
General government budget

After falling significantly to 1% in 2011, the 

general government deficit ratio in Germany 

looks set to record just a limited decline this 

year. Despite the low GDP growth rate com-

pared with the previous two years, economic 

developments are unlikely to have a substantial 

impact as the macroeconomic aggregates that 

are particularly relevant to government revenue 

and expenditure (gross wages and salaries, un-

employment figure, nominal private consump-

tion) are proving relatively stable. Although the 

perceptible incremental consolidation an-

nounced in 2010 will be interrupted in 2012, 

there will be limited structural improvements. 

Expansionary measures introduced to cushion 

the impact of the 2008-09 crisis are still being 

phased out (above all depreciation allowances 

and investment programmes). Moreover, it is 

likely that growth in pension payments will re-

main muted, structural unemployment will 

continue to decline and interest spending will 

decrease as a result of favourable funding con-

ditions.

The debt ratio, by contrast, could start to rise 

again, having fallen perceptibly to 81.2% by 

the end of 2011. Although the low deficit vis-à-

vis nominal GDP growth and the balance sheet 

contractions which are likely in principle for the 

bad banks will result in a decline per se, assist-

ance for euro-area states and the borrowed 

capital transferred to the European Stability 

Mechanism (ESM) will increase government 

debt. In addition, support for German financial 

institutions could entail a renewed transfer of 

liabilities and assets to the government sector.1

The revenue ratio could remain largely stable in 

2012. On the one hand, the pension contribu-

tion rate was cut perceptibly at the beginning 

of the year (by 0.3 percentage point to 19.6%) 

and the Bundesbank’s profit distribution was 

once again significantly reduced due to the 

higher level of risk provisioning required. On 

the other hand, the phase-out of more gener-

ous depreciation allowances and the favour-

able growth structure for government revenue 

are boosting the ratio.

Expenditure could also largely develop in paral-

lel with nominal GDP. Above all, the cyclical 

slowdown in GDP growth (in the denominator) 

masks a decline in the structural expenditure 

ratio. This decline is due in particular to previ-

ous reform measures restricting the pension in-

crease, the structural fall in unemployment, 

interest cost savings owing to the favourable 

funding conditions, and the expiry of the in-

vestment programmes introduced during the 

2008-09 crisis.

As things stand, the deficit ratio is set to remain 

largely unchanged in 2013. No notable cyclical 

influences are currently on the cards, and, in 

structural terms, opposing developments could 

more or less balance each other out. The struc-

tural revenue ratio could decline perceptibly, as 

the pension contribution rate will probably be 

cut to an even greater extent than in 2012 in 

order to comply with the upper reserve limit. 

Even so, the relief factors for both welfare and 

interest expenditure should continue to take 

effect, and the structural expenditure ratio is 

therefore likely to decrease on a similar scale.

Only limited 
decline in deficit 
expected for 
2012

Debt ratio could 
start to rise 
again

Hardly any 
change  
in revenue  
ratio or …

… expenditure 
ratio

Overall, hardly 
any change  
in deficit likely 
for 2013

Public finances*

* The analysis in the “General government budget” section 
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 se-
curity schemes is based on the budgetary figures as defined 
in the government’s financial statistics (which are generally 
in line with the budgetary accounts).
1 In particular, a further transfer is being discussed in con-
nection with the dissolution of WestLB. As a precautionary 
measure, the option of SoFFin supporting financial institu-
tions has been extended again, although no specific cases 
are currently on the horizon.
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On 18 April 2012, the Federal Government pre-

sented its updated stability programme,2 which 

specifies that the general government deficit is 

to be eliminated –  in both unadjusted and 

structural terms  – by 2014. The programme 

stipulates that general government must 

achieve a structural deficit ratio of no more 

than 0.5% as its “medium-term budgetary ob-

jective” within the context of the European Sta-

bility and Growth Pact. The Federal Govern-

ment expects this target to be achieved in 

2012, although its calculations admittedly as-

sume noticeable cyclical strains on public 

budgets.3 Furthermore, the temporary high 

surpluses run up by the social security funds 

will play a role in meeting the objective. After 

rising slightly to 82% in 2012, the debt ratio is 

expected to fall to 73% in 2016. Provided the 

assumed moderately tight budgetary stance is 

maintained, the plans appear achievable as 

things stand.4 However, another important pre-

requisite is the assumed smooth development 

of the economy. There is currently a great deal 

of uncertainty in this respect, particularly be-

cause of the sovereign debt crisis.

The fact that the German government already 

met the reference figure for the deficit ratio in 

2011, ie two years ahead of the deadline set in 

the excessive deficit procedure, is welcome 

and, given the favourable economic condi-

tions, appropriate. It is also in line with the rec-

ommendation by the Economic and Financial 

Affairs (Ecofin) Council to accelerate the reduc-

tion of the deficit if the economic conditions 

turn out to be better than expected at the start 

of the procedure.5 The Stability and Growth 

Pact additionally obligates general government 

to achieve and maintain a structurally close-to-

balance budget or a surplus. If it fails to do so, 

prompt corrective action is to be taken. Ac-

cording to the Federal Government’s budget 

plans, general government is likely to achieve 

the self-imposed medium-term budgetary ob-

jective (a maximum structural deficit ratio of 

0.5% of GDP). However, the objective is unam-

Balanced gen-
eral government 
budget envis-
aged by 2014

Compliance with 
European rules

Key data of the Federal Government’s updated stability programme

 

Item 2011 2012 2013 2014 2015 2016

Real GDP growth (as %)
Stability programme April 2012 3.0 0.7 1.6 1.6 1.6 1.6
Stability programme April 2011 2.3 1.8 1.6 1.6 1.6 –

General government fi scal balance (as % of GDP)
Stability programme April 2012 – 1.0 – 1 – ½ – 0 0 0
Stability programme April 2011 – 2½ – 1½ – 1 – ½ – ½ –

Structural fi scal balance (as % of GDP)
Stability programme April 2012 – 0.7 – ½ – ½ 0 0 0
Stability programme April 2011 – 2 – 1 – 1 – ½ – 0 –

Debt level (as % of GDP)
Stability programme April 2012 81.2 82 80 78 76 73
Stability programme April 2011 82 81 79½ 77½ 75½ –

Source: Federal Ministry of Finance.

Deutsche Bundesbank

2 The programme is based on the January 2012 forecast of 
macroeconomic developments as well as the Federal Gov-
ernment’s tax revenue estimates, which were adjusted in 
line with the forecast. The latest official tax estimate results 
indicate somewhat more favourable developments. See 
also pp 66 et seq.
3 The cyclical adjustment procedure employed in the con-
text of the Stability and Growth Pact and under the debt 
brake on the central government budget is fundamentally 
problematic owing to its complexity and vulnerability to 
manipulation. See Deutsche Bundesbank, On the cyclical 
adjustment procedure under the German central govern-
ment’s new debt rule, Monthly Report, November 2011, 
p 71. The prediction of a significantly negative cyclical influ-
ence on public finances does not currently seem plausible.
4 The impact of WestLB’s dissolution (which could poten-
tially increase the debt level, as discussed above) is not in-
cluded in the plans owing to a lack of concrete details.
5 See Council of the European Union, Council recommen-
dation to Germany with a view to bringing an end to the 
situation of an excessive government deficit, Brussels, 
30 November 2009, p 13.
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bitious given the foreseeable financial burdens 

arising from demographic trends and the high 

government debt ratio.

In principle, the national fiscal framework re-

stricts new borrowing to a greater extent than 

the agreements adopted at European level. In 

particular, the framework enshrines a strict bor-

rowing limit in the form of a (structurally 

close-to) balanced budget for both central gov-

ernment and the federal states in the constitu-

tion. Under normal circumstances, deviations 

from this rule are only permitted during the 

current year, if at all. The resulting debt is add-

itionally limited and, where appropriate, must 

be repaid in line with a rule-bound path. In 

view of the well-known estimation uncertain-

ties associated with budget forecasting, it 

would be advisable for central and state gov-

ernment to plan to achieve budget surpluses as 

a general rule so as to avoid having to make 

adjustments at short notice and with a procy-

clical impact. As experience has shown, such 

adjustments can prove necessary when eco-

nomic downturns expose previously unseen 

structural budgetary gaps. For example, growth 

potential, and thus the scope for expenditure 

and for cutting tax and social contribution 

rates, has often been overestimated in the past, 

causing budgetary objectives to be missed. It is 

crucial, not least given the demographic chal-

lenges ahead and the considerable risks relat-

ing to the sovereign debt crisis, to rapidly re-

duce the debt ratio, which is very high and has 

seen near-incessant growth. Against this back-

drop, it is essential that the 2010 consolidation 

agreements are not watered down and that 

the current favourable environment is taken as 

an opportunity to reduce the central, state and 

local government deficits faster.

By contrast, the calls from some quarters for 

German fiscal policymakers to loosen their pol-

icy stance in order to stimulate the economy 

appear inappropriate. Unemployment is al-

ready relatively low and a recovery is forecast 

for Germany in general. Even if there were an 

unexpected economic slowdown, the auto-

matic stabilisers would be better suited to 

cushioning its impact. Moreover, the effect of 

stabilisation measures on demand in the coun-

tries on the euro-area periphery would be very 

limited. A more important point is that sound 

public finances and rigorous compliance with 

budgetary rules in Germany are, not least, a 

key anchor of stability in the European sover-

eign debt crisis.

Some euro-area countries will need to undergo 

longer, large-scale consolidation processes, and 

it is in these states that stability-oriented 

budgetary rules and confidence that they will 

be obeyed are of crucial importance. The fiscal 

compact, which has yet to be ratified, can help 

to achieve this. Among other provisions, the 

compact obliges the signatories to enshrine the 

requirement for a structurally at least close-to-

balance general government budget in their 

national legislation.6 The extent to which the 

requirements for national budgetary rules will 

go beyond the provisions already enshrined in 

European law is currently unclear. This hinges 

on general principles for reducing existing 

structural deficits and the correction mechan-

isms that are triggered if the upper limit is ex-

ceeded. Proposals by the European Commis-

sion on both aspects are still outstanding. Al-

though, as in the case of the German debt 

brake, the recitals of the treaty propose a rule-

based repayment of the debt resulting from 

overshooting the deficit limit, such a provision 

currently appears unlikely. It is also uncertain 

whether the correction mechanisms are suffi-

ciently shielded from political influence.7 Ultim-

ately, the fiscal compact is by no means a fiscal 

union. National budgetary autonomy remains 

intact, individual member states are still re-

sponsible for the specific national arrange-

ments and subsequent implementation of the 

rules, and the compact does not provide any 

Reduce high 
debt ratio faster

Loosening the 
fiscal policy 
stance in Ger-
many would be 
inappropriate

Fiscal compact 
can inspire 
confidence, but 
strict condition-
ality not 
currently fore-
seeable

6 See Deutsche Bundesbank, The fiscal compact and the 
European Stability Mechanism, Monthly Report, February 
2012, pp 60-63.
7 See also Deutsche Bundesbank, Statement at the public 
hearing of the Budget Committee on 7 May 2012.
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Fiscal developments in the euro area

Signifi cant fall in aggregate euro-area 
government defi cits in 2011 but further 
rise in debt ratio; development could 
continue, albeit at a slower pace

At the end of April 2012, Eurostat published 

the government defi cits and debt levels of 

the EU member states as part of the Euro-

pean budgetary surveillance procedure. 

These fi gures revealed a marked decline in 

the euro-area defi cit ratio from 6.2% 

to 4.1% in 2011. According to European 

Commission calculations, this was sup-

ported by economic activity, which was 

slightly positive overall (despite the slow-

down in the second half of the year). The 

main contributing factor was a substantial 

structural improvement, however, which 

occurred primarily on the expenditure side, 

even though a greater amount was spent 

on interest payments as a result of rising 

debt levels and a higher average rate of in-

terest. The average euro-area debt ratio 

continued to increase in 2011, rising from 

85½% to 88%.1 This was attributable fi rst 

and foremost to defi cit ratios, which re-

mained high despite having fallen, but also 

to defi cit-debt adjustments (changes to the 

debt level not stemming from the defi cit). 

These adjustments include, for instance, the 

fi nancial assistance granted to euro-area 

member states during the sovereign debt 

crisis.

In its spring forecast, the European Com-

mission expects the euro-area defi cit to de-

cline further to 3.2% of GDP in 2012, which 

is based on the assumption that the effect 

of further sizeable consolidation measures 

will clearly outweigh the limited negative 

impact of economic developments. Unlike 

in 2011, however, the structural improve-

ment is likely to be driven primarily by in-

creased revenues. Without additional con-

solidation measures, the Commission ex-

pects only a minor reduction in the defi cit 

to 2.9% of GDP for 2013. By contrast, the 

debt ratio is expected to see another sharp 

rise to just under 92% in 2012. This is at-

tributable to still fairly high defi cit levels, 

comparatively low nominal GDP growth 

and further extensive debt-increasing 

 defi cit-debt adjustments. The debt ratio is 

expected to rise again slightly to 92½% in 

2013.

Additional efforts needed in many 
countries to meet deadlines for 
 correcting excessive defi cits

While the average debt ratio in the euro 

area has recently hovered at around the 

same level as in the UK and only slightly be-

low that of the USA (the ratio in Japan is 

more than twice as high), the euro-area 

defi cit ratio is already well below that of 

these countries (2011: USA 9.6%, UK 8.3%, 

Japan 8.2%). The remaining need for con-

solidation in the euro area in the coming 

years is therefore considerably lower on the 

whole. The euro-area aggregate masks 

large disparities between the individual 

countries, however. The Commission esti-

mates that eight of the 17 euro-area coun-

tries (Finland, Germany, Luxembourg, Italy, 

Estonia, Malta, Belgium and Austria) will 

comply with the 3% defi cit limit this year. 

Ireland is likely to record the highest defi cit 

ratio at over 8%, with Greece and Spain ex-

pected to perform only slightly better with 

ratios of over 7% and 6% respectively. Fig-

ures of over 4% are forecast for Slovakia, 

1 Unlike Eurostat, the European Commission also in-
cludes lending between euro-area countries in its debt 
level fi gures.
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Portugal, France, the Netherlands and Slov-

enia. Cyprus’ defi cit ratio is expected to be 

slightly above the 3% reference value. Gov-

ernment debt will exceed 100% of GDP in 

Greece, Italy, Ireland, Portugal and – albeit 

only marginally – in Belgium. Yet debt ratios 

in France, Germany and Spain are also a 

long way above the reference value of 

60%.

The majority of the euro-area member 

states (apart from Estonia, Finland and Lux-

embourg) are currently undergoing an ex-

cessive defi cit procedure. While a number 

of countries –  including Germany  – are 

likely to be released from the procedure in 

the near future, the Commission’s forecast 

underscores the danger that a large number 

of countries will not meet the agreements 

and requirements laid down under the defi -

cit procedures. Based on the fi gures in the 

Commission’s forecast, considerable addi-

tional consolidation measures are still re-

quired in a number of countries if they are 

to comply with the defi cit correction dead-

lines, as is specifi ed in the stability pro-

grammes: these include six countries with a 

2013 defi cit correction deadline (Spain, Slo-

vakia, the Netherlands2, France, Slovenia 

and Portugal) as well as two countries 

whose deadline is the end of this year al-

ready (Cyprus and Belgium3). The budgets 

for 2013 are still being drawn up, however. 

A large number of measures have therefore 

still not been fl eshed out suffi  ciently for 

them to be included in the forecast. Fur-

thermore, overall economic developments 

have, in some cases, been more unfavour-

able than anticipated when the deadlines 

were set, meaning that more extensive 

measures will be required if the targets are 

to be met. In principle, it would seem ap-

propriate in future –  especially in light of 

current reactions on the fi nancial markets 

to failures to meet previously agreed tar-

gets – to carefully plan far-reaching adjust-

ment processes and also to make provisions 

for unexpected unfavourable develop-

ments. The fact that a number of countries 

achieved only below-average improvements 

to their structural balances at the beginning 

of the defi cit procedure and thus delayed 

most of the required consolidation is an-

other reason why their remaining consoli-

dation requirement is so large.

Without additional measures, the Commis-

sion expects the debt ratios in all euro-area 

countries apart from Germany to rise until 

2013. Particularly sharp increases in the 

debt ratios compared with 2011 are pro-

jected for Spain (more than 18 percentage 

points), followed by Ireland (+12 percent-

age points) and Slovenia, Slovakia and Por-

tugal (approximately 10 percentage points). 

By far the highest debt ratio for 2013 is 

forecast for Greece, at 168%. Only Estonia, 

Luxembourg, Slovakia, Slovenia and Finland 

are likely to comply with the 60% reference 

value in 2013.

Differing developments in the Troika 
programme countries Greece, Portugal 
and Ireland

Greece has adopted extensive consolidation 

measures since 2010 and recorded a 

1.2 percentage point decline in its defi cit 

ratio in 2011. Following the exceptionally 

sharp defi cit increase in the preceding years, 

however, the ratio still stood at 9.1%. 

Greece therefore missed the original target 

of 7.6% agreed when the programme was 

drawn up. This was due primarily to worse-

than-expected economic developments and 

2 The Netherlands have adopted additional consolida-
tion measures in the meantime which are intended to 
ensure that the excessive defi cit is corrected on sched-
ule.
3 Belgium’s defi cit ratio is expected to stand at pre-
cisely 3%. Nevertheless, the correction cannot be re-
garded as sustainable if – as anticipated – the refer-
ence value is exceeded again in 2013.
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repeated failures to suffi  ciently implement 

the consolidation and reform measures 

agreed in the adjustment programme.

Less favourable developments forced 

Greece to postpone its return to the capital 

markets, which was originally scheduled for 

2012. In order to provide Greece with fur-

ther support and relief in its adjustment ef-

forts, discussions on further assistance in 

connection with a haircut for private credi-

tors began in July 2011. A second assistance 

programme was fi nally adopted in March 

2012, with the greatest contribution by far 

– €145 billion by the end of 2014 – coming 

from the euro-area countries via the Euro-

pean Financial Stability Facility (EFSF). The 

haircut and reduced interest rates on public 

assistance loans are intended to help re-

store the sustainability of public fi nances 

and reduce the debt ratio to 120% by 2020. 

The requirements for fi scal consolidation 

have been relaxed discernibly compared 

with the original agreements. Greece must 

now achieve a primary defi cit (defi cit ex-

cluding interest expenditure) of 1% of GDP 

for 2012, whereas the original agreements 

specifi ed that it had to post a slight primary 

surplus. The consolidation that began in 

2010 is scheduled to be completed in 2014 

with a primary surplus of 4.5% of GDP, 

which will then have to be maintained over 

a good number of years. The original agree-

ments envisaged a primary surplus of 6% of 

GDP.

Despite the extensive additional fi nancial 

support measures and the relief provided by 

the haircut, the situation in Greece is still 

extremely tense and characterised by great 

uncertainty. In particular, it is completely 

unclear at present what stance a future 

Greek government might take on the re-

forms agreed in the adjustment programme.

However, Greece must comply with the 

agreed defi cit targets and implement the 

measures contained in the adjustment pro-

gramme in order to receive further fi nancial 

assistance. Greece’s European partners – as 

well as its private creditors (by means of the 

haircut) – have provided substantial ex ante 

assistance so far, most recently by expand-

ing the assistance loans. This fi nancial sup-

port does buy Greece some time to imple-

ment the unavoidable fi scal and macroeco-

nomic adjustments. Nevertheless, Greece 

has a duty and a responsibility to keep its 

side of the bargain and thus reduce uncer-

tainty in the euro area as a whole. The fi scal 

and economic policy decisions ultimately lie 

with the Greek parliament and the Greek 

government, however. Under the current 

euro-area framework, the individual coun-

tries are expected to take responsibility for 

their own economic and fi scal policies and 

the European level does not have any pow-

ers of intervention. This is incompatible 

with the extensive “communitisation” of 

 liability risks desired by some, which would 

upset the balance between liability and 

control even more. Against this backdrop, it 

is essential to tie aid payments to strict con-

ditions and terminate them in the event of 

non-compliance. To do otherwise would set 

a precedent which would drastically under-

mine the credibility of other and future 

agreements as well as the incentives for en-

suring sound public fi nances.

Portugal perceptibly reduced its defi cit ratio 

by 5.6 percentage points to 4.2% in 2011, 

thus improving on its agreed budgetary tar-

get of 5.9%. This decline was, however, 

due primarily to one-off measures, above all 

a transfer from private banks’ pension funds 

to the state’s social security scheme. Given 

the absence of these measures this year 

and the growing decline in GDP, the Com-

mission is expecting the defi cit ratio to in-

crease again to 4.7% in 2012, despite sub-
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stantial consolidation measures. Nonethe-

less, Portugal would then only just miss the 

stability programme target of 4.5%. 

Whether Portugal achieves the forecast 

 defi cit-to-GDP ratio of 3.1% for 2013, thus 

almost meeting its 2013 correction dead-

line, will ultimately hinge on how it imple-

ments the measures contained in the cur-

rent stability programme, which it has yet 

to do.

Ireland’s defi cit reduction is still on schedule 

and the 2011 defi cit ratio, at 9.4%, was 

more than 1 percentage point below the 

target set in the adjustment programme, 

excluding the capital transfer to the fi nan-

cial sector in the amount of 3.7% of GDP. 

Eurostat has yet to determine the booking 

amount of this capital transfer as the asso-

ciated restructuring plans are not yet com-

plete. According to the Commission’s esti-

mate, a further defi cit decline to 8.3% of 

GDP is expected for this year, in line with 

the stability programme and the provisions 

of the adjustment programme. Neverthe-

less, Ireland still needs to fl esh out its con-

solidation measures in order to achieve the 

defi cit ratio of 7.5% forecast by the Com-

mission for 2013.

Spain, Italy and Cyprus under pressure 
from fi nancial market participants

A number of other euro-area countries are 

also under close scrutiny from fi nancial 

market participants, not least with respect 

to their fi scal policies. Their government 

bond yields have risen again signifi cantly of 

late and are now perceptibly above the 

level of countries with a very good rating. It 

should be borne in mind, however, that 

when compared with data from the past, 

the absolute level of nominal bond yields is 

by no means excessively high. Interest rates 

for new borrowing are also signifi cantly 

lower averaged across the maturity spec-

trum than those for ten-year bonds, which 

are often used as a benchmark. According 

to the Commission’s forecast, the average 

rate of interest paid on existing government 

debt in 2012 is still below the average level 

since the launch of monetary union. Irre-

spective of this, risk premiums, in particular, 

have proved to be a key incentive for con-

solidation and reform efforts.

Spain clearly missed its defi cit target for 

2011 (6% of GDP). The defi cit ratio of 8.5% 

initially announced in the Eurostat notifi ca-

tion has since been revised upwards again 

by the Spanish government to just under 

9%. On the whole, the signifi cant and un-

expected deviation from the target is prob-

ably due mainly to lower-than-expected 

revenues, primarily in Spain’s regional gov-

ernments. This deviation, together with the 

weakening of the original defi cit target for 

2012 (5.3% instead of 4.4% of GDP), has 

fuelled doubts about Spain’s adjustment 

path and its domestic coordination and 

compliance with the regulations. According 

to the Commission’s forecast, Spain risks 

missing its weakened defi cit target by re-

cording a defi cit ratio of 6.4% – partly be-

cause the decline in GDP is steeper than the 

government expected  – if no additional 

measures are implemented. One particu-

larly critical factor is that, according to the 

Commission’s forecast, Spain will miss the 

2013 deadline for correcting its excessive 

defi cit by a long way unless additional 

measures are taken. Furthermore, consider-

able uncertainty has arisen regarding the 

state of the Spanish fi nancial system. This 

could place an additional strain on Spanish 

public fi nances. It must be borne in mind, 

however, that the debt ratio of 87% pre-

dicted for 2013 is still perceptibly lower 

than the euro-area average and 30 percent-

age points below the fi gures for Portugal, 

Ireland and Italy, for instance.
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Following the change of government in 

2011 and the adoption of extensive con-

solidation measures, Italy has succeeded in 

shoring up confi dence on the  fi nancial 

 markets, which had previously been experi-

encing a continuous decline. The defi cit ra-

tio fell by 0.7 percentage point to 3.9% in 

2011 and is likely to decline again signifi -

cantly to 2% in 2012 according to the Com-

mission’s forecast. Italy would therefore 

meet the prescribed deadline of 2012 for 

correcting its excessive defi cit despite the 

unfavourable macroeconomic develop-

ments. According to the forecast, the debt 

ratio will rise to 123.5% in 2012 but will fall 

again from 2013 onwards. While fi scal 

consoli dation in Italy is making good head-

way, some important structural reforms 

–  especially with regard to the labour 

 market  – have yet to be implemented or 

risk being watered down. A rigorous imple-

mentation of these measures is likely to in-

fl uence not only Italy’s economic outlook, 

but also the sentiment among fi nancial 

market participants and therefore play a de-

cisive role in restoring sound public fi -

nances.

Public fi nances in Cyprus have also deterio-

rated dramatically as a result of the crisis. 

The defi cit ratio rose by 1 percentage point 

in 2011 to 6.3%. Substantial consolidation 

is expected for 2012 amid contracting eco-

nomic output. According to the Commis-

sion’s forecast, however, Cyprus risks miss-

ing its 2012 correction deadline by record-

ing a defi cit ratio of 3.4% this year. Al-

though Cyprus’ government debt has risen 

sharply over the past few years, for 2012 it 

will still be below the euro-area average, at 

76.5% of GDP. The fact that Cyprus is none-

theless under scrutiny by market partici-

pants is probably due, not least, to its close 

fi nancial linkages with Greece. Cyprus’ fi -

nancial sector, which is large relative to its 

GDP, recorded extensive write-downs as a 

result of the Greek haircut.

Forecast and plans for the public fi nances of the euro-area countries

 

Country

European Commission spring 2012 forecast
Stability programmes, 
April 2012

Deadline 
to correct 
excessive 
defi cit 

Budget balance as a 
percentage of GDP

Government debt as a 
percentage of GDP

Budget balance as a 
percentage of GDP

2011 2012 2013 2011 2012 2013 2012 2013 2014

Austria –  2.6 – 3.0 – 1.9 72.2 74.2 74.3 – 3.0 – 2.1 – 1.5 2013
Belgium –  3.7 – 3.0 – 3.3 98.0 100.5 100.8 – 2.8 – 2.2 – 1.1 2012
Cyprus –  6.3 – 3.4 – 2.5 71.6 76.5 78.1 – 2.6 – 0.6 0.0 2012
Estonia 1.0 – 2.4 – 1.3 6.0 10.4 11.7 – 2.6 – 0.7 0.1 –
Finland –  0.5 – 0.7 – 0.4 48.6 50.5 51.7 – 1.1 – 0.5 – 0.1 –
France –  5.2 – 4.5 – 4.2 85.8 90.5 92.5 – 4.4 – 3.0 – 2.0 2013
Germany –  1.0 – 0.9 – 0.7 81.2 82.2 80.7 – 1.0 – 0.5 0.0 2013
Greece –  9.1 – 7.3 – 8.4 165.3 160.6 168.0 – 6.7 – 4.7 – 2.2 2014
Ireland – 13.1 – 8.3 – 7.5 108.2 116.1 120.2 – 8.3 – 7.5 – 4.8 2015
Italy –  3.9 – 2.0 – 1.1 120.1 123.5 121.8 – 1.7 – 0.5 – 0.1 2012
Luxembourg –  0.6 – 1.8 – 2.2 18.2 20.3 21.6 – 1.5 – 1.2 – 0.9 –
Malta –  2.7 – 2.6 – 2.9 72.0 74.8 75.2 – 2.2 – 1.7 – 1.1 2011
Netherlands –  4.7 – 4.4 – 4.6 65.2 70.1 73.0 – 4.2 – 3.0 2013
Portugal –  4.2 – 4.7 – 3.1 107.8 113.9 117.1 – 4.5 – 3.0 – 1.8 2013
Slovakia –  4.8 – 4.7 – 4.9 43.3 49.7 53.5 – 4.6 – 2.9 – 2.3 2013
Slovenia –  6.4 – 4.3 – 3.8 47.6 54.7 58.1 – 3.5 – 2.5 – 1.5 2013
Spain –  8.5 – 6.4 – 6.3 68.5 80.9 87.0 – 5.3 – 3.0 – 2.2 2013

Euro area –  4.1 – 3.2 – 2.9 88.0 91.8 92.6 . . . –

Source: European Commission.
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powers of intervention at European level even 

if the rules are persistently violated.

To ensure confidence in the fiscal rules, it is 

therefore crucial that they are strictly imple-

mented at national level. It is very important 

that the crisis resolution mechanisms –  the 

European Financial Stability Facility (EFSF) and 

the European Stability Mechanism (ESM) – im-

pose considerable interest rate premiums on 

any future financial assistance they provide in 

order to boost incentives for governments to in-

dependently safeguard and achieve sound pub-

lic finances. Furthermore, it must be ensured 

that the agreed consolidation and reform meas-

ures are rigorously implemented. By contrast, 

renegotiating the measures only a few months 

after they were agreed would risk shaking con-

fidence in the success of the adjustment pro-

cess. This might affect not only the country 

concerned, but also other countries receiving 

assistance. Moreover, delaying consolidation 

could jeopardise confidence in the fiscal sus-

tainability of other countries that are still under-

going an excessive deficit procedure (see 

pages 60 to 64 for current information on the 

budgetary surveillance procedures). It appears 

that the key need is rather to rigorously imple-

ment growth-oriented structural reforms in Ger-

many and the other euro-area states without 

endangering budgetary objectives.

Budgetary development  
of central, state and local 
government

Tax revenue
Tax revenue8 rose by 6% in the first quarter of 

2012 compared with the same quarter of 2011 

(see chart and table on pages 66 and 67). This 

increase is due to favourable developments in 

the macroeconomic aggregates that are signifi-

cant for tax revenue (gross wages and salaries 

and nominal private consumption) as well as to 

positive special factors. Revenue from income-

related taxes went up by 12%. The growth in 

wage tax receipts reflects the positive develop-

ments in gross wages and salaries as well as 

the near-stagnation or fall in deduction 

amounts (child benefit and subsidies for sup-

plementary private pension plans), whereas le-

gislative changes resulted in slight revenue 

shortfalls (particularly the retroactive increase in 

the flat-rate allowance for employees’ ex-

penses). Revenue from profit-related taxes rose 

even more sharply on balance (+26%).9 How-

ever, the decline in the homebuyers grant 

– which is deducted from revenue, is predom-

inantly paid out during the first quarter of the 

year (in March) and has been undergoing a 

successive phase-out since 2006 – accounted 

for a significant share of this increase. In add-

ition to this, however, advance payments of as-

sessed taxes also continued to grow dynamic-

ally. Revenue from consumption-related taxes 

went up by 2%. Growth in turnover tax was 

higher, which was in line with the relatively fa-

vourable developments in nominal consump-

tion, as well as in nominal private housing in-

vestment. By contrast, revenue from other ex-

cise duties fell owing, in particular, to the extra-

ordinary effects for tobacco tax.

According to the latest official tax estimate, tax 

receipts for 2012 as a whole are expected to 

rise by 4% (including local government taxes).10 

This increase primarily reflects the assumptions 

regarding macroeconomic reference variables. 

Furthermore, fiscal drag11 and legislative 

Further watering 
down of agreed 
conditions for 
some euro-area 
countries would 
be problematic

Marked rise  
in tax revenue  
in Q1

Marked revenue 
growth for year 
as a whole 
and …

8 Including EU shares in German tax revenue but excluding 
receipts from local government taxes, which are not yet 
known for the quarter under review.
9 Corporation tax revenue rose particularly strongly, mainly 
because of a negative base effect. This effect had caused 
non-assessed taxes on earnings to increase by the same 
amount in 2011. However, the normalisation of the latter 
during the reporting quarter was outweighed by new posi-
tive special factors.
10 This estimate is based on the Federal Government’s cur-
rent macroeconomic projection. In 2012, real GDP growth 
is expected to be +0.7% and nominal growth +2.3% (No-
vember 2011: +1.0% and +2.4%, respectively). For 2013, 
the corresponding figures are +1.6% and +3.2%. In the 
medium term, nominal annual growth of around 3% is 
forecast, as was predicted in November 2011.
11 In this context, this term comprises the revenue effects 
stemming from the progressive structure of the income tax 
schedule (positive) and the fact that specific excise duties 
are largely inelastic to price changes (negative).
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changes will result in additional revenue on bal-

ance. Significant legislative changes include the 

phase-out of more generous depreciation al-

lowances and the homebuyers grant.

For 2013 and on an average of the years from 

2014 to 2016, annual revenue growth of 

around 3½% is forecast. Although in the com-

ing years, and above all in 2013, macroeco-

nomic conditions are expected to be noticeably 

more favourable than in 2012, the legislative 

changes included in the calculations will have 

only a small impact on revenue.12 The planned 

cuts in the income tax rate in 2013 and 2014, 

which were initially rejected by the Bundesrat, 

have not yet been included. The cuts would 

lower revenue growth by ¼ percentage point 

in 2013 and ½ percentage point in 2014 (full 

annual effect: -€6 billion). The tax ratio (as de-

fined in the government’s financial statistics) is 

projected to increase to 23.2% in 2016 (2011: 

22.3%). Fiscal drag accounts for approximately 

½ percentage point, or €12 billion, of this rise. 

Furthermore, the growth structure and, to a 

limited extent, legislative changes will lead to 

an increase in the ratio. Overall, it should be 

borne in mind that the Federal Government’s 

macroeconomic projection and consequently 

the official tax estimate assume a smooth de-

velopment of the economy. There is a great 

deal of uncertainty in this respect, particularly 

because of the sovereign debt crisis.

Compared with the November 2011 tax esti-

mate – which forms the basis for central gov-

ernment’s regular budget and, to a large ex-

tent, the available plans for state government 

budgets for 2012 – only minor adjustments on 

balance have been made to the macroeco-

nomic benchmark figures. Although legislative 

changes made in the intervening period will re-

sult in (limited) shortfalls from 2012 onwards, 

these will largely be offset by a positive base 

effect (higher-than-expected revenue in 2011). 

Nevertheless, there was an upward revision to 

the estimates for 2012 to 2016 compared with 

the November forecast, particularly owing to 

the relatively dynamic intra-year developments. 

After adjustment for legislative changes made 

in the intervening period, an increase of be-

tween €7 billion and €8½ billion per year is ex-

pected for general government. Compared 

with the May 2011 forecast, which served as 

the basis for the last central government 

medium-term plan of summer 2011, both the 

revisions to the macroeconomic benchmark 

figures from 2012 onward and the legislative 

changes made in the intervening period imply 

noticeable revenue shortfalls.13 However, the 

positive 2011 base effect is significantly higher 

than had been expected last May. After adjust-

ment for legislative changes made in the inter-

vening period, the revisions for 2012 to 2015 

amount to around €15 billion (½% of GDP).

… in rest  
of planning 
period, too

Upward revi-
sions compared 
with last fore-
cast

Tax revenue *

* Including  EU  shares  in  German  tax  revenue,  excluding 
receipts from local government taxes.

Deutsche Bundesbank
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12 The inclusion of various court rulings also has a (limited) 
impact on the growth rate´s profile. For example, consider-
able tax refunds are expected, above all in 2013, particu-
larly as a result of a ruling by the European Court of Justice 
on the taxation of dividends among affiliated enterprises.
13 By contrast, the fact that estimates for tax refunds were 
revised in November 2011 in connection with the Meilicke 
case (treatment of corporation tax paid abroad in the tax-
ation of dividends under the tax imputation procedure that 
was abolished in 2001) is having a positive effect. In un-
adjusted terms, revenue was consequently just over €3½ 
billion higher in 2011 and will be €1 billion higher in 2012.
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Central government budget

In the first quarter of 2012, the central govern-

ment deficit fell €1½ billion on the year to 

€17½ billion. Total revenue remained largely 

unchanged. Tax revenue saw an increase of 3% 

(€2 billion), although this was muted by the de-

ductions made for transfers to the EU budget, 

which were €1 billion higher. However, non-tax 

revenue was significantly lower. This was mainly 

attributable to the Bundesbank’s profit distribu-

tion being €1½ billion lower. Expenditure saw 

an overall decline (-1½%), to which the reduc-

tion of €1 billion in transfers to the social secur-

ity funds made the largest individual contribu-

tion. This decrease was chiefly due to the re-

duced pre-drawn recourse to the regular grant 

for the Federal Employment Agency, which is 

based on liquidity demand during the course of 

the year.

However, during the remainder of 2012, the 

deficit will increase again year-on-year owing 

to contributions of €8½ billion to the ESM. As 

the 2012 budget does not contain any authori-

sations for these contributions, the Federal 

Cabinet adopted a draft supplementary budget 

in March. On the basis of a Eurostat decision, 

the draft supplementary budget classifies the 

capital transfer as a financial transaction and it 

is therefore not taken into account in the bor-

rowing limit that is key to the debt brake. The 

other changes contained in the draft supple-

mentary budget do not affect the deficit on 

balance, meaning that the authorisation for net 

borrowing is to be extended from €26 billion to 

€35 billion. Additional burdens affecting the 

other items, particularly as a result of the Bun-

desbank’s lower distribution of profits, will pri-

marily be offset by the downward revision of 

€2 billion to estimates for interest expenditure. 

Furthermore, tax revenue is forecast to be €½ 

billion higher.14 On balance, the Federal Govern-

ment’s budget plan still contains a considerable 

renewed increase in the structural deficit com-

pared with the actual figure for 2011 (+€4 bil-

lion), not least owing to the significant slacken-

ing of the consolidation course agreed in 2010.

However, the latest tax estimate foresees add-

itional tax revenue of €2½ billion vis-à-vis the 

draft supplementary budget. As in the preced-

ing years, lower-than-planned drawdowns of 

funds from the EU budget may provide add-

itional relief, even though measures have been 

taken which aim to increase the actual take-up 

of resources from the structural and cohesion 

funds. Moreover, given central government’s 

still extremely favourable (re-)financing condi-

tions, debt servicing costs look likely to de-

crease further. In particular, labour-market-

related spending could also prove to be lower 

than expected. The renewed growth in the def-

icit compared with the actual figure for 2011 

should therefore remain within significantly 

narrower bounds. From a structural perspec-

tive, a further decline in the deficit currently ap-

pears possible. In view of the increasingly strict 

Further decline 
in deficit at start 
of year

Draft supple-
mentary budget 
to finance 
brought-forward 
ESM contribu-
tions results in 
higher planned 
deficit, …

… but more 
favourable 
developments 
on the cards

Tax revenue

 

Type of tax

Q1 Estimate 
for 
20121, 22011 2012

€ billion

Year-
on-year 
percent-
age 
change

Year-
on-year 
percent-
age 
change

Tax revenue, total 2 123.1 130.6 +  6.1 +  4.0
of which

Wage tax 32.5 34.1 +  5.0 +  5.5
Profi t-related 
taxes 3 17.9 22.5 + 25.8 +  6.6

Assessed 
 income tax 6.8 8.5 + 25.2 +  8.5
Corporation 
tax 2.5 5.5 . + 17.1
Investment 
 income tax 4 8.6 8.5 –  0.9 –  1.9

Turnover taxes 5 47.4 49.0 +  3.3 +  3.3
Energy tax 4.5 4.4 –  1.2 –  0.2
Tobacco tax 2.9 2.3 – 20.3 –  1.5

1 According to offi  cial tax estimate of May 2012. 2 Including EU 
shares in German tax revenue, excluding receipts from local gov-
ernment taxes. 3 Employee refunds, homebuyers grant and in-
vestment grant deducted from revenue. 4 Withholding tax on 
interest income and capital gains, non-assessed taxes on earn-
ings. 5 Turnover tax and import turnover tax.

Deutsche Bundesbank

14 However, as estimated GDP growth has now been re-
vised downward, the negative cyclical impact imputed for 
the central government budget is €1 billion higher.
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restriction of borrowing through the debt 

brake, this certainly seems to be advisable.

When drawing up the budget in March this 

year, as in 2011, the Federal Government set 

benchmark figures for the next year’s budget 

and the financial plan on the basis of the 

macroeconomic assumptions in its Annual Eco-

nomic Report. The benchmark figures are sub-

ject to the proviso that they will be adjusted in 

line with any revisions to the underlying as-

sumptions or in accordance with government 

decisions. In 2011, the additional budgetary 

burdens agreed during subsequent budget 

preparations significantly moderated the bind-

ing effect of the benchmark figures. In order to 

be sure of fulfilling the debt brake requirements 

in the medium term, it appears imperative to 

refrain from loosening the planned course any 

further. Given the absence of data on the net 

burden resulting from financial transactions, it 

is not possible to analyse the structural plans 

more precisely. However, government esti-

mates on the underlying cyclical components 

have been published. They expect a significant 

macroeconomic underutilisation in 2012, which 

will slowly be scaled back in the period extend-

ing to 2016. This is at odds with the prevailing 

assessment that the German economy is likely 

to remain within the corridor of normal utilisa-

tion in 2012 despite the slight losses owing to 

the weak phase at the end of 2011. The Federal 

Government’s assumption indicates a lower 

structural deficit and thus a reduced level of 

consolidation outstanding.

Overall, the deficits have been significantly re-

duced compared with the summer 2011 finan-

cial plan and the latest tax estimate forecasts a 

further decrease of around €1 billion (2014 and 

2015) and €3 billion (2013) vis-à-vis the bench-

mark figures set in March 2012. According to 

government data, the central government 

structural deficit for 2014 will already be below 

the 0.35% limit applicable from 2016 under the 

debt brake. This is essentially a welcome devel-

opment.

However, the forecast reduction in net borrow-

ing by around €5 billion per year vis-à-vis the 

latest financial plan is primarily due to lower es-

timates for interest expenditure, with revisions 

up to 2015 amounting to around €10 billion.15 

By contrast, the additional revenue expected in 

March 2012 vis-à-vis the May 2011 tax estimate 

will largely be set aside to fund income tax 

cuts. The childcare supplement planned from 

2013 onward is currently only counterfinanced 

through global expenditure savings. Cuts in 

payments to the social security funds are 

planned to provide relief for the central govern-

ment budget. In 2013, central government 

transfers to the health insurance fund are to be 

reduced by €2 billion on a one-off basis. Trans-

fers to the statutory pension insurance scheme 

are to be lowered by €1 billion annually. Ad-

justments to payments between central gov-

ernment and the Federal Employment Agency 

Benchmark fig-
ures for 2013 
to 2016 have 
limited binding 
effect

Plan to bring 
structural deficit 
below 0.35% of 
GDP as early as 
2014

More favourable 
developments 
primarily due to 
lower interest 
expenditure

Central government fiscal deficit / surplus
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are to relieve the central government budget 

by €2 billion in 2013 and by €1 billion annually 

thereafter. The statutory health and pension in-

surance schemes currently have substantial re-

serves, which appear to be a something of a 

temptation for policymakers. However, such 

ideas lose sight of the fact that stronger ex-

penditure growth and legally prescribed pen-

sion contribution cuts will probably quickly re-

duce the current surpluses and that, looking 

ahead, deficits even appear likely if there are no 

further corrections. The planned shifting of 

burdens will thus make it necessary to increase 

contribution rates or cut benefits within the 

foreseeable future. It would in principle be de-

sirable to clearly specify the social security 

funds’ “non-insurance-related benefits” and 

finance these by means of rule-based central 

government grants. Otherwise, it will repeat-

edly look like fiscal policymakers are just chan-

ging track on a whim.

The benchmark figures contain some savings 

targets which have yet to be specifically imple-

mented. It is assumed, for example, that de-

fence ministry expenditure will decrease. The 

financial transactions tax, which is now planned 

to be introduced in 2014 and produce €2 bil-

lion annually in revenue, could be dropped if 

the current lack of agreement at European level 

persists. This poses a risk to the achievement of 

the savings requirements. However, possible 

negative macroeconomic developments and 

the repercussions of an intensification of the 

sovereign debt crisis are the main sources of 

uncertainty regarding compliance with the 

benchmark figures. Given the provisions of the 

debt brake, which will become progressively 

stricter over time, it would be advisable to use 

the assumed favourable economic conditions 

as an opportunity to reduce the deficit more 

sharply until there is a significant safety margin 

vis-à-vis the borrowing limit of 0.35% of GDP, 

rather than providing relief without the neces-

sary counterfinancing.

Central government’s off-budget entities are 

likely to have recorded a surplus in the first 

quarter of 2012, compared with a deficit of €1 

billion in the same period last year. The discon-

tinuation of the Investment and Repayment 

Fund’s support measures made the largest con-

tribution to the improved result. These meas-

ures had resulted in a deficit of €1½ billion in 

the same period of 2011. In light of the ten-

sions relating to the sovereign debt crisis, 

SoFFin’s mandate was extended further at the 

beginning of the year. However, like one year 

previously, no recourse was taken to the assist-

ance available to financial institutions, nor were 

any repayments made. The post office pension 

fund and the pension reserve are likely to have 

once again recorded surpluses. Provided there 

are no new capital injections to financial insti-

tutions, the off-budget entities are currently ex-

pected to record a surplus for the year as a 

whole. This is primarily attributable to revenue 

from reserves and special funds for outlays on 

pensions as well as additional costs for redeem-

ing inflation-indexed securities. Even so, the 

surplus is likely to be significantly lower than 

the figure recorded in 2011 (€6 billion), which 

was due to capital repayments to SoFFin.

State government16

The deficit in the federal states’ core budgets 

decreased in the first quarter of 2012 com-

pared with the same period one year previ-

ously, falling by €1½ billion to €2½ billion. Rev-

enue continued to rise perceptibly (+4%) as a 

result of the favourable developments in tax re-

ceipts (+ 8½%). At 2%, growth in expenditure 

lagged significantly behind. Personnel costs, a 

major item of state government expenditure, 

were up by 3½% on the year, however. Fur-

thermore, current transfers to local govern-

ment rose by 8% as a result of the favourable 

developments in state government tax receipts, 

which are, in principle, key for determining 

general grants from state government to local 

Significant safety 
margin vis-à-vis 
constitutional 
borrowing limit 
advisable

Off-budget 
entities record 
surplus

Further decline 
in deficit in 2012 
Q1, …

16 The development of local government finances in the 
final quarter of 2011 was analysed in greater detail in the 
short articles in the Bundesbank’s April 2012 Monthly Re-
port. These are the most recent data available.
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government, and because the federal states 

were forwarding central government’s in-

creased contributions to the municipalities’ 

basic allowance costs.

With a fiscal balance of -€15 billion, state gov-

ernment budget plans for 2012 have largely 

not been adjusted in line with the favourable 

developments seen during the implementation 

of the 2011 core budgets (actual deficit: €9½ 

billion). According to the May tax estimate, 

state government is expected to record add-

itional revenue of €2½ billion vis-à-vis the fig-

ures in the budget plans. Compared with the 

actual 2011 figure, consolidation progress thus 

appears unlikely. Yet the debt brake stipulates 

that the federal states must completely elimin-

ate their (structural) deficits by 2020, and de-

cisive action should therefore be taken to ad-

dress the ongoing need for consolidation. Fur-

thermore, the federal states would also be well 

advised to create an appreciable safety margin 

with respect to the borrowing limit by 2020.

Particular attention needs to be paid to those 

federal states entitled in principle to consolida-

tion assistance in the transitional phase of the 

debt brake. Although these states must provide 

the Stability Council with evidence that they 

have carried out the agreed deficit reduction 

steps, the overly high starting values17 mean 

that this is initially unlikely to prove very chal-

lenging. In particular, the far-reaching consoli-

dation measures required in ����������������Bremen���������� and �����Saar-

land can probably be postponed further. Given 

past experience, it appears crucial for the Sta-

bility Council to urge these federal states to 

rapidly make the foreseeable necessary im-

provements. Otherwise, as in the case of re-

habilitation assistance during the last two dec-

ades, there is a danger that they will ultimately 

fail to comply with the constitutional borrow-

ing limits.

However, the other federal states that still have 

relatively high structural deficits ought to reso-

lutely use the favourable macroeconomic situ-

ation as an opportunity to balance their 

budgets as quickly as possible through consoli-

dation measures. In Hesse, North Rhine-

Westphalia and Rhineland Palatinate, progress 

on this task is being hampered by imbalances 

in local government budgets,18 which are still 

substantial on average and for which the fed-

eral state ultimately shares responsibility. There 

is currently no recognisable scope for expand-

ing benefits or cutting tax rates. Instead, it 

seems imperative to immediately set ambitious 

annual minimum reduction steps for the struc-

tural deficits in order to ensure that the debt 

brake requirements enshrined in the constitu-

tion are fulfilled in the future.

Social security funds19

Statutory pension insurance 
scheme

The statutory pension insurance scheme re-

corded a deficit of just under €1 billion in the 

first quarter of 2012, which was €½ billion 

lower than one year previously. At 2%, revenue 

grew by almost twice as much as expenditure. 

Despite the cut in the contribution rate from 

19.9% to 19.6% at the start of 2012, employ-

… but plans for 
the year as a 
whole currently 
do not envisage 
any fiscal con-
solidation pro-
gress

Deficit reduction 
path for consoli-
dation assist-
ance recipients 
not strict 
enough

Ensure resolute 
deficit reduction 
in other states, 
too

Reduced deficit 
at start of year 
despite cut in 
contribution rate

17 The May 2010 tax estimate results were used as a basis 
for the 2010 reference year and the additional revenue that 
was already known when the starting value was deter-
mined was interpreted as being cyclically induced. The 
2010 starting structural deficit value was therefore set very 
high. From 2011 onward, these revisions to the estimate 
are effectively regarded as structural. The use of this pro-
cedure has resulted per se in a significantly lower structural 
deficit from 2011 onward in unadjusted terms and enabled 
these states to achieve the required reduction in the struc-
tural deficit for 2011. Together with the additional receipts 
for 2011 vis-à-vis the crucial November 2010 tax estimate, 
which were initially also classified as cyclically induced, this 
will probably enable them to achieve the required reduc-
tion in 2012, too. This will allow them to postpone consoli-
dation measures. One option worth considering would be 
to more closely link the deficit reduction for which evi-
dence must be provided to the comparable values for other 
states. See Deutsche Bundesbank, The role of the Stability 
Council, Monthly Report, October 2011, pp 20-23.
18 See Deutsche Bundesbank, Public finances, Monthly Re-
port, April 2012, pp 7-9.
19 The financial development of the statutory health and 
public long-term care insurance schemes in the final quar-
ter of 2011 was discussed in the short article in the March 
2012 Monthly Report. These are the most recent data avail-
able.
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ees’ compulsory contributions increased by 

close to 2½%. If the contribution rate had re-

mained unchanged, they would have gone up 

by 4%. On balance, central government grants 

were up by just over 2% on the year. Although 

a lower contribution rate per se reduces the 

general central government grant, the positive 

wage developments in 2010 – which are also 

significant for the adjustment of central gov-

ernment grants – had a greater impact. Spend-

ing on pensions rose by just over 1% in the first 

quarter. This roughly corresponds to the mid-

2011 adjustment rate (+0.99%). The impact of 

the slight increase in the number of pensions 

was once again largely offset by a decline in 

the average payment amount.

In mid-2012, pensions will be raised by 2.18% 

in western Germany and 2.26% in eastern Ger-

many. This is the result of relatively strong wage 

developments in 2011 and the exceptionally 

powerful adjustment-boosting effect of the 

sustainability factor,20 although the impact of 

both these factors will still be dampened by a 

reduction in the adjustment to compensate for 

pension cuts waived in previous years. During 

the remainder of the year, expenditure will rise 

at a faster pace owing to this sharper increase 

in pensions. In spite of the reduction in the 

contribution rate, growth in revenue could be 

just as strong as in 2011, when the discontinu-

ation of pension contributions on behalf of re-

cipients of unemployment benefit II resulted in 

shortfalls. Overall, the 2012 surplus is now likely 

to be much higher than expected when the 

contribution rate was set in autumn 2011. If 

the favourable macroeconomic developments 

continue, the contribution rate at the begin-

ning of 2013 is likely to be lower than the fig-

ure forecast to date (19.2%), even if central 

government funds are cut by €1 billion, as is 

planned.

The statutory pension insurance scheme’s ad-

vantageous financial situation at present should 

not blind us to the fact that demographic de-

velopments from around the middle of the cur-

rent decade will go hand in hand with a higher 

number of benefit recipients and a lower num-

ber of contributors. Notwithstanding the re-

duced adjustments and the rise in the statutory 

retirement age, the financial burdens associ-

ated with these demographic developments al-

ready require a trend increase in the contribu-

tion rate, which threatens to exceed the statu-

tory limit of 22% applicable until 2030 in the 

years thereafter even if the range of benefits is 

not expanded. Against this backdrop, it ap-

pears extremely problematic to propose add-

itional permanent benefits today which will en-

tail increasing costs over time –  such as the 

pension allowances or higher pensions for per-

sons with reduced earning capacity – without 

Cut in contribu-
tion rate to 
below 19.2%  
on the cards  
for 2013

Current favour-
able financial 
situation does 
not justify per-
manent expan-
sion of benefits

Finances of the German statutory 

pension insurance scheme
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20 Admittedly, the reduction in the pensioner ratios re-
sponsible for this is not solely due to the currently very fa-
vourable employment situation and the only moderate in-
crease in the number of pensioners, but also in particular 
to the fact that the number of “equivalence contributors” 
is calculated using (outdated) provisional average wages. 
This special factor will – conversely – perceptibly reduce the 
pension adjustment in 2013.
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securing counterfinancing on a sustainable 

basis.

Federal Employment Agency

The Federal Employment Agency recorded a 

surplus of just under €1½ billion in the first 

quarter of 2012. The improvement of €½ bil-

lion year on year is understated by the fact that 

€1 billion less in central government funds 

were required to ensure liquidity supply during 

the first three months of 2012. Contribution re-

ceipts were up by 5½% on the year. However, 

revenue fell by just under 5½% overall owing 

to lower payments from central government. 

On the expenditure side, although a decline of 

almost 12% was recorded on balance, the 

trend of shrinking negative growth rates con-

tinued. By contrast, greater cost savings were 

made in the area of active labour market policy, 

which were up by one-fifth on the year at last 

report.

The macroeconomic assumptions underlying 

the Federal Employment Agency’s budget plan 

are likely to be exceeded. The 2012 surplus is 

thus likely to be higher than the figure of €½ 

billion which was forecast despite the cut in 

the rule-based central government grant (by 

just under €1 billion). Looking ahead, however, 

the Federal Employment Agency’s finances 

could come under pressure even without a 

weakening in the labour market if the central 

government grant is completely discontinued 

– as envisaged in the benchmark figures for the 

2013 central government budget – and, in re-

turn, the reintegration payment which the Fed-

eral Employment Agency makes to central gov-

ernment for its half-share in the mediation and 

administration costs for recipients of unemploy-

ment benefit II is abolished. On balance, the 

more these costs fall, the worse off the Federal 

Employment Agency will be compared with its 

situation under the legislative status quo. By 

contrast, only central government would be 

negatively affected if the costs were to go back 

up again in the future.

Favourable 
financial result 
at start of year

Surplus for year 
as a whole likely 
to be higher 
than planned

Finances of the

Federal Employment Agency

1 Including  transfers  to  the  civil  servants'  pension  fund. 
2 Excluding central government liquidity assistance.
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