding principle of its policy. The Act is said to contribute to the
strategy’s objectives, including the strengthening of social cohesion through measures such as
the tightening of stop lines, the introduction of Mothers’ Pension II, and improvements to the
reduced earning capacity pension (cf. German Bundestag 2018: 24). The importance of the
intergenerational contract is again underscored: those still in working life should be able to rely

on the long-term continuity of this contract (cf. German Bundestag 2018: 25).
2.4.Innovation and role-model function

Neither the concept of stop lines — that is, a legally defined lower limit for the pre-tax benefit
level and an upper limit for the contribution rate to the statutory pension insurance scheme —
nor the recognition of child-rearing periods are new instruments in old-age pension policy. Even
before the law entered into force, lower stop lines had been established until 2030, and the
crediting of child-rearing periods for children born after 1992 had already been agreed. What
is new, however, is the suspension of the catch-up factor, an essential component of the pension
adjustment formula. By doing so, the legislature has, at least temporarily, departed from the
principle that pension increases are automatically curbed for reasons of long-term financial

stability.

Such interventions open the door to an arbitrary pension policy that considers annual rather than
intergenerational perspectives. Instead of adapting the pension adjustment formula in a
structurally consistent manner, critical components are simply suspended. The extension of the
Mothers’ Pension likewise fails to address its underlying structural weaknesses — chiefly its
insufficient targeting of those in genuine need. Notably, during the legislative process, the

justification for introducing Mothers’ Pension Il shifted: the legislature no longer referred to



combating old-age poverty, but to recognising parents’ educational achievements. This shift in
rationale alters the Federal Government’s original objective, signalling that, in the view of the
Grand Coalition, the allocated financial resources should benefit all parents, regardless of their
income or asset situation. In light of the forthcoming challenges to old-age security, such
imprecise measures, especially those that further weaken the financial resources of the statutory

pension insurance system, should be avoided.

2.5. Participation of young people

There is no evidence of any specific involvement of young people in the legislative process.
The number of young members of parliament in the 19th legislative period was very low. Only
1.9 per cent of MPs were under thirty years of age (0.3 per cent between twenty and twenty-
four, and 1.6 per cent between twenty-five and twenty-nine). The most strongly represented age
groups were forty-five to forty-nine years (16.8 per cent) and fifty to fifty-four years (19.2 per
cent) (cf. German Bundestag 2019: 5). The Commission on a Reliable Intergenerational
Contract mentioned in the draft bill did not include representatives of the younger generation

either.

2.6. Temporal consistency

The legislature initially intended to suspend the catch-up factor until 30 June 2026. However,
the coalition agreement of the new Federal Government provides for its reactivation in 2022. It
should nevertheless be emphasised that the suspension of the catch-up factor, combined with
the decline in wage levels in 2020, resulted in a permanent increase in the pre-tax pension level
that can no longer be reversed. In other words, the effects of the suspension are long-lasting.
The same applies to the additional remuneration points already granted to millions of existing
pensioners as a result of Mothers’ Pension II. The additional expenditure resulting from this
measure will persist beyond 2050 and should therefore be regarded as long-term (cf. Thum et

al. 2021: 12).

2.7. Criticism and timeliness

The 2018 pension package has been, and continues to be, the subject of substantial criticism.
When it was introduced, academics raised concerns about the high costs associated with the

double stop line established by the Pension Insurance Benefit Improvement and Stabilisation

Act:



“If the corresponding financing requirements are to be met by an increase in sales tax,
VAT would have to be raised by approximately three percentage points above the
normal federal subsidy by 2030, and by almost seven percentage points by 2045. In
addition, the general federal subsidy would have to be increased by a further percentage

point of VAT by 2030 (Bdrsch-Supan and Rausch 2018: 28 f.).

In addition to the already considerable costs, the suspension of the catch-up factor has been

deemed unnecessary. As Bomsdorf (2020: 2) notes:

“The problem described in the explanatory memorandum to the introduction of this
provision could — if it existed at all — have been solved easily by applying the
compensation factor appropriately while retaining it. At the time, this part of the draft
bill did not play a role in the hearing; no one addressed it. Perhaps no one expected it to

become relevant, or it was overlooked.”

Kochskdmper (2020: 10) summarises the implications of the deactivated compensation

requirement as follows:

“The changed economic situation will also be reflected in the statutory pension
insurance system in the medium term. At the same time, however, a reform of recent
years is now becoming noticeable, which would undoubtedly have had less significance
without the economic crisis. The suspension of the catch-up factor means, firstly, that
the economic burdens resulting from the crisis are not distributed evenly between
contributors and pensioners and, secondly, that this (among other factors) shifts the
starting point for the future distribution of demographically related burdens between

contributors and pensioners to a higher level of expenditure.”

These statements make it clear that the intervention in the pension adjustment formula has
generated new inequities. Werding (2020: 6) likewise observes that the deactivation of the

catch-up factor has fundamentally altered the formula:

“The suspension of the compensation factor associated with the safeguard clause for the
period until the 2026 pension adjustment appears to be an unjustified deviation from the

principle of wage-oriented pension adjustments.”
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The political dimension of the catch-up factor reactivation was debated at the 91st meeting of
the Bundestag’s Committee on Labour and Social Affairs on 26 October 2020. The Free
Democratic Party (FDP) parliamentary group called for its immediate reinstatement and full

effectiveness for the years 2020 to 2026 (German Bundestag 2020: 2):

“This suspension of the catch-up factor amounts to manipulation of the pension
adjustment formula at the expense of younger people. In addition to short-term and
hopefully only temporary income losses (e.g. due to short-time working), they would
have to pay for higher pension insurance expenditure in the medium term, even though
in the long term and foreseeably this higher level of expenditure cannot be maintained

for them against the backdrop of demographic change.”

Although this motion did not gain a parliamentary majority, and the new coalition has since
reactivated the catch-up factor, the costs already incurred are substantial and enduring, placing

a heavy burden on current and future contributors.

The same applies to Mothers’ Pension II. The Green Party’s parliamentary group criticised the

measure as follows:

“With the new Mothers’ Pension, the Federal Government is creating one thing above
all else: new losers. Firstly, it will lead to lower pension increases for the vast majority
of today’s pensioners, without them themselves benefiting from the Mothers’ Pension.
Secondly, Mothers’ Pension II will burden all contributors with a higher pension
contribution rate without allowing them to receive this benefit themselves in the future.
And thirdly, mothers with little or no income and many children will be left out in the
cold, because the Mothers’ Pension will be fully credited to recipients of basic income

support.” (Kurth 2018).

This underlines the measure’s lack of precision, a point echoed by Fuest in the Frankfurter

Allgemeine Zeitung (2018):

“This is clearly not a measure against poverty in old age, but a redistribution in favour

of mothers and at the expense of contributors and taxpayers.”

Both the Mothers’ Pension and the catch-up factor became central themes in the Bundestag

election campaign. The debate surrounding their suspension and reintroduction remains highly
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topical and will continue to gain importance with the next pension adjustment. As a result of
this measure, pensions increased by 4.4 per cent from July 2020, rather than the originally

forecast 5.2 per cent (cf. Handelsblatt 2021).

Taken together, the elements of the Pension Insurance Benefit Improvement and Stabilisation
Act discussed above must be regarded as both highly current and critically significant for

intergenerational justice.
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