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General government budget

Public finances in Germany developed more
favourably in 2010 than had been anticipated
at the height of the crisis. However, this
should not mask the existence of substantial
fiscal problems and the need for large-scale
adjustment. According to initial data from
the Federal Statistical Office, the general gov-
ernment deficit ratio rose to 3.5%, although
the buoyant economy and positive one-off
effects significantly eased the burden on pub-
lic coffers (see box on pages 60 and 61). This
rise was predominantly due to the consider-
able structural deterioration stemming from
expansionary fiscal measures, but the assist-
ance provided to financial institutions also
drove up the deficit perceptibly. Furthermore,
the debt ratio reached a new high at the end
of 2010, estimated at well over 80%. The
very sharp increase can be attributed mainly
to the assumption of risk assets and liabilities
by the government sector in connection with
setting up resolution agencies for parts of
Hypo Real Estate (HRE) and WestLB.

The government revenue ratio fell by 1.4 per-
centage points to 43.1% in 2010. Fiscal
measures were a major contributory factor in
this decrease (particularly the greater tax de-
ductibility of insurance contributions and the
economic stimulus packages), while in the
area of social security funds, shortfalls arising
from the lower general contribution rate to

* The analysis in the “General government budget” sec-
tion is based on data contained in the national accounts
and on the Maastricht ratios. The subsequent reporting
on the budgets of the various levels of government and
social security schemes is based on the budgetary figures
as defined in the government’s financial statistics (which
are generally in line with the budgetary accounts).
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The structural development of public finances in Germany

— results of the disaggregated framework for 2010 -

According to provisional data from the Federal
Statistical Office, the general government deficit
in Germany (as defined in the national accounts)
increased to 3.5% of gross domestic product
(GDP) in 2010 after it had stood at 3.0% in the
previous year. Using the disaggregated frame-
work for analysing public finances," it is possible,
firstly, to estimate the role played by cyclical and
specific temporary effects and, secondly, to iden-
tify other changes, referred to here as structural
changes, in the revenue and expenditure ratios
and their major determinants. The main results
of this analysis for 2010 are presented below.?

The results show that, taken in isolation, favour-
able cyclical influences caused a decline in the
deficit ratio of 0.4 percentage point. The effect
is considerably lower than suggested by the
strong increase in GDP, as important macroeco-
nomic reference variables for government rev-
enue (gross wages and salaries, private con-
sumption) grew at a much weaker pace. In add-
ition, clearly identifiable specific temporary ef-
fects (including the proceeds from the radio fre-
quency auction and higher insolvency benefit
contributions) reduced the deficit by 0.2 per-
centage point.? Hence, the 2010 deficit — adjust-
ed for these cyclical and specific temporary ef-
fects and in relation to trend-GDP - increased
considerably by 1.1 percentage points.

While the unadjusted revenue ratio fell very
markedly by 1.4 percentage points, the decline
in the structural ratio (structural revenue in rela-
tion to trend-GDP) was more moderate (-0.7 per-

1 For an explanation, including of the standardised method of deter-
mining the cyclical component used in the European System of Cen-
tral Banks, see Deutsche Bundesbank, A disaggregated framework
for analysing public finances: Germany’s fiscal track record between
2000 and 2005, Monthly Report, March 2006, pp 61-76. — 2 The re-
sults are subject to amendment owing to revisions to the preliminary
national account figures or revised estimates of the macroeconomic
outlook. — 3 In relation to the level of deficit, these two factors con-
tributed just under 0.3% of GDP in 2010. Financial effects in connec-

Deutsche Bundesbank
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centage point). The determining factor for the
weaker decline was that the short-term changes
to the growth structure are not reflected in the
structural ratio as it is geared towards longer-
term assessment base trends. The trend growth
rates of the macroeconomic reference variables
that are particularly important for public fi-
nances even exceeded those of GDP, which had
a slight ratio-boosting effect (positive decoup-
ling of the assessment bases) of +0.2 percentage
point. By contrast, legislative changes caused a
sharp reduction in the ratio (-0.9 percentage
point). This was mainly attributable to tax cuts
(especially greater tax deductibility of insurance
contributions, economic stimulus packages).
Added to this was the lowering in the general
contribution rate to the statutory health insur-
ance scheme on 1 July 2009, the full annual ef-
fect of which was not felt until 2010.

The unadjusted expenditure ratio decreased by
0.9 percentage point in 2010, while the ratio of
structural expenditure (to the more stable
trend-GDP) increased by 0.5 percentage point.
Public finances profited from a further slight de-
cline in the interest expenditure ratio which was
attributable to the very favourable financing
conditions.* The structural ratio of other ex-
penditure (primary expenditure) went up by 0.6
percentage point. Social payments shot up
owing to the further increase in child benefit as
well as the relatively strong rise in expenditure
on healthcare and old-age provision. In contrast
to this, the decline in labour market expenditure
as well as the expiration of the child bonus and

tion with support measures for financial institutions are not included
in the specific temporary effects here. — 4 An exact quantification is
still outstanding as the debt ratio for 2010 is not yet available. — 5 Ad-
justed for cyclical influences and specific temporary effects. In accord-
ance with the EDP definition, ie including swaps and forward rate
agreements in interest rate expenditure and the fiscal balance, or in
accordance with ESA 95 (2010). — 6 Year-on-year change of the ratio
to nominal GDP. — 7 Assessed income tax, corporation tax, local busi-
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Structural development * as percentage of trend-GDP
Year-on-year change in percentage points
Item 2004 2005 2006 2007 2008 2009 2010
Unadjusted fiscal balance® 0.3 0.5 1.7 1.9 -0.2 -3.2 -0.5
Cyclical component® -0.1 -0.2 0.7 0.4 0.4 -1.7 0.4
Temporary effects® 0.0 0.1 -0.1 0.0 -0.2 0.3 0.2
Fiscal balance 0.3 0.6 1.1 1.5 -0.4 -1.7 -1.1
Interest payable -0.1 0.0 0.1 0.0 -0.1 -0.2 -0.1
Owing to change in average interest rate -0.3 -0.1 0.0 0.0 -0.1 -0.3
Owing to change in debt level 0.1 0.1 0.1 0.0 0.0 0.1
Primary balance 0.1 0.5 1.2 1.5 -0.5 -1.9 -1.3
Revenue =11 0.1 0.8 0.7 0.0 -1.0 -0.7
Taxes and social contributions -0.8 0.0 0.7 0.7 0.0 -0.9 -0.7
Fiscal drag 0.1 0.0 0.0 0.1 0.0 0.1 0.0
Decoupling of base from GDP -0.2 -0.1 -0.1 -0.3 0.1 -0.2 0.2
Legislative changes -05 -0.2 0.1 0.6 -0.6 -0.4 -0.9
Residual -0.2 0.3 0.6 0.2 0.4 -0.5 0.0
of which: profit-related taxes’ 0.1 0.2 0.5 0.3 0.4 -0.6 0.1
Memo item: included in expenditure?® -0.1 -0.2 -0.2 -0.1 -0.1 0.2 -0.1
Non-tax revenue® -0.3 0.1 0.1 0.0 0.0 0.0 0.0
Primary expenditure -1.2 -0.4 -04 -0.8 0.5 0.9 0.6
Social payments™ -0.7 -0.2 -0.1 -0.4 0.1 0.5 0.2
Subsidies -0.1 -0.1 0.0 -0.1 0.0 0.1 0.0
Compensation of employees -0.1 -0.2 -0.1 -0.2 0.0 0.1 0.0
Intermediate consumption 0.0 0.1 0.0 0.0 0.1 0.2 0.1
Gross fixed capital formation -0.1 -0.1 0.1 0.0 0.1 0.1 0.0
Other expenditure -0.1 0.1 -0.2 -0.1 0.2 -0.1 0.2
Memo item
Pension expenditure™ -0.2 -0.2 -0.1 -0.3 -0.1 0.0 0.1
Healthcare expenditure™ -04 0.1 0.1 0.1 0.2 0.3 0.1
Labour-market expenditure -0.2 0.1 -0.1 -0.2 0.1 0.0 -0.1

the car scrappage scheme, which was recorded
in this item, had a dampening effect on the in-
crease. In addition to social payments, the cap-
ital transfers in connection with the support of
Hypo Real Estate were also partly responsible for
the growth in the structural expenditure ratio.

Overall, it is apparent that there is a consider-
able structural deterioration in public finances,
which has, however, been partly obscured by fa-

ness tax, investment income tax. — 8 Payments attributable to the
general government sector, eg social contributions for public sector
employees (estimated). — 9 Other current transfers receivable, sales
and total capital revenue. — 10 Including other current transfers to
households. — 11 Other current transfers payable to corporations
and the rest of the world, other net acquisitions of non-financial
assets and capital transfers. — 12 Spending by the statutory pension
insurance scheme, on civil servants’ pensions as well as payments by

vourable cyclical development and other tem-
porary relief effects. The increase in the struc-
tural deficit is largely the result of extensive tax
measures, relatively strong growth in expend-
iture on social benefits and financial market sup-
port measures.

the Post Office Pension Fund and the Federal Railways Fund. —
13 Spending by the statutory health insurance scheme and assistance
towards civil servants’ healthcare costs. — 14 Spending by the Federal
Employment Agency (excluding the compensatory amount (up to
2007)/reintegration payment (from 2008)) paid to the Federal Gov-
ernment) and expenditure on unemployment assistance (up to 2004)
or unemployment benefit Il (from 2005) and on labour market reinte-
gration measures.
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General government
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* As defined in the national accounts. —
1 Taxes and social contributions plus cus-
toms duties and the EU share in VAT rev-
enue.

Deutsche Bundesbank

the statutory health insurance scheme and
additional revenue from raising insolvency
benefit contributions largely cancelled each
other out. The decline in the ratio is also
attributable to the fact that gross wages and
salaries and private consumption, both of
which are important reference variables for
revenue, grew at a much weaker pace than
gross domestic product (GDP).
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As a result of economic recovery, the govern-
ment expenditure ratio dropped to 46.6%
from 47.5%, after soaring by 3.7 percentage
points in 2009. These fluctuations largely
mirror the cyclical development of GDP in the
ratio’s denominator. The cyclically-adjusted
expenditure ratio went up for the third year
in a row. In particular, the effects of the fur-
ther increase in child benefit, the relatively
strong rise in spending on healthcare services
and the higher capital transfers owing to sup-
port measures for HRE were felt in 2010. By
contrast, the expiry of the car scrappage
scheme and the child bonus, as well as the
proceeds received in May from the auction
of radio frequencies, all had an alleviating
effect.!

The deficit ratio could potentially drop to-
wards 2% in 2011, provided (as is assumed
here) the burdens arising from the financial
market support measures decline and all
levels of government initiate the corrections
necessary, not least to comply with budgetary
rules. Continued positive economic develop-
ments are likely to support a decline in the
deficit. Furthermore, following two years of a
very expansionary fiscal policy stance, fiscal
measures are depressing the deficit on bal-
ance. Various economic stimuli — for example,
in the area of active labour market policy
or lowering the contribution rate to the un-
employment insurance scheme — are being
phased out. In addition, savings are to be

1 In the government’s national accounts, the purchase
and sale of non-financial assets are netted out and re-
corded on the expenditure side. Thus the proceeds from
the auction reduce expenditure (as was the case with the
proceeds from the sales of UMTS mobile telephone
licences in 2000), whereas in the government’s financial
statistics they increase revenue.

Expenditure
ratio declined
somewhat due
to economic
recovery

Improvement
in 2011 due
to economic
development
and muted
spending
growth



Make use of
more favour-
able economic
development to
reduce deficit
at a faster pace

made in connection with the Federal Govern-
ment’s consolidation package from the sum-
mer of 2010. Furthermore, the contribution
rate to the statutory health insurance scheme
has been raised and the healthcare reform
could dampen growth in expenditure. A con-
tinuation of the favourable labour market de-
velopment could also contribute to a struc-
tural improvement.

Despite the expected reduction in the deficit,
fiscal policymakers still face a huge restruc-
turing task, as is abundantly clear from cen-
tral, state and local government budgets.
The medium-term objective of a structurally
close-to-balance budget is still a long way off.
The debt ratio has exceeded the 60% refer-
ence value ever since 2002. It rose very sharp-
ly again during the crisis, even though it
should be borne in mind that the rise is large-
ly offset by an increase in financial assets in
connection with financial market support
the burden
placed on future generations has increased

measures. However, overall,
significantly. Furthermore, during the finan-
cial and sovereign debt crisis, Germany as-
sumed substantial risks from guarantees,
which should by no means be disregarded.
Against this backdrop, concessions in terms
of the planned consolidation are not advis-
able. Instead, the better performance in
terms of national and European budgetary
rules should be used to implement budgetary
consolidation as planned, taking advantage
of the current very positive conditions to
reduce deficits more quickly.

Confidence in the soundness of public fi-

nances remains extremely strained in several
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euro-area countries. The corresponding risk
premiums mean that these countries can only
tap the capital market for funds at high inter-
est rates or that they require financial assist-
ance. Action will be required primarily from
the stricken countries themselves to improve
this situation on a sustainable basis by elimin-
ating the root causes of the problem. They
need to rapidly lower their government def-
icits, restructure their financial systems and
implement comprehensive structural reforms
to enhance economic growth. Financial as-
sistance from other countries can at most buy
time to allow the necessary adjustment pro-
cesses to be spread over a longer period. As
things currently stand, the euro rescue shield
agreed in May 2010 would appear to provide
a sufficient range of instruments.

Nonetheless, the possibility of adding new
instruments to the rescue package, which
runs to 2013, is currently being floated. One
demand is that the European Financial Stabil-
ity Facility (EFSF) should buy up government
bonds of the affected countries on the sec-
ondary market. That would, however, ab-
solve private sector creditors and national
policymakers of even more of their responsi-
bility and possibly result in the taxpayers in
the financing countries having to shoulder
more and potentially large-scale risks. Bond
buybacks by the country itself using low-cost
loans extended by the EFSF are being pro-
posed, as is the idea that bonds acquired by
the EFSF cheaply should be passed on to the
debtor country below par. In economic terms,
this would, like the reduction of the agreed
interest rate conditions, involve an additional,

intransparent intergovernmental transfer.
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Towards a European Stability Mechanism

In the context of the European Council meeting on
16-17 December 2010, the euro-area member states
agreed to establish a permanent mechanism to sa-
feguard the financial stability of the euro area as a
whole. This future European Stability Mechanism
(ESM) will replace the European Financial Stability
Facility (EFSF) and the European Financial Stabilisa-
tion Mechanism (EFSM), both of which are to re-
main in force until June 2013. In this context, the
European Council decided to amend Article 136 of
the Treaty on the Functioning of the European
Union (TFEU) accordingly; as of 1 January 2013, a
new, third paragraph is to be added with the follo-
wing wording: “The Member States whose cur-
rency is the euro may establish a stability mecha-
nism to be activated if indispensable to safeguard
the stability of the euro area as a whole. The gran-
ting of any required financial assistance under the
mechanism will be made subject to strict conditio-
nality.”

Like the EFSF, the ESM is to be established on the
basis of an intergovernmental agreement. All
decision-making powers regarding assistance mea-
sures designed to safeguard the financial stability
of the euro area as a whole therefore rest with the
member states. The European Union will not un-
dertake any further financial involvement of its
own in this area and the EFSM, as an instrument
established under Union law, will cease to exist in
June 2013. Upon its introduction in May 2010, the
EFSM was explicitly based on the derogation provi-
ded for in Article 122 (2) of the TFEU. In its conclu-
sions of 16-17 December 2010, the European Coun-
cil thus agreed that Article 122 (2) of the TFEU will
no longer be needed for the purposes in question.

Article 136 of the TFEU was incorporated into pri-
mary Union law through the Treaty of Lisbon in
December 2009 and forms part of a chapter on spe-
cial provisions for member states whose currency is
the euro. It allows these member states to coordi-
nate their fiscal policy above and beyond the provi-
sions of general EU law. Article 136 (1) and (2) of

Deutsche Bundesbank
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the TFEU in its current wording also offers specific
procedures for this purpose based in Union law.
Conversely, the text of the planned amendment,
which refers to the possibility of setting up the Eu-
ropean Stability Mechanism, makes no provisions
for any procedural rules. This can be explained by
the clear commitment to an intergovernmentally
established ESM in the conclusions of the European
Council. Moreover, the decision in favour of the
simplified procedure for revising the provisions of
Part Three of the TFEU pursuant to Article 48 (6) of
the Treaty on European Union (TEU) is also connec-
ted with the intergovernmental nature of the ESM.
Such a simplified revision procedure may be ap-
plied only if competences already assigned to the
European Union are not expanded as a result of
the amendment and, accordingly, no new responsi-
bilities are transferred to Union level. In this sense,
the new Article 136 (3) of the TFEU merely confirms
the existence of an option available to member sta-
tes on account of their individual sovereignty to
act within the framework of their financial auto-
nomy.

The choice of wording for the revision and exten-
sion of Article 136 of the TFEU reflects some impor-
tant decisions taken by the European Council with
regard to the architecture of the future European
Stability Mechanism. First, the wording stresses the
need for there to be a risk to the stability of the
euro area as a whole as opposed to turmoil that is
restricted to one or a few member states. Second,
the fact that the ESM is to be activated only when
such action is indispensable emphasises that other
possible solutions are to be given priority. The ad-
ditional stipulation that the granting of any requi-
red financial assistance under the mechanism is to
be made subject to stringent conditions enshrines
in Union law the requisite strict conditionality atta-
ched to all such assistance.

Furthermore, the European Council’s conclusions
set out further key elements of the decision-
making structure and design of the new mecha-



nism. For instance, they contain the explicit requi-
rement that the mechanism be activated by mutual
agreement of the euro-area member states. This re-
presents a continuation of the EFSF rule that each
country providing financial assistance has to agree
to this action, thus ensuring that the individual
member states retain decision-making authority
over their own finances. The intergovernmental
nature of the arrangement is also emphasised by
the fact that EU member states whose currency is
not the euro may participate in measures taken un-
der the future mechanism on an ad hoc basis, as
was the case with the Irish rescue package, which
included bilateral loans from the United Kingdom,
Sweden and Denmark.

Moreover, the European Council took on board
the declarations in the statement made by the Eu-
rogroup finance ministers on 28 November 2010
stipulating that the future ESM will be based on
the current EFSF and will function according to the
EFSF’s rules. In this context, one particularly impor-
tant aspect is the absence of joint and several liabi-
lity for all exposures. Instead, liability corresponds
to individual shares for which there are absolute
size limits. In addition, the funds borrowed on the
financial market are to be relayed to the financially
distressed member state in the form of loans. As
with the Greek assistance, the due interest is to be
supplemented by processing costs and an appro-
priate margin. The credit conditions are elaborated
by the European Commission — in this case acting
on behalf of the member states — in liaison with
the ECB and the IMF; in line with the requirement
for strict conditionality, they contain an economic
adjustment programme to which the member state
receiving assistance commits.

The agreement concerning concrete modifications
to the EFSF rules effective in October 2010 was like-
wise taken on board by the European Council.
They are designed to provide for a case-by-case
participation of private creditors in full compliance
with IMF guidelines. Any provison of financial assi-
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stance is preceded by a “debt sustainability analysis
conducted by the European Commission and the
IMF, in liaison with the ECB.” Where this analysis
concludes that the member state in question is sol-
vent, private creditors are to be encouraged to
maintain their exposure in line with IMF practices.
However, if the completed debt sustainability ana-
lysis deems a country to be insolvent, ie over-
indebted and carrying an unsustainable debt bur-
den, the member state in question has to negotiate
a comprehensive restructuring plan with its private
sector creditors in line with IMF practices with a
view to restoring debt sustainability. Only once
debt sustainability has been achieved through
these measures may the ESM provide liquidity assi-
stance.

In order to facilitate the participation of private
creditors, standardised and identical collective ac-
tion clauses (CACs) will be included in the terms
and conditions of all new euro-area sovereign
bonds starting in June 2013. This will enable the
creditors to pass a qualified majority decision
agreeing a legally binding change to the terms of
payment (standstill, extension of the maturity, in-
terest rate cut and/or haircut) for all creditors. It
will also prevent individual creditors from refusing
to sign up to an agreement in the hope that they
might secure more favourable conditions for them-
selves (the “free rider” problem). A further key
change to the current EFSF rules is that the ESM
loans are to be given preferred creditor status and
are thus senior to all private creditors’ claims and
junior only to IMF loans. This clear signal to the
markets is aimed at safeguarding public funds and
thus ultimately protecting taxpayers in the coun-
tries providing assistance. By contrast, neither the
current EFSF nor the European Council’s conclusi-
ons with regard to the future ESM envisage capital
accumulation at these institutions, the option to
purchase government bonds on the secondary mar-
ket or programmes which can be activated in ad-
vance of the onset of payment difficulties.
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In order to be able to better prevent similar
sovereign debt crises occurring in the future,
distortions must be detected at an earlier
stage and more decisive action taken to
correct them. In addition to strengthening
the Stability and Growth Pact, extending
macroeconomic surveillance of serious distor-
tions and improving the regulation and super-
vision of financial markets, the disciplining
effect of the financial markets also plays an
important role in this context. It is therefore
essential that the incentives for creditors
to adequately price risk, thereby ensuring a
sound fiscal policy, are by no means reduced,
but are instead increased in future.

This is also an issue with the future European
Stability Mechanism (ESM), which is to be set
up lest intensified prevention measures prove
insufficient. At the end of November 2010,
the euro-area finance ministers established
important cornerstones for the ESM, which
the European Council confirmed in December
(see also the box on pages 64 and 65). The
ESM will accordingly be based on the EFSF in
its current form. Financial assistance is per-
mitted only if the stability of the euro-area as
a whole is at risk and is to be conditional on a
stringent economic and fiscal programme of
adjustment. In the event of a liquidity crisis,
private sector creditors are to be encouraged
to maintain their exposure while, in the event
of insolvency, private sector creditors and the
respective debtor country must reach a com-
prehensive agreement on restoring debt sus-
tainability as a condition for financial assist-
ance. To protect the taxpayers in the coun-
tries providing assistance, ESM loans are to
be given preferred creditor status and the
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mechanism is to take the form of a bilateral
agreement in which decisions regarding sup-
port measures are unanimously agreed by the
countries providing assistance. At present,
negotiations are ongoing with the objective
of finalising the mechanism by March. Some
of the proposals being discussed — for ex-
ample involving secondary market purchases,
extending joint liability (Eurobonds) or per-
ceptibly lowering the interest charged on
ESM loans — reduce incentives for sound fiscal
policy and contravene important basic prin-
ciples of the currency union such as subsidiar-
ity, national fiscal responsibility and the no
bail-out principle (see the box on pages 68
and 69).

Budgetary development of central,
state and local government

Tax revenue

Tax revenue? went up by 1% in 2010 (see
chart and table on pages 67 and 70). Short-
falls owing to substantial tax relief measures?
were more than offset by the positive influ-
ence of economic recovery. Revenue from
income-related taxes fell slightly by 2%. The
decline in wage tax (-5'2%) owing to the tax
relief measures and the increase in child

2 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.

3 These notably include the greater tax deductibility of in-
surance contributions, the second stage of the reduction
in income tax rates, preferential turnover tax treatment
for the hotel trade, corporate taxation relief measures
and the increase in child benefit. Unlike in the national
accounts, in the government’s financial statistics, child
benefit payments are not recorded on the expenditure
side, but are deducted from wage tax receipts.

1% increase in
tax revenue in
2010

Decline

in income-
related taxes
on balance
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benefit were set against a sharp rise in profit-
related taxes of 11%. There was particularly
strong growth in corporation tax receipts,
which had been very low in 2009, with a fur-
ther rise in advance payments, in particular.
The underlying developments of assessed in-
come tax were more stable during the crisis
and the recovery started later and was more
moderate. However, the rise in 2010 was
strengthened by the fact that considerable
revenue shortfalls in 2009 owing to tax re-
funds following the Federal Constitutional
Court’s ruling reinstating the standard travel
allowance for commuters no longer have an
impact and that grants to homebuyers, which
are deducted from revenue, are being phased
out. Revenue from investment income tax fell
again, probably largely as a result of low
interest rate levels, although non-assessed
taxes on earnings from dividends rose again
following a sharp drop in 2009. Receipts
from consumption-related taxes went up by
1%, with turnover tax revenue increasing
largely in line with private consumption,
while income from specific excise taxes* stag-
nated. Customs duties, shares in local busi-
ness tax accruing to state and central govern-
ment and real property transfer tax all record-
ed significantly higher revenue.

According to the latest official tax estimate
from November 2010, revenue is expected to
increase by just over 2%2% (including local
government taxes) in 2011, taking into ac-
count the forecast additional receipts from
legislative changes passed since then.> How-
ever, on balance, legislative changes in 2011
will have only a minor impact, as the in-

creases in revenue mentioned above are set

DEUTSCHE
BUNDESBANK

Monatsbericht
February 2011

Tax revenue”

Year-on-year change, quarterly
%

+8

+6

+4

; ||| I
0 | |
=2

-4

2008 2009 2010

* Including EU shares in German tax rev-
enue, excluding receipts from local govern-
ment taxes.
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against revenue shortfalls elsewhere.® Over-
all, revenue growth will thus largely be deter-
mined by underlying economic develop-
ments.” In its updated forecast from January,
the Federal Government expects economic
developments to be significantly more fa-
vourable than those used as a basis for the

4 This development is probably somewhat underesti-
mated here owing to the booking of insurance tax cash
flows being postponed beyond the turn of the year.

5 Including the introduction of the nuclear fuel tax and
air traffic tax, as well as a reduction in the energy and
electricity tax concessions by virtue of central govern-
ment’s consolidation package.

6 Above all deferred shortfalls due to greater tax deduct-
ibility of insurance contributions.

7 The Federal Government expects tax refunds in connec-
tion with the Meilicke case regarding the treatment of
corporation tax paid abroad in the taxation of dividends
under the tax imputation procedure that was abolished
in 2001 to have a retarding effect. In this regard, short-
falls of around €3: billion are included in the official tax
estimate for 2011.
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The debate on secondary market purchases by the future European Stability Mechanism

After the European Council established the cor-
nerstones for the European Stability Mechanism
(ESM) in December 2010, the concrete imple-
mentation details are currently being discussed
with a view to a European Council decision in
March. One proposal under consideration is for
the future mechanism to allow secondary mar-
ket purchases of government bonds of a country
in distress. This includes the suggestion of sover-
eign debt buybacks financed via ESM loans. The
main envisaged objectives are to involve private
sector creditors in crisis resolution, stabilise bond
prices, provide aid to countries requesting assist-
ance, improve conditions for primary market is-
suance and to safeguard financial market stabil-

ity.

However, if secondary market purchases were to
be allowed, this would imply a move away from
the principle agreed by the Eurogroup ministers
on 28 November 2010 (and endorsed by the
European Council in December) to base the
functionality of the future ESM on the design of
the EFSF from November 2010, as this instrument
is not part of the EFSF. Moreover, the proposal
appears questionable on economic grounds and
its concrete implementation would raise serious
problems inter alia regarding price-setting, pur-
chase volume and transparency.

A fundamental misgiving is that the secondary
market purchases under discussion would mean
intervening in the market process and thus dis-
torting prices and incentives. The creditors of
the country in question would benefit from this
arrangement as their exposure would be re-
duced and, as a result, the risks that they as-
sumed previously would be transferred to the

1 On the one hand, the country itself could buy back bonds directly
and finance them using low-interest ESM loans. On the other hand,
bonds purchased by the ESM at a low price could be passed on to the

Deutsche Bundesbank
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countries providing assistance or to any other
existing private sector creditors. If indirect or dir-
ect buybacks of debt of a country receiving as-
sistance were allowed as well,* this would
amount to a transfer to this country which
would be all the higher, the lower the interest
rate charged for the buyback loan.

As a rule, the only way to permanently lower
the risk premium which the markets charge as
compensation for default risk, and which largely
determines interest rate levels and bond prices,
is to improve expectations of the long-term sus-
tainability of a country’s public debt and thus
also of its contracted debt servicing. The key pre-
requisite for gaining the trust of potential cred-
itors is that the adjustment process, in the sense
of a substantial improvement in the general
government primary balance, is considered cred-
ible (for instance, because it is largely complete)
and that the escalation of the country’s indebt-
edness is halted and seems likely to be reversed
in the near future.

Buybacks of bonds that are being traded below
their face value would result in an ad hoc nom-
inal reduction in the debt ratio of the country
requiring assistance. However, the size of the re-
duction would be limited and the primary bal-
ance adjustment requirement would be eased
only marginally. For instance, repurchasing 50%
of an outstanding sovereign debt amounting to
150% of GDP at an average market price of the
bonds of 80% of their face value would cut the
debt ratio by a mere 15 percentage points in
nominal terms.? This would probably reduce the
medium-term consolidation requirement by less
than 1% of GDP in many cases, which would be

debtor country, resulting in an ESM claim on the country concerned
below the nominal value of the bonds. — 2 The present value of the
debt is reduced only if bond purchases are financed by loans at below



highly unlikely to dispel market doubts notice-
ably. Conversely, if assistance programmes were
launched on a sufficiently large scale to reduce
the distressed country’s debt ratio significantly,
market concerns would refocus on the associ-
ated huge burden incurred by the assisting
countries. This danger is especially evident given
that, in order to ensure equal treatment, such
an arrangement would have to be granted to all
countries experiencing serious payment difficul-
ties. Furthermore, the (hidden) transfer associ-
ated with such buyback programmes would gen-
erally reduce incentives for recipient countries
to pursue an appropriate fiscal policy. While
states with an unsound budgetary policy could
count on receiving assistance, countries with
sound finances would be called on to provide fi-
nancing.

Moreover, lower interest rates resulting from
secondary market purchases are irrelevant for
new borrowing by countries that are benefiting
from an assistance programme because they are
generally financed by means of ESM loans for
the period considered necessary for stabilisation
and are thus not reliant on capital market bor-
rowing. For countries that are not benefiting
from an assistance programme, secondary mar-
ket purchases would contravene the principle
that financial assistance may only be provided if
the stability of the euro area as a whole is at risk
and if a tough economic and fiscal policy adjust-
ment programme is in place.

If secondary market purchases were to contrib-
ute to supporting the market price of sovereign
bonds of the country requesting assistance, this
would benefit bond sellers and might temporar-

market interest rates. In all other cases (assuming the maturity of the
loan is the same), this merely constitutes swapping a bond with a
high nominal value and a low interest coupon for a loan with a lower
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ily reduce existing private sector creditors’ write-
downs. However, this kind of financial market
support would be totally unfocused and thus
costly. Furthermore, it cannot be ruled out that
precisely those institutions that are especially vul-
nerable would choose not to reduce their bond
portfolios even at a higher price so as to avoid
the requisite need for write-downs, and so might
not benefit at all. Moreover, this very broad form
of financial market support would carry no con-
ditions for financial institutions, with the result
that they might ignore or underestimate the risk
of their exposure ex ante and hence that market
mechanisms would be weakened.

However, it is also possible that given the pre-
ferred status of ESM loans — which is a crucial re-
quirement from the perspective of taxpayers in
the countries providing assistance — secondary
market purchases may actually trigger a fall in
bond prices. This is because purchases would in-
flate the risks for any remaining private sector
creditors of the country receiving assistance. This
could heighten the pressure to sell and thus
lower prices. If the remaining bonds do not have
a wide float, then secondary market purchases
could even jeopardise financial stability.

All in all, it appears doubtful whether the ob-
jectives set out by the European Council in De-
cember would be adequately taken into consid-
eration if the ESM is given the opportunity of
intervening directly or indirectly in the sovereign
bond market of countries with solvency prob-
lems. In any case, this would contravene import-
ant basic principles of the currency union such as
subsidiarity, national fiscal responsibility and the
no bail-out rule.

nominal value and a higher interest rate, which in terms of present
value is the same.
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Tax revenue

Year as a whole Estimate |Q4
for 2010
asa
whole
2009 2010 12,3 2009 2010
Year-on-
Year-on-year year per- Year-on-year
change centage change
Type of tax € billion € billion |as % change |€ billion € billion |as %
Tax revenue, total 2 484.9 488.7 +3.9 + 0.8 - 0.0 132.0 137.0 +5.0 + 3.8
of which
Wage tax 135.2 127.9 -7.3 - 54 - 54 38.6 36.8 -1.8 - 47
Profit-related taxes 4 58.5 64.9 +6.4 +10.9 + 6.5 13.1 16.5 +33 +25.2
Assessed income tax 26.4 31.2 +4.7 +18.0 +17.7 7.6 8.0 +0.4 + 5.8
Corporation tax 7.2 12.0 +4.9 +67.9 +41.6 1.8 4.7 +2.8 .
Investment income
tax 5 24.9 21.7 -3.2 -12.9 -15.6 3.7 3.8 +0.0 + 1.3
Turnover taxes 6 177.0 180.0 +3.1 + 1.7 + 1.4 46.1 47.8 +1.7 + 3.7
Energy tax 39.8 39.8 +0.0 + 0.0 - 0.8 15.1 15.6 +0.5 + 35
Tobacco tax 13.4 13.5 +0.1 + 0.9 - 0.5 3.9 4.1 +0.2 + 3.9

1 According to official tax estimate of November 2010. —
2 Including EU shares in German tax revenue, but exclud-
ing receipts from local government taxes. — 3 Including
(estimated) local government taxes, tax revenue was
€17.8 billion above the November 2009 estimate, which
was used as a basis for the 2010 Federal budget from
March 2010. According to government estimates, had

Deutsche Bundesbank

tax estimate from last November, meaning

that revenue could potentially rise by 3%.

Central government budget

Central government posted a deficit of €1
billion in the fourth quarter, which was
significantly more favourable than one year
previously (-€10 billion). The recent deficit
forecast for the year as a whole of around
€50 billion was thus significantly undershot.
The deficit amounted to €44 billion and net
borrowing was therefore just over €36 billion
below the figure in the budget plan passed in
March 2010. The improved result is largely
due to additional tax revenue in the amount
of €147 billion, of which €4 billion alone was
attributable to lower transfers to the EU
budget. Furthermore, the one-off proceeds
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legislative changes not been made in the meantime, the
upward revision would have been €24.1 billion. —
4 Employee refunds, grants paid to home owners and
investors deducted from revenue. — 5 Withholding tax
on interest income and capital gains, non-assessed taxes
on earnings. — 6 Turnover tax and import turnover tax.

from the radio frequency auction in May
exceeded expectations by €4 billion. On the
expenditure side, labour-market-related pay-
ments were €10 billion below the figure fore-
cast in the budget plans. In addition to a de-
crease of €7 billion in the grant to offset
the Federal Employment Agency’s deficit,
expenditure on the long-term unemployed
was also below the level forecast. Further-
more, there were greater deviations from the
estimated figures for interest expenditure
(-€3"% billion) and calls on guarantees, with
only just under half of the scope for authori-
sations of €2 billion being used.

Despite the better-than-expected result, the
deficit was once again significantly up on the
year (+€10 billion). Including receipts from

motor vehicle tax, which have been trans-

... but
significantly
up on the year
again



2010 structural
deficit starting
point for
borrowing limit
up to 2015

ferred by state government since mid-2009,
tax receipts increased by €2': billion. In the
case of other revenue, the drop-out of the
one-off effect of using the Bundesbank’s en-
tire profits for 2009 to finance the budget?®
was more than compensated for, above all by
the proceeds from the radio frequency auc-
tion. Revenue increased by €5': billion over-
all. However, expenditure increased at a
significantly stronger pace, with payments to
the health insurance fund and the Federal
Employment Agency alone increasing by €82
billion and €5 billion, respectively. Refunds
to state government to compensate for
motor vehicle tax transfers were also up on
the year (+€4%: billion). Against the backdrop
of the ongoing exceptionally favourable fi-
nancing possibilities for central government,
at €5 billion, the marked reduction in interest
expenditure since 2009 continued, despite
rapid growth in debt.

On balance, net borrowing exceeded invest-
ment expenditure, ie the old constitutional
borrowing limit, which was applied for the
last time when drawing up the 2010 budget,
by €18 billion. However, when the budget
was adopted in March 2010, the overshoot-
ing of the borrowing limit was still justified by
invoking the exemption clause that it served
to avert a disruption of the macroeconomic
equilibrium. The new borrowing limit, which
applies from 2011 onwards, aims to limit cen-
tral government borrowing to a significantly
greater extent than the old rule. Taking the
level of the structural deficit in 2010 as a
starting point, the new rule stipulates that
the upper limit for borrowing, after adjust-
ment for cyclical effects and financial transac-
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tions, is to be reduced in graduated steps to
0.35% of GDP from 2016 onwards. Given
net borrowing of €44 billion in 2010, net in-
come from the realisation of financial assets
of €1 billion® should be added to and the esti-
mated cyclical component of around €7 bil-

81n 2009, the Bundesbank's profit amounted to €62 bil-
lion. More than €3 billion of this was transferred to the
Redemption Fund for Inherited Liabilities, which paid the
amount back to central government owing to a lack of
outstanding debt instruments.

9 The Federal Ministry of Finance did not record financial
transactions in the 2010 budget in line with the classifica-
tion required for the debt brake. Thus both calls on guar-
antees and participating interests, under which income
from assets is also booked, were recorded in their entir-
ety as financial transactions.
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lion' subtracted from this figure. This would
produce a structural deficit for 2010 of
around €38 billion (or just under 1.6% of
GDP), which ought to form the base value for
the following years.™ In order to comply with
the provision of a gradual reduction up to
2016, the limit for structural new borrowing
would then be around €33 billion in 2011
and approximately €29 billion in 2012.

However, the 2011 budget was based on an
upper limit derived from an outdated esti-
mate from summer 2010, which is just over
€12 billion higher. Keeping this inflated value,
thereby creating additional scope for govern-
ment borrowing during the rest of the transi-
tional period too, would clearly violate the
legislative intent of the debt brake, which is
unambiguously documented. The planned
reduction path should therefore be corrected,
not least with regard to the 2012 draft
budget to be drawn up this spring and the
related financial plan up to 2015, in order
to ensure the necessary fiscal policy consist-
ency in the period of consolidation up to
2016.

The 2011 budget plan envisages net borrow-
ing of €48 billion. Compared with the
actual value recorded for 2010, this still
constitutes a rise in planned structural net
borrowing of around €3 billion. Even the old
borrowing limit based on investment expend-
iture, which was regarded as not strict
enough, would still be overshot by €12 billion
despite the rapid economic recovery and the
fact that the previous exemption clause could
no longer be invoked. However, if the out-
come for 2010, which is much more favour-
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able than previously forecast, particularly in
the case of tax revenue and interest expend-
iture, is carried forward into 2011, a signifi-
cant improvement in the result is expected,
provided no deficit-boosting measures are
taken in the short term. It would therefore be
possible to achieve a structural deficit that
also complies with the updated reduction
path. Given that the deficit is still extremely
high, the resolute reduction of structural net
borrowing must remain a top priority. Any
concessions in terms of the planned consoli-
dation measures would be unacceptable be-
fore the prescribed target for 2016 s
achieved. The new German budgetary rules
are also being widely observed at an inter-
national level and the Federal Government is
campaigning for similar rules to be imple-
mented in other euro-area members states.
This makes it all the more important for the
provisions to be rigorously implemented at a
national level.

The deficit of central government's off-
budget entities fell by €14 billion to €7 billion

10 At EU level, the cyclical adjustment procedure was
changed to a modified estimation method with effect
from autumn 2010. Central government is likely to
change its national budgetary rules accordingly. See also
Deutsche Bundesbank, Requirements regarding the cyclic-
al adjustment procedure under the new debt rule, Month-
ly Report, January 2011, pp 55-60. If the new cyclical ad-
justment procedure were to be used, the cyclically-in-
duced budgetary burden would be somewhat greater.

11 The debt limit is not tied to the deficit, but to net bor-
rowing, which is regularly lower by the amount of coin
seigniorage.

12 See also Deutsche Bundesbank (2011), op cit, p 56.
Possible differential amounts arising from an inflated
scope for borrowing not being exhausted would be
credited to the control account. These amounts would
therefore not be available when drawing up a budget
that complies with the constitutional requirements, but
could be used to offset any future deviations from the
budget plan that lead to the deficit limit being overshot.
This would also ultimately result in an increased scope for
new borrowing.



Off-budget
entities record
lower deficit for
2070as a
whole

in 2010. The Investment and Repayment
Fund posted a deficit of €6 billion, as had
been the case in 2009. While in 2009 ex-
penditure on the car scrappage scheme was
the main contributory factor, in 2010, at just
over €4 billion, almost €3 billion more was
spent on the investment programme for state
and local government. However, only just
over half of the total budget of €10 billion for
investment under this programme was ex-
hausted. Even if delays in the outflow of
funds are taken into account, the investment
programme triggered only a very moderate
increase in output during the acute crisis.3
The majority of the stimulus impulses came
during the recovery phase and therefore,
from an economic policy perspective, appear
to no longer be required. The Special Fund
for Financial Market Stabilisation (SoFFin),
whose guarantee and remaining loan author-
isations were largely transferred to the Re-
structuring Fund (a new special fund) when
the period of assistance expired at the end of
2010, recorded a deficit of €2% billion in
2010. A marked decline in capital transfers to
credit institutions resulted in a drop of €14
billion on the year. The extensive assumption
of liability in connection with bad banks is not
reflected in the cash deficit until there is an
actual outflow of funds, meaning that the
transfer of exposures to the resolution agen-
cies of WestLB and HRE has not yet had an
impact on the deficit. The planned liquidation
of SoFFin, by distributing the remaining debt
to central government and individual state
governments, can only take place following
the expiry of the respective assistance mod-
ules and the disposal of any participating
interests acquired.
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State government’™

State government’s core budgets recorded a
deficit of €21 billion in 2010, compared
with €25"% billion one year previously. After
adjustment for the exceptional burden arising
from the recapitalisation of BayernlB in
2009, which no longer had an impact, this
corresponds to a €3 billion deterioration in
the fiscal balance. Nevertheless, the deficit
result was considerably more favourable than
the figure of €34 billion estimated in the
budget plans. Revenue rose by 2% overall
vis-a-vis 2009. This was mainly attributable to
both tax receipts, which — in addition to the
compensation for the transfer of motor ve-
hicle tax receipts to central government in
mid-2009 — rose by 2%, and transfers from
the Investment and Repayment Fund as part
of the second economic stimulus package.
Expenditure went up by 2%. If the excep-
tional burden in connection with BayernlLB,
which no longer had an impact, is removed
from the calculation, expenditure would have
risen by as much as 3%. The increase was
due, not least, to developments in staff costs,
which are particularly important for state
government budgets, and other operating
expenditure. However, seen in isolation, the
measures taken by central government in the
previous year to stabilise the economy also re-
sulted in a knock-on increase in expenditure
of around 1%.

13 There are accounting delays between output and the
outflow of funds, but these are scarcely more than a few
weeks and should therefore have barely any impact.

14 The development of local government finances in the
third quarter was analysed in the short articles in the Bun-
desbank Monthly Report of January 2011. These are the
most recent data available.
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..andsofarat  The state government budget plans, not all of
best moderate
improvement

%P]&;Cfeo”” increase in the deficit for 2011 compared

which have been finalised, forecast a marked

with the actual figure recorded for 2010.
As the tax estimate from November 2010
— which was €82 billion more favourable
than the figure estimated in May 2010 — has
not been taken into account completely, the
total deficit should be considerably lower
than the figure currently being forecast in the
budget plans. However, it is not yet possible
to foresee a significant improvement on the
2010 result, even if the further pick-up in
economic developments is taken into ac-
count.

...eventhough  The high deficits need to be reduced quickly.
decisive . . . .
consolidationis Carrying on invoking the exemption clause
necessary that borrowing serves to avert a disruption of
the macroeconomic equilibrium, within the
framework of the previous borrowing limits
which still apply in most federal states, would
seem extremely dubious given the favourable
macroeconomic developments. Insofar as
both central and state government switch to
the new debt brake before 2020, it is essen-
tial that the related deficit reduction path is
appropriately defined and firmly anchored. It
should be borne in mind that the long transi-
tional period was intended to be a concession
only for individual federal states with particu-
larly large structural fiscal imbalances. In light
of this, some federal states that have re-
formed their budgetary rules have even com-
pletely done away with a further transitional
period or have at least limited it to a few
years.' A rapid return to sound budgets is
absolutely essential, particularly for those
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federal states confronted with high pension
claims.

Social security funds'®

Statutory pension insurance scheme

The statutory pension insurance scheme post-
ed a surplus of just over €1 billion in 2010.
The financial result was thus significantly bet-
ter than both the slight surplus recorded in
2009 and the deficit of just over €3': billion
forecast one vyear previously. This more
favourable development is almost solely due
to higher contribution receipts owing to posi-
tive macroeconomic developments. Overall,
revenue increased by just over 2% and
expenditure rose by 1%%. The statutory
pension insurance scheme’s reserves were
topped up to €18 billion or 1.1 of monthly
expenditure.

In 2010, contribution receipts were up by just
over 2% on the year. At almost 2%:%, the
increase in employees’ compulsory contribu-
tions was somewhat sharper, with growth
during the course of the year accelerating to
just over 3% in the final quarter. By contrast,
contributions for recipients of unemployment
benefits were down by 5%:% on the year.
Central government grants increased by

15 Such strict borrowing limits are already being applied
in Baden-Wdrttemberg, Bavaria, Saxony and Thuringia
(since 2011); Saxony-Anhalt and Hamburg have also only
envisaged short transitional periods of up to 2013 at
most.

16 The financial development of the statutory health and
public long-term care insurance schemes in the third
quarter of 2010 was analysed in the short articles of the
Monthly Reports of December 2010 and January 2011.
These are the most recent data available.

2010 financial
result much
better than
expected

Perceptible
growth in
contribution
receipts and
central govern-
ment grants



Moderate rise
in expenditure
following
pension
adjustment
waiver

Financial
deterioration in
2011 despite
favourable
conditions

2'2% overall. This was attributable, in par-
ticular, to the continuation of the general
central government grant in line with the per-
ceptible wage rise in 2008.

Spending on pensions rose by just over 1%
in 2010. The growth rate of 3% in the first
half of the year, despite a relatively weak
increase in the number of pensions, still
reflects the high mid-2009 pension increase.
By contrast, following the waiver of the
pension adjustment of 1 July 2010, there was
only a slight rise of less than %2%. The pen-
sion insurance scheme’s spending on health
insurance contributions for pensioners even
fell slightly because the general contribution
rate to the health insurance institutions was
cut from 15.5% to 14.9% in mid-2009.

In 2011, the financial situation of the statu-
tory pension insurance scheme could deteri-
orate somewhat. The contribution trend can
be expected to be even more positive than
one year previously. Furthermore, pension
expenditure is likely to grow at a slower pace
because the mid-2011 pension adjustment
will be lower than the high mid-2009 in-
crease (which also affected the first half of
2010)."7 However, all of this will be set
against revenue shortfalls of just over €2 bil-
lion owing to central government’s consolida-
tion package. In particular, central govern-
ment will no longer transfer any contributions
on behalf of recipients of unemployment
benefit Il. However, the knock-on effect of a
reduction in pension expenditure will not be
felt until later. In addition, this is likely to
result in additional spending on pensions for
persons with a reduced earning capacity.'®
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Furthermore, higher expenditure on the basic
allowance for elderly persons can be expect-
ed in future. Nevertheless, overall, there will
thus be a greater concentration of transfer
benefits on persons in need.

17 Pensions were raised on 1 July 2009 — by 2.41% in
western Germany and 3.38% in eastern Germany. The
discretionary suspension of the “Riester reform steps”,
which have a dampening effect on the pension increase,
was, of course, a contributory factor here. By contrast,
the “Riester reform steps” will result in the mid-2011
pension adjustment being just over 0.6 percentage point
lower. Furthermore, for the first time, those pension cuts
that were in principle deemed necessary according to the
formula but waived owing to the safeguard clause will be
clawed back by halving the calculated pension increase.
18 Under current law, the number of years for which a
person has received unemployment benefit Il reduces
their pension entitlement based on benefits. In future,
these years with particularly low contributions will no
longer reduce the underlying average earnings, as they
will only be taken into account as non-contributory
periods.
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Federal Employment Agency

The Federal Employment Agency recorded a
deficit of just over €8 billion in 2010. Just
under €3 billion of this could be offset by
drawing upon reserves. Central government
assistance was required to cover the remain-
ing just over €5 billion. On an exceptional
basis, in 2010 this assistance took the form of
a non-repayable grant. Overall, there was a
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marked improvement in the Federal Employ-
ment Agency’s financial situation compared
with the previous year's deficit of almost €14
billion. Nevertheless, the deficit was very
high, despite the unemployment rate reach-
ing its lowest level since German reunifi-
cation. The Federal Employment Agency’s
pension fund, which finances the pensions of
its civil servants, recorded a surplus of just
under €% billion and its reserves amounted
to almost €4 billion at the end of 2010." In
consolidated terms, the deficit was therefore
somewhat lower.

The Federal Employment Agency’s revenue
went up by 8% in 2010. The main reason for
this was not the regular contribution receipts,
which nevertheless increased by 2%:%, but
revenue from insolvency benefit contribu-
tions, which more than quadrupled after the
contribution rate was raised from 0.1% to
0.41%. Furthermore, both the rule-based
central government grant, which is linked to
the development of turnover tax receipts,
and central government administration cost
reimbursements exceeded the previous year’s
figures, at times significantly.

By contrast, expenditure declined by almost
6%. In absolute terms, unemployment benefit
(-4%), short-time working benefits (-20%),
insolvency benefit payments (-54%) and ac-
tive labour market policy measures (-7%, in-
cluding refunds of social contributions for

19 Contributions calculated in actuarial terms are deduct-
ed for civil servants employed by the Federal Employment
Agency. The pension fund's resources (including the one-
off transfers of €2 billion in 2008) should suffice to
completely cover the remaining pension payments now
that civil servant status is no longer awarded.

Considerable
additional
revenue,
particularly due
to higher
insolvency
benefit
contributions

Lower
expenditure
across the
board



2011 deficit
could be lower
than forecast

short-time work which are recorded here)
contributed to the decline in more or less
equal measure. Overall, this reflects the posi-
tive economic developments.

In its budget plan, the Federal Employment
Agency expects a deficit of €5%: billion for
2011. Although the contribution rate to the
Federal Employment Agency has been raised
from 2.8% to 3.0%, the contribution rate for
insolvency benefit payments, which is also
linked to the wage sum, has been temporarily
lowered from 0.41% to 0%. In 2010, receipts
from insolvency benefit contributions ex-
ceeded payments by just over €2 billion,
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thereby more than offsetting the €1 billion
shortfall from 2009.20 Overall, in light of
the current macroeconomic projections, the
planned deficit appears to be pessimistic, es-
pecially since in its Annual Economic Report
the Federal Government is now expecting
more favourable developments with regard
to both wages and employment.

20 Separate calculations are made for insolvency benefit
payments and contributions charged. The contribution
rate for a given year is to be set so that estimated rev-
enue covers forecast expenditure, taking into account
previous surpluses and deficits. An excess of €1% billion
is thus calculated for the end of 2010, while expenditure
of just under €1 billion is estimated in the 2011 budget
plan.
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