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General government budget

The public finance situation in Germany im-
proved slightly in 2005. According to initial,
provisional data, the general government
deficit amounted to 3.5% of GDP." This is
slightly down on the previous year's deficit
(3.7%) and markedly lower than had been
expected by the Federal Government and
other observers. As the relatively favourable
budgetary developments at the end of the
year have probably not yet been fully incorp-
orated into the preliminary result, a further
slight downward revision of the deficit is pos-
sible. Nevertheless, the 3% ceiling for the
deficit ratio enshrined in the Maastricht Treaty
was overshot for the fourth year in succes-
sion. The debt ratio, which has exceeded the
reference value to an increasing degree for a
number of years, grew again considerably.

The general economic situation placed a mar-
ginally greater strain on the government
budgets than it had done in 2004, while, on
balance, temporary effects had almost no im-
pact on the deficits. Overall, the structural fis-
cal balance, ie adjusted for cyclical and other
temporary effects, improved slightly.

At 434%, the revenue ratio remained largely
unchanged in 2005.2 As in previous years,
gross wages and salaries — the assessment
basis for wage tax and social security contribu-
tions — developed less strongly than GDP and

1 The sale of Post Office pension fund claims was record-
ed in the national accounts as not affecting the deficit.

2 In the preliminary result for 2005, the Post Office pen-
sion fund has been assigned to the government sector.
The resulting rise in revenue and expenditure compared
with the (still unadjusted) figures for 2004 has been fac-
tored out here.
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this, in particular, had a dampening effect.
Moreover, shortfalls in consequence of the
final stage of the income tax reform had a far
greater impact than revenue-boosting meas-
ures elsewhere (profit-related taxes, tobacco
tax, motor vehicle tax). Finally, consumer re-
straint in response to higher energy prices de-
pressed receipts from mineral oil tax, which is
a volume-based tax. By contrast, profit-related
tax receipts and other revenue developed fa-
vourably. Subsidy repayments from the Lan-
desbanks and, in particular, the motorway
tolls for heavy goods vehicles that were intro-
duced last year played a significant role in the
positive development of other revenue.

In 2005, expenditure in relation to GDP de-
creased slightly to 46%%. As in the past few
years, spending on compensation of employ-
ees and government investment fell in abso-
lute terms. Moreover, there was scarcely any
increase in expenditure on pensions. Finally,
despite rapidly growing government debt,
interest expenditure remained almost un-
changed as the low level of interest rates con-
tinued to facilitate favourable refinancing
terms for matured securities. On the other
hand, healthcare expenditure and transfers to
the EU budget went up considerably. There
was also a significant rise in labour-market re-
lated expenditure. Both the unfavourable em-
ployment trend and — contrary to original ex-
pectations — the labour market reforms placed
strains on government budgets. The year-on-
year increase in additional expenditure by gen-
eral government was, however, far surpassed
by the scale to which central government ex-
ceeded its budgetary plans, the latter having
recently been the focus of public debate.
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The revenue ratio could fall slightly in 2006
even though, in net terms, no further cuts in
taxes and social security contributions are
planned for this year in contrast to previous
years. Non-tax revenue is likely to decline as
the positive exceptional effects experienced
in this area in 2005 will no longer be felt. The
weak trend in wages and salaries subject to
social security contributions is also likely to
continue. As things now stand, given that
contribution rates look set to remain almost
unchanged, social security contributions may
be expected to stagnate. The bringing for-
ward of the transfer deadline for social secur-
ity contributions will not influence the defin-
ition in the national accounts, which means
that the absence of real consolidation meas-
ures will have a marked negative impact here.

The expenditure ratio could be reduced per-
ceptibly in 2006 if a more economical course
were pursued at all levels of government.
Compensation of employees could, in turn,
play a role here, particularly as spending in
this area might decline further given con-
tinued staff cuts. There will also be only a
limited increase in pension expenditure as a
mid-year rise in the pension rate is not ex-
pected. In contrast to last year, labour-market
related expenditure could go down. Interest
expenditure will continue to be restrained by
favourable refinancing conditions.

All'in all, a decline in the general government
deficit can be expected this year provided
stringent budget management is exercised
and no new measures are introduced which
would place a strain on public finances. The
measures which were outlined under the co-
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alition deal and have since been specified in
detail should place only a slight burden on
government budgets. Moreover, a restrained
expenditure course is planned across the
board. The momentum of economic activity
should have a positive effect on the develop-
ment of public finances. While, overall, only a
moderate decline in the structural budget
deficit can be expected in the absence of fur-
ther relief measures, compliance with the 3%
ceiling could be achieved this year.

Against the backdrop of the European rules,
the overshooting of the fiscal upper limits
every year since 2002, the progress towards
meeting the 3% criterion in 2005 and the fa-
vourable cyclical outlook, every effort should
be made to comply with the deficit reference
value in 2006. This is all the more urgent now
that the amended Stability and Growth Pact
prescribes that countries with an excessive
deficit must achieve annual structural consoli-
dation of at least 0.5% of GDP — something
which has been emphasised as an important
new aspect of the Pact. The current economic
outlook poses no obstacles to a more even
spread of the deficit reduction measures,
which, at the moment, are not planned until
2007. If it does not make sufficient efforts,
Germany may be faced with a tightening of
the excessive deficit procedure.

Compliance with the 3% ceiling will, however,
by no means dispense with the need for fur-
ther consolidation. On the contrary, the Euro-
pean and national budgetary rules require a
swift reduction of the deficit beyond this mark.
Both the Stability and Growth Pact and the
German Budget Principles Act specify the obli-
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gation to achieve a close-to-balance budget
and the Pact prescribes a further annual struc-
tural consolidation of 0.5% of GDP until this
target is achieved. Moreover, even once the
measures outlined in the coalition agreement
have been implemented, central government
and some state governments will still have to
take additional measures beyond 2007 in order
to comply with the constitutional budgetary
principles. Ultimately, a reduction in the deficit
and debt ratios is also essential if Germany is to
be in a better position to tackle future budget-
ary burdens, particularly in the light of demo-
graphic developments. As well as boosting
public confidence in a functioning fiscal policy,
this would also create the scope to enable the
automatic stabilisers to take effect during eco-
nomic slowdowns. If, however, consolidation
efforts were to be scaled back now in the ex-
pectation of additional revenue as a result of
the more favourable economic outlook, this
would, among other things, run counter to
one of the most fundamental intentions behind
the amended Stability and Growth pact, name-
ly to step up the consolidation efforts during
more favourable macroeconomic phases.

Budgetary development of central,
state and local government

Tax revenue

In the fourth quarter of 2005, tax revenue3
was up by 2%2% on the same period in 2004.

3 According to the definition used in the budgetary ac-
counts. Including EU shares in German tax revenue but
excluding receipts from local government taxes, which
are not yet known for the fourth quarter.
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Tax revenue™

Year-on-year change
%
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* Including EU shares in German tax rev-
enue, but excluding receipts from local
government taxes, which are not yet
known for the last quarter recorded.

Deutsche Bundesbank

The main factor behind this was the steep
growth of 31% in revenue from assessed
taxes and a 3% increase in turnover tax re-
ceipts. This was, however, accompanied by a
fall in revenue from wage tax (-4'2%) and
mineral oil tax (-3'2%), in particular.

In 2005 as a whole, tax receipts grew by
1% (+€6 billion), which was the first signifi-
cant increase since 2000. Revenue from as-
sessed taxes increased by 41% (+€7 billion)
not least as a result of the favourable business
earnings trend. Receipts from assessed in-
come tax were up by 81% (+€4"% billion).
This was due, firstly, to an increase in gross
revenue despite the tax rate cut in 2005.
Other factors included the decline — in par-
ticular, as a result of the measures introduced
with the Act Accompanying the 2004 Budget
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—in grants paid out to home owners (-€'% bil-
lion) and the reduction in rebates to employ-
ees (-€2' billion), which are both deducted
from cash receipts from assessed income tax.
Corporation tax receipts grew by 24%:% (+€3
billion), which is probably due in part to the
legislative measures taken to stabilise corpor-
ation tax revenue levels. Income from wage
tax went down by 4% (-€5 billion) in the
wake of a slight decrease in gross wages and
salaries. This was due largely to the tax cuts
although they appear to have had less of an
impact than initially expected. Among the
consumption-related taxes, revenue from
turnover tax rose by just over 1% (+€2'4
billion) in the context of a weakly growing
VAT assessment base. Mineral oil tax receipts
went down by 4% (-€1" billion) owing to a
fall in petrol consumption. By contrast, to-
bacco tax increases led to a rise of just over
4'%% (+€% billion) in revenue from this
source despite the persistent decline in con-
sumption. A significant rise of 12% (+€1 bil-
lion) in motor vehicle tax revenue was record-
ed as tax breaks for low-pollutant passenger
vehicles expired.

Overall, tax revenue (including estimated fig-
ures for local government taxes) was roughly
€1 billion higher than the official estimate in
November 2004. The highly volatile profit-
related taxes were, on balance, far higher
than had been estimated. The significant
margin of error with regard to the assessment
base, the assessment lag and the impact of
changes in tax legislation played a role in this,
while the marked decline in rebates to em-
ployees, which are deducted from assessed
income tax revenue, also surpassed expect-

Tax revenue in
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Total tax revenue and receipts from major individual taxes
Year as a whole Estimate |Q4
for
2004 2005 2005 3 2004 2005
Year-on-
Year-on-year year Year-on-year
change change change
Type of tax €bn as % in€bn |in€bn |€bn as % in € bn
Total tax revenue 1 409.5 415.4 + 1.4 +58|4 +74 118.0 120.9 + 2.5 +3.0
of which
Wage tax 123.9 118.9 - 4.0 -5.0 -1.5 35.5 33.9 - 45 -1.6
Assessed income tax 5.4 9.8 +81.1 +4.4 -0.3 5.0 6.0 +20.4 +1.0
Investment income tax 2 16.7 16.9 + 1.5 +0.3 +0.4 2.1 2.7 +27.1 + 0.6
Corporation tax 13.1 16.3 +24.5 +3.2 +4.1 3.7 5.4 +45.0 +1.7
Turnover tax 137.4 139.7 + 1.7 +2.3 +3.2 35.5 36.5 + 2.9 +1.0
Mineral oil tax 41.8 40.1 - 4.0 -1.7 -0.3 16.6 16.0 - 37 -0.6
Tobacco tax 13.6 14.3 + 4.7 +0.6 +1.1 4.3 4.2 - 1.8 -0.1

1 Including EU shares in German tax revenue, but exclud-
ing receipts from local government taxes, which are not
yet known for the last quarter recorded. — 2 Including
receipts from withholding tax on interest income. —

Deutsche Bundesbank

ations. By contrast, revenue from wage tax
and the most significant consumption-related
taxes was less than had been forecast, mainly
owing to the poor development of the assess-
ment bases. The last official estimate from
November 2005 was exceeded by +€3 billion.
This was due largely to the strong growth in
profit-related tax receipts in December. The
overall tax ratio rose slightly to 20.1%.

In 2006, the net impact of changes to tax le-
gislation is likely to be fairly small. On the one
hand, changes in tax law which were agreed
in the preceding legislative periods are grad-
ually having a revenue-boosting effect. On
the other
planned since the change of government will,

hand, measures approved or

on balance, place additional strains on gov-
ernment budgets. It is true that some of

3 According to the official tax estimate from November
2004. — 4 The tax revenue outturn including (still
estimated) local government tax receipts was roughly €1
billion higher than the estimate.

these measures are aimed at broadening the
assessment base for direct taxes and reducing
or abolishing tax concessions. However, the
revenue trend in 2006 will be dominated by
the creation of new and the expansion of
existing tax concessions. It is hoped that this
will have a beneficial effect on economic
growth. However, it is questionable whether
this can really improve the underlying eco-
nomic conditions and, indeed, whether it is
appropriate for the government to be taking
action motivated by reasons of economic pol-
icy, particularly in the light of the decidedly
favourable economic outlook for this year. It
is all the more questionable given that the ul-
timate aim is to achieve a more simple, trans-
parent and efficient tax system.
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All'in all, in 2006, it is to be expected that the
tax revenue-yielding assessment bases (gross
wages and salaries and modified domestic ex-
penditure) will develop more positively than
in 2005 and that the adjustments in the con-
sumption of mineral oil products will not lead
to another significant decline in revenue from
mineral oil tax. Even if there is weaker growth
in profit-related tax receipts, there will prob-
ably be a further rise in overall revenue. The
most recent official estimate predicts an in-
crease of 2.1% and a largely unchanged over-
all tax ratio. However, the additional meas-
ures announced so far are likely to curb rev-
enue growth by almost 2 percentage point.

Central government budget

Central
government
budget records
slightly lower
surplus in Q4

Central government recorded a surplus of
€64 billion in the fourth quarter of 2005
compared with just over €7 billion in the
same period of 2004. Despite an increase of
just under 1%2% in tax revenue, overall rev-
enue was down by more than 2% on the
final quarter of 2004 when extensive asset
disposals had been recorded. Expenditure
rose by 1%. Spending in connection with the
Hartz IV reform remained well above compar-
able outlays in the previous year. However,
following the securitisation of Post Office
pension fund claims, the cessation of pay-
ments to offset this fund's deficit resulted in
an extensive reduction in spending. In add-
ition, relief was provided by the improved fi-
nancial position of the Federal Employment
Agency and the relatively small Federal grant
to the statutory pension insurance scheme
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after parts of the grant had been paid out in
advance in September as liquidity assistance.

According to the preliminary outturn, in 2005
the central government deficit, at €31 bil-
lion, was more than €8 billion less than in
2004. This was largely owing to the use of
central government assets and the sale of
Post Office pension fund claims to provide
additional relief of almost €12 billion on the
previous year's position. Although the deficit
of just under €22 billion envisaged in the
2005 budget plan was significantly overshot,
the result was more positive than the Federal
Government had latterly indicated. A deficit
of roughly €35 billion had been predicted, in
particular, in the light of an €8': billion
budget overshoot in connection with the
Hartz IV reform, the €2 billion revenue short-
fall predicted in the last tax estimate and the
fact that the Bundesbank profit fell short of
the budgeted figure by almost €1 billion.
Ultimately, however, the smaller top-up grant
required by the Federal Employment Agency,
lower interest payments and much smaller
tax revenue shortfalls provided perceptible re-
lief and resulted in a more favourable full-
year outturn.

On 22 February, the Federal Cabinet is due to
approve the revised draft of the 2006 budget.
So far, no precise figures have been pub-
lished. The deficit of nearly €22 billion envis-
aged in the government draft from July 2005
is likely to be increased considerably to some-
where in the region of €38 billion and €39 bil-
lion. Evidently, the main reason for this is a
significant reduction in estimates for asset
disposals — as the latter are now to be distrib-

Deficit for the
whole of 2005
lower than
expected

Deficit in 2006
much higher
than
anticipated in
summer 2005



Overshooting
of the
constitutional
borrowing limit

uted more evenly across the entire new legis-
lative period — in contrast to the original plans
from summer 2005. This is compounded
by additional
projected expenditure on unemployment

burdens from higher-than-

benefit Il and ongoing contributions to local
government towards accommodation costs
for benefit recipients. Moreover, the growth
package, which was finalised in January, will
increase the strain. More intensive promotion
of renovation measures to reduce CO, emis-
sions in buildings, greater investment in trans-
port systems and increased backing for re-
search, as well as tax shortfalls resulting from
planned measures for stimulating economic
growth, are likely to increase the deficit in the
2006 Federal budget. On the other hand, a
certain counterweight is provided by the
more favourable basic situation concerning
tax revenue and interest payments. The coali-
tion agreements also envisage savings in ad-
ministrative costs to be financed mainly by
cutting Christmas bonuses but also by ex-
tending weekly working hours for Federal
civil servants. While the Federal Government’s
planned adjustments to the Hartz IV reform
are intended to provide relief of €3 billion for
the Federal budget in 2006, it now seems un-
likely that this can be achieved given the
delays in implementing these amendments.

All in all, a significant overshooting of the
constitutional upper limits for new borrowing
pursuant to article 115 of the Basic Law now
appears unavoidable. Such a breach is prob-
lematic in the light of the widely expected
buoyant cyclical trend. The need for fiscal
consolidation by central government is fur-
ther underscored by the fact that sizeable
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Central government
balance of revenue and
expenditure in 2004 and 2005
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asset disposals are to some extent masking
the structural financing deficit. It should not
be overlooked that even if the 3% criterion
prescribed by the Maastricht Treaty is met,
considerable further efforts will be required
to achieve structural compliance with the
constitutional borrowing limits.

The Federal special funds recorded a much
higher surplus of €4 billion in 2005 (2004: €2
billion). This was due largely to the fact that
loan repayments to the ERP Special Fund out-
weighed new loans by far more than they
had done in 2004. A surplus could be gener-
ated this year, too.
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Net borrowing in the market by
central, state and local government

€ billion
of which Memo
Loans item
against  |Acquisi-
borrow- |tion by
Securi- ers’ non-resi-
Period Total ties 1 notes 2 dents
2004 +72.3 +70.7 -16.8 +66.8
Q1 +45.3 +34.6 + 4.1 +26.6
Q2 + 8.2 +14.6 - 9.6 + 1.5
Q3 +17.6 +17.1 - 09 +24.4
Q4 + 1.2 + 4.4 -10.4 +14.3
2005 pe +58.6 +63.9 -111
Q1 +26.7 +17.3 + 7.5 +24.8
Q2 + 8.2 +13.4 - 6.3 +26.9
Q3 +14.7 +15.3 - 13 +13.2
Q4 pe + 8.9 +17.8 -10.9

1 Excluding equalisation claims. — 2 Including cash ad-
vances and money market loans.

Deutsche Bundesbank

State government and local government
budgets

Unexpected
decline in state
government
deficit in 2005

In the fourth quarter of 2005, state govern-
ment recorded a deficit of €6 billion com-
pared with €4 billion in the fourth quarter
of 2004. In 2005 as a whole, the deficit
amounted to just over €24 billion. This was
less than the previous year's figure of €25 bil-
lion — in contradiction with the most recent
plans, which had envisaged an increase. With
an increase of 2%, overall revenue grew
more sharply than the tax revenue of state
government ('2%). This was due mainly to
higher income from subsidy repayments from
Landesbanks and extensive asset disposals.
Expenditure rose by almost 172%. While com-
pensation of employees declined, there was a
notable rise in other spending, which was
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probably largely the result of the recapitalisa-
tion of state-owned enterprises.

For the most part, the current plans for 2006
do not yet reflect the better result of 2005,
which should provide a positive baseline ef-
fect for this year. A total deficit of roughly
€23 billion is envisaged with a slight reduc-
tion in spending which, however, on balance
merely reflects the discontinuance of capital
injections to state-owned enterprises. While
some state governments have already pre-
sented adjustments to these plans, they ap-
pear to be restricted to an extrapolation of
the favourable developments in 2005. Many
state governments are still finding it difficult
to observe the constitutional limits for new
borrowing or, in the case of the east German
states, are often unable to demonstrate, as
required, that special supplementary Federal
grants are being used to ease burdens result-
ing from the former partition of Germany.
Thus, a more significant reduction of the high
state deficits should be aimed at, particularly
in view of the more positive cyclical trend
now expected.

For local government, figures are currently
available only for the first three quarters of
2005.4 The €1 billion year-on-year decline in
the deficit recorded during this period could
be even higher in the last quarter given the
expected ongoing sharp growth in revenue
from local business tax. Thus, the annual re-
sult could be significantly more favourable
than that of 2004 (-€4 billion).

4 The development of local government finances is ana-
lysed in greater detail in the short articles in the Bundes-
bank Monthly Report of January 2006.

Hardly any
progress
towards
consolidation
planned in
2006

Marked
improvement
in local
government
budgets

in 2005



Social security funds

Statutory
pension
insurance
scheme
showing
smaller surplus
in Q4

Reserves well
below the
statutory
minimum

Statutory pension insurance scheme

In 2005, the surplus usually recorded in the
pension insurance scheme in the fourth quar-
ter — as a result of contributions on bonuses
paid at the end of the year — was, at just
under €1 billion, considerably less than in the
previous year (€4 billion). The result in the
fourth quarter of 2004 had, however, been
distorted by the sale of the GAGFAH housing
company which produced a one-off revenue
windfall of €2 billion. Furthermore, in the
third quarter of 2005 Federal grants amount-
ing to almost €1 billion had to be paid out in
advance to cover current expenditure. Rev-
enue from contributions increased by 4%,
which was a notable improvement on the
trend throughout the earlier part of the year.
Following the waiver of the pension adjust-
ment in mid-2005, spending on pensions
rose by only 2%. This increase was due en-
tirely to the rise in the number of persons re-
ceiving pensions. By contrast, savings were
made on contributions paid by the statutory
pension insurance scheme to the statutory
health insurance scheme for pensioners be-
cause, since 1 July 2005, pensioners — as well
as employees — now pay a special contribu-
tion of 0.9%.

In 2005 as a whole, there was a deficit of just
over €4 billion. Even allowing for the effect of
the sale of GAGFAH in 2004, this signifies a
discernible deterioration. At the end of the
year, the reserves amounted to just 0.11
month’s expenditure and thus fell well short
of their minimum level of 0.2 month’s ex-
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Finances of the
German statutory
pension insurance scheme

Quarterly
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penditure. This indicates that the contribution
rate of 19.5% was not high enough. To avoid
raising the contribution rate in 2006, employ-
ers are now obliged to transfer social security
contributions on earnings paid at the end of
the month earlier than before. This means
that, in most cases, 13 rather than 12 month-
ly contributions will be paid. For example, the
contributions for December 2006 will be re-
ceived and posted to the accounts at the end
of that month (instead of mid-January 2007),
thus inflating the reserve.

The resulting one-off improvement in the
budgetary balance does not negate the need
for comprehensive reform measures. In order
to curb the levy burden in the future, a swift
rise in the statutory retirement age appears
essential, although, given the rising life ex-
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Finances of the
Federal Employment Agency

Quarterly
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Deutsche Bundesbank

pectancy, more extensive measures would
also seem necessary in the long term, at least.
A longer working life increases economic out-
put and improves the financial situation of all
public sector budgets and ultimately of
households, too. Furthermore, the Federal
Government is planning an early decision on
the development of the statutory retirement
age, which will create a reliable planning
basis for both employees and employers and
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provide a clear signal about the urgent need
to increase the participation of older persons
in the labour force. The relief will, however,
be limited by the fact that persons who have
paid contributions for 45 years will still be en-
titled to claim a full pension at the age of 65.
Thus, in the case of individuals who have con-
tributed the same amount, some of them
would receive preferential treatment simply
because their contributions had been paid in
over a longer period. Exceptions would, as a
rule, reduce the financial effectiveness and re-
quire higher contribution rates.

Federal Employment Agency

In the fourth quarter of 2005, the Federal Em-
ployment Agency recorded a deficit of €272
billion, which was almost €1 billion higher
than in the same period of 2004. The im-
provement was partly due to a slight increase
in revenue from contributions. The decisive
factor behind this, however, was the sharper
decline in expenditure on unemployment
benefit (-12%) at the end of the reporting
period, largely owing to the significant de-
cline in the number of recipients. In addition
to this, substantial savings were made in the
area of active labour-market policy measures,
although these were related to the fact that
responsibility for financing payments in fa-
vour of recipients of unemployment benefit I
was shifted to central government. The com-
pensatory amount paid in return by the Fed-
eral Employment Agency was far less than
the savings made on active labour market
policy in the final quarter.

Federal
Employment
Agency with
large surplus at
end of 2005



Grant required
in 2005 well
below
budgeted
figure

Surplus in 2006
will facilitate
contribution
rate cut next
year

In 2005 as a whole, the Federal Employment
Agency required a top-up grant from the cen-
tral government budget of only € billion in
contrast to the €4 billion provided for in the
budget plan. This can be attributed both to
the more positive financial trends in un-
employment benefit and active labour-
market policy measures. Moreover, the com-
pensatory amount payable to central govern-
ment was more than €2 billion less than

planned.

The 2006 budget plan of the Federal Employ-
ment Agency envisages a surplus of almost
€2 billion. This is based mainly on a sharp rise
in revenue from contributions as well as fur-
ther savings expected in connection with un-
employment benefit. As in the case of the
statutory pension insurance scheme, a con-
siderable one-off revenue increase of almost
one month’s contribution receipts is expected
in consequence of the earlier transfer of so-
cial security contributions. The plan is to use
these reserves in 2007 to help finance a cut in
the contribution rate from 6.5% to 4.5%.
Further savings are to be achieved by
shortening the maximum period of entitle-
ment to unemployment benefit to 12 months
(18 months for persons aged 55 and over) for
individuals who register as unemployed after
31 January 2006. The deficit to be covered in
2007 will be balanced by grants from central
government. According to the Federal Gov-
ernment, this will necessitate roughly 1 per-
centage point of the planned increase in the
standard rate of VAT.
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Statutory health insurance scheme and
long-term care insurance scheme®

In all likelihood, the statutory health insur-
ance institutions will have recorded a far less
favourable outturn in 2005 than in the previ-
ous year. The positive balance of €4 billion
achieved in 2004 may have fallen to half this
amount. The “Act improving cost-efficiency
in pharmaceuticals supply”® is now intended
to curb pharmaceutical expenditure, which
saw a particularly sharp rise in 2005.

Despite a number of relief measures — the
additional contribution for childless persons
and increased revenue from contributions as
a result of the Hartz IV reform — the statutory
long-term care insurance scheme is likely to
have remained in deficit in 2005 albeit to a
lesser extent than in 2004. Thus, the reserves,
which had stood at €3": billion at the end of
2004, will have diminished further. This in-
creases the pressure for reforms in this area,
too.

5 The financial development of the statutory health and
long-term care insurance schemes is analysed in greater
detail in the short articles of the Bundesbank Monthly Re-
port of December 2005.

6 In addition to a two-year price moratorium on all
pharmaceuticals and an additional 10% discount on the
price of generic drugs, manufacturers are to be prohibit-
ed from providing pharmacists with additional pharma-
ceuticals for sale purposes at no extra cost and the fixed-
price regulation is to be tightened up.
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