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State government finances:
comparison of developments, debt brakes
and fiscal surveillance

German state government finances have improved considerably in the current decade. This has
been driven mainly by strong growth in tax revenue and the extremely low interest rates. Almost
all federal states (or Ldnder), including their local governments, achieved structural surpluses last
year. Although there are still considerable differences, the various states’ financial situations have
converged over time. By contrast, debt levels have continued to move in different directions and
now exhibit a large spread. This is currently less of an issue given the very low level of interest
rates, and further savings will initially probably be possible as debt is rolled over. However, the
current low interest rate environment should not be regarded as permanent. A normalisation has
a particularly strong impact when debt levels are high. Highly indebted federal states, in particu-
lar, would therefore be well advised to pursue an ambitious budgetary policy.

The federal states’ spending on civil servants’ pensions will increase considerably for some time
to come. As things currently stand, existing reserves for civil servants’ pensions are not large
enough to cover this. The size of both the financial burden and the provisions made differs from
state to state. Hence, it would be desirable for all Ldnder to disclose details of both items regu-
larly at certain dates in a transparent and harmonised manner. As is being discussed for the
statutory pension insurance system, it would make sense to also gradually raise the retirement
age for civil servants in the future in line with rising life expectancy.

Central government will make a larger contribution to the state government revenue-sharing
scheme from 2020. In addition, it is to co-finance state government tasks on a much larger scale.
Whereas the states’ individual responsibility was strengthened in the last decade, responsibilities
are now increasingly being blurred again. This would not appear to promote an efficient use of
funds. What would, in fact, be important is a clear link between government tasks, spending and
funding. By strengthening the responsibility of the individual state governments, it would also be
easier to take account of different preferences in terms of the organisation and extent of govern-
ment activity. Increased freedom of scope regarding some taxes and transparent comparisons of
public services and their cost would strengthen federalism.

From 2020, the debt brake will apply to all federal states. In terms of its concrete implementation,
the individual states are pursuing different approaches. What matters is that the concrete rules
successfully guarantee that the objective of the debt brake is met: to ensure that there are no
permanent deficits in the future. Alongside the national fiscal rules, the European rules, which
target the general government deficit, must also be met. Here, stringent and transparent fiscal
surveillance is of central importance. In this, the Stability Council has a key role. However, the
information based on which budgetary surveillance takes place does not currently appear
adequate. Significant improvements are needed in terms of the scope, information value and
comparability of the information provided by the individual federal states.
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Federal states
have special

position in the
federal system

Although the
Basic Law
strengthens indi-
vidual responsi-
bility of state
governments, ...

Role of the federal states in
the federal system

The federal states have a special role to play
within the federal system. The state govern-
ments have a say in national law-making
through their representation in the Bundesrat.
They are individually responsible for all areas
not explicitly assigned to central government in
Germany's Basic Law (Grundgesetz). This in-
cludes, in particular, primary, secondary and
tertiary education, general internal security,
general legal protection and important parts of
the public administration, such as the tax of-
fices. The federal states are funded primarily
through joint taxes raised uniformly at the na-
tional level, which they share with central gov-
ernment and (to a smaller extent) local govern-
ment. A revenue-sharing scheme is in place to
avoid excessive differences in terms of the fi-
nancial capacities of the federal states and thus
ultimately the public services they provide. Mu-
nicipal tasks are the responsibility of local gov-
ernment, and are, in part, funded by local gov-
ernment taxes to which local multipliers apply.
Nonetheless, the federal states are partly re-
sponsible for ensuring that their local govern-
ments have adequate funding and pursue sus-
tainable fiscal policies.

The federal states’ individual responsibility has
been strengthened over the past decade. Since
the 2006 reform of the federal structure, for
instance, the individual states have determined
civil servants’ pay and the real estate acquisi-
tion tax rate, amongst others. In addition,
mixed financing, where central government co-
finances certain state government projects,
was reduced significantly.” This applies to the
construction of social housing and of univer-
sities, say. The state governments are freer in
terms of how they use the lump-sum payments
they now receive. In addition, the debt brake
was passed in 20009.

In recent years, the state governments’ individ-
ual responsibility in terms of resolving problems
has taken something of a backseat, however. It

is difficult, for instance, to make detailed com-
parisons of federal state outcomes, for example
in education.? In addition, plans to increase the
scope of decision-making on tax legislation
were not pursued — say through state-specific
surcharges or discounts on income tax. Instead,
the state governments have repeatedly sought
additional central government funds to finance
their tasks.? In return, central government is
demanding a greater say. Decisions are thus
becoming increasingly centralised again and re-
sponsibilities are being blurred.

Development of state
government finances -
an overview*

Looking at the federal states in aggregate,
budgets were almost continuously in deficit
from reunification to 2013. In 2003, a year of
economic weakness, the deficit peaked at
€34, billion (1%2% of gross domestic product
(GDP)) (see the chart on p. 15). In 2007, a sur-
plus was achieved for the first time, partly as a
result of the strong economy. However, the
financial and economic crisis then resulted in
considerable deficits again. This was partly due
to the economic downturn as well as, not least,
spending on economic stimulus packages.
After that, the situation improved gradually,
however. Since 2014, surpluses have been re-
corded and climbed to €8Y%: billion by last year.

1 Ultimately, any central government involvement in
schools was even banned.

2 As a case in point, when the Pisa surveys were con-
ducted, the state governments did not release more de-
tailed datasets on the state results for publication.

3 One result was, for instance, the Federal Government'’s
draft law intended to reform the Basic Law and expand
mixed financing in education, in particular.

4 This overview is based on the national accounts. It in-
cludes not only core budgets, but also off-budget govern-
ment entities such as the federal states’ universities and
construction agencies. By contrast, public enterprises such
as university hospitals are not included in the government
sector. The national accounts are better than the govern-
ment financial statistics at ensuring a consistent compari-
son over time. For more on trends in the federal states’
core budgets according to the government financial statis-
tics in the period 2005 to 2011, see Deutsche Bundesbank,
The development of state government finances in Germany
since 2005, Monthly Report, October 2012, pp. 29-49.
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Clear increase in
expenditure

Sharp decline in
average interest
rates lowers
interest
expenditure

This was ultimately primarily due to strong tax
growth and the falling interest burden. Even
after cyclical adjustment, a surplus has been re-
corded since 2014.> The fact that it has con-
tinued to rise in recent years is largely due to
shrinking interest expenditure.

Spending trends

State governments account for just over one-
third of spending by central, state and local
government. In addition, they make large
transfers to their local governments to help
them fund the tasks conferred upon them.
Since 2007, the year before the crisis, overall
spending by the Lander has risen by 3%2% a
year on average (see the table on p. 16). The
increase was therefore perceptibly more pro-
nounced than in the preceding decade and
also as compared to nominal GDP growth of
just over 2%2% a year. Primary expenditure — in
other words, excluding interest spending — ac-
tually increased by almost 4% on average.
There was relatively strong growth in spending
on, for instance, civil servants’ pensions, invest-
ment and intermediate consumption. In some
instances, however, higher spending was also
related to additional revenue already ear-
marked for this purpose. For example, there
was a rise in the proportion of transfers to local
government that were funded by central gov-
ernment. Additionally, television licence fees
have, since 2013, been passed through the
state government budgets for statistical pur-
poses.® However, even excluding these two
factors, primary expenditure still rose by a dis-
tinct 3%2%.

Lower interest rates were a key factor in
the favourable development in government
finances (see the chart on p. 17). This is evident,
for example, when one compares the average
interest rate on state government debt in 2017
(2%) with the interest charged before the crisis.
If the federal states had had to pay the average
interest rate of 2007, namely just shy of 4%2%,
their interest expenditure would have been
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€13% billion higher. Instead of a surplus, the
Lander would have recorded a deficit of €5 bil-
lion last year. In actual fact, interest expend-
iture is less and less of a burden. Whereas inter-
est spending accounted for 7% of overall ex-
penditure in 2007, it represented a share of just
3% at last count. In relation to GDP, this trans-
lates into a halving to just under %2%.

While average interest rates have been falling
since as far back as 2008, debt initially con-
tinued to rise noticeably (as defined by the
Maastricht Treaty, see the chart on p. 17). This
was due both to the support provided to Lan-
desbanken during the financial crisis” and to a
spike in deficits. The state government debt

5 Cyclical adjustment is carried out based on the Bundes-
bank’s estimate of May 2018 using the Bundesbank’s dis-
aggregated cyclical adjustment method. Cyclical effects for
the individual taxes were allocated to the individual federal
states based on their tax revenue shares.

6 In 2013, television licence fees were switched to a flat-
rate fee per household. In the national accounts, they have
since then been recorded as tax revenue of the federal
states, which is transferred to the broadcasters on the ex-
penditure side.

7 Several institutions — in particular BayernLB (which re-
ceived €10 billion) — received capital injections. Others,
such as LBBW, were additionally supported with a guaran-
tee portfolio (€12% billion), which pushed up debt. Spin-
offs of portfolios guaranteed by state governments had the
largest effect, accounting for more than €50 billion in total.
These related to SachsenLB and WestLB and the latter's
later bad bank, the First Winding-up Agency (Erste Abwick-
lungsanstalt). These debts have now been partially repaid,
however.
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Expenditure and revenue in federal states’ budgets in the years 2007 to 2017

Item

Revenue
of which:
Sales
Taxes
Transfers (from general government)

Expenditure
of which:
Intermediate consumption
Personnel expenditure
of which:
Compensation of employees
Pension benefits

Interest
Social benefits?
Transfers (to general government)
Gross investment
Memo item: net investment

Memo item: primary expenditure?
Fiscal balance

Structural balance3
Memo item: incl. local government

Structural primary balance2

Revenue
of which:
Sales
Taxes
Transfers (from general government)

Expenditure
of which:
Intermediate consumption
Personnel expenditure
of which:
Compensation of employees
Pension benefits

Interest
Social benefits?
Transfers (to general government)
Gross investment
Memo item: net investment

Memo item: primary expenditure2
Fiscal balance

Structural balance3
Memo item: incl. local government

Structural primary balance2

2007

€ bn
309.3

23.7
205.2
443

306.4

29.7
121.6

100.0
217

21.4
20.5
65.2
13.9

0.6

285.0

2.8

-1.2
34

20.2

2010

317.8

28.1
193.8
54.7

338.4

36.3
133.8

108.6
25.2

22.0
235
69.7
17.8

2.8

316.4

-20.6

-16.8
-23.6

5.2

2014

383.2

35.8
244.9
55.8

383.1

43.9
150.0

119.3
30.7

16.8
235
84.9
20.0

1.8

366.3

1.7
2.4

18.6

As a percentage of GDP

12.3

0.9
8.2
1.8

12.2

1.2
4.8

4.0
0.9

0.9
0.8
2.6
0.6
0.0

1.3

0.1

-0.0
0.1

0.8

12.3

1.1
7.5
2.1

13.1

1.4
52

4.2
1.0

0.9
0.9
2.7
0.7
0.1

12.3

- 08

- 07
= 09

0.2

13.0

1.2
8.3
1.9

13.0

1.5
5.1

4.1
1.0

0.6
0.8
29
0.7
0.1

12.5

0.0

0.1
0.1

0.6

2015

399.8

371
259.1
57.7

397.6

47.0
154.3

121.8
325

15.1
24.1
91.8
223

3.4

382.5

2.2

4.0
9.0

19.1

1.2
8.5
1.9

1.5
5.1

4.0
1.1

0.5
0.8
3.0
0.7
0.1

12.5

0.1

0.1
0.3

0.6

2016

423.7

38.1
279.3
593

419.5

48.6
159.5

125.2
34.4

13.6
27.2
100.5
23.5
3.8

405.9

4.2

5.0
10.3

18.5

1.2
8.8
1.9

1.5
5.0

4.0
1.1

0.4
0.9
3.2
0.7
0.1

12.8

0.1

0.2
0.3

0.6

2017

436.7

40.4
289.8
61.4

428.4

48.4
165.5

129.3
36.2

12.8
26.7
104.5
24.9
4.2

415.5

83

7.6
16.7

1.2
8.8
1.9

1.5
5.1

3.9
1.1

0.4
0.8
3.2
0.8
0.1

12.7

0.3

0.2
0.5

0.6

Change

% p.a.
3.5

5.5
3.5
33

3.4

5.0
3.1

2.6
53

-5.0
2.7
4.8
6.0

20.9

3.8

Percentage
points
1.0

0.3
0.7
0.1

0.9

0.3
0.2

0.0
0.2

-0.5
0.0
0.6
0.2
0.1

1.3
0.1

0.3
0.4

-0.2

Sources: Federal Statistical Office, national accounts, as at August 2018. Bundesbank calculations. 1 Monetary social benefits (excluding
civil servants’ pensions and healthcare subsidies) as well as social transfers in kind. 2 After deduction of interest expenditure. 3 Fiscal bal-
ance adjusted for the calculated influence of cyclical factors on tax revenue (Bundesbank method, data as at May 2018).
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Moderate add-
itional costs for
current staff, but
strong increase
in civil servants’
pensions

Strong increase
in transfers to
local govern-
ment supported
by federal aid

ratio rose from 20% in 2007 to almost 25% in
2012. Since then, it has fallen steadily to 18%2%
at the end of 2017 (€611 billion).

The federal states are responsible for particu-
larly personnel-intensive functions of govern-
ment. As a consequence, personnel expend-
iture accounts for by far the largest share of
spending, at almost 40%. Spending on current
salaried staff and civil servants has grown by an
average of 2%2% a year since 2007. Besides a
slight increase in staffing levels, this mainly re-
flects changes in negotiated wages and civil
servants’ pay. Pay rises roughly matched the
moderately increased negotiated wages in the
economy as a whole. Spending on retired civil
servants rose much more strongly (+5%2% per
year) as there was a sharp rise in the number of
recipients.

The federal states make large current and cap-
ital transfers to other government levels, par-
ticularly local governments. Accounting for
one-quarter of expenditure, the latter represent
the second-largest expense item and exhibited
above-average growth (+5% a year). Payments
under the local government revenue-sharing
scheme, which largely depend on how the
states’ tax revenue develops, grew consider-
ably. However, the central government funds
that flow to local governments through the
federal state budgets grew much more still. For
instance, central government has, since 2014,
fully reimbursed the cost of the basic allowance
for the elderly. In addition, it has incrementally
increased how much it contributes to the ac-
commodation costs of those receiving un-
employment benefitll. Since 2015, central gov-
ernment has also made lump-sum payments to
deal with the influx of refugees. Finally, federal
funds for local government investment which
pass through the federal states’ budgets also
rose. Alongside earlier economic stimulus pack-
ages, these include payments for the expansion
of day care facilities for children and payments
from the fund to promote municipal invest-
ment.

Deutsche Bundesbank

The federal states’ debt and interest
expenditure

5
Average interest rate' in % p.a.

4

Interest expenditure? as a percentage of GDP

Debt? as a percentage of GDP
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Sources: Federal Statistical Office and Bundesbank calculations.
1 Interest expenditure (according to the national accounts) for
the year under review in relation to mean Maastricht debt
levels at the end of the reporting year and of the respective
previous year. 2 As defined in the national accounts.
3 Maastricht debt.
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Intermediate consumption also grew strongly.
This item includes, in particular, other operating
expenditure such as the purchase of services
and payment of rent. As a result of refugee mi-
gration, it temporarily increased particularly
sharply. This is evident in high growth in 2015
and, more recently, a more muted develop-
ment.

Investment expenditure by the state govern-
ments varied considerably. The strong overall
increase (6% per year on average) reflects, in
part, the favourable budgetary situation over
the past few years. Net investment was positive
throughout — in other words, investment ex-
penditure exceeded depreciation.

Revenue trends

The federal states’ revenue growth has slightly
exceeded expenditure since 2007. Tax revenue
expanded by 3%2% a year on average, the same
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Ample tax
revenue meant
revenue slightly
outpaced
expenditure
growth

Bulk of tax
revenue stems
from joint taxes

The federal states’ tax revenue in 2017
by type of tax”

Local government taxes (of city states)
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Sources: Federal Statistical Office and Bundesbank calculations.
* According to government finance statistics. Inheritance tax,
which is recorded in the national accounts as a capital transfer,
is included here, though the television licence fee, in particular,
is not. In the government finance statistics (unlike in the national
accounts), child benefits are deducted in full from tax revenue.
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as total revenue, and made up two-thirds and
thus the largest share of revenue. Although,
the allocation or distribution of various taxes
among central, state and local governments
changed, the effects on state governments’ tax
revenue roughly cancelled each other out over-
all.8 Changes in tax legislation dampened tax
revenue in the first couple of years. Amongst
other things, income tax cuts were introduced
to cushion the effects of the financial crisis. In
subsequent years, the strong underlying trend
was the dominant factor, and clear revenue
growth was recorded, particularly for profit-
related taxes. Progressive taxation also had a
markedly positive effect on revenue.

Almost 90% of the federal states’ tax revenue
stems from joint taxes,® with income tax and
corporation tax making the largest contribution
ahead of turnover tax (see the chart above). In
addition, federal states levy state government
taxes.'® These are largely regulated by national
legislation, with the exception of real estate ac-

quisition tax. Since the autumn of 2006, the
individual states have set this tax rate autono-
mously. During the interim period, this rate has
been raised in almost all states (except Bavaria
and Saxony) — from originally 3.5% to up to
6.5%. The importance of this tax has thus in-
creased, but it still represents just 4%2% of the
federal states’ total tax revenue.

The second-largest revenue category are the
transfers received from other public administra-
tions, the vast majority from central govern-
ment. These grew at a pace only slightly slower
than tax revenue. This reflected the fact that
additional federal funds were transferred to
local government, as outlined above. Another
significant factor was the transfer of funds
from central government by way of compensa-
tion for motor vehicle tax, which has, since
2009, been passed to central government.
These two items mask the fact that special-
needs supplementary central government
grants to help reconstruct the infrastructure in
eastern Germany are gradually coming to an
end.

There was significantly stronger growth in rev-
enue from sales (+5%2% per annum). This in-
cludes, in particular, receipts from fees, many
of which are now received by off-budget en-
tities. They fund public services for which staff
and other operating costs, in particular, are
generally incurred on the expenditure side. The
federal states have meanwhile abolished the

8 In mid-2009, motor vehicle tax was transferred to central
government. Since then, the federal states have received a
transfer from central government (€9 billion a year) by way
of compensation, which does not count as tax revenue. On
top of that, the television licence fee has, since 2013,
passed through the state government budgets for statis-
tical purposes (€8 billion). In addition, central government
ceded turnover tax funds to the federal states in connec-
tion with the spike in refugees entering the country.

9 For more information on the distribution of tax revenue,
see Table X.6 in the Statistical Section of this report.

10 State government taxes comprise, first and foremost,
real estate acquisition tax and inheritance tax. From 2013
onwards, they also include the television licence fee. How-
ever, in this definition, state government taxes also include
local government taxes raised by the city states (where the
local government level is not reported separately).

Clear increase in
central govern-
ment transfers

Sharp increase
in receipts from
fees



Enhancing the
comparability of
government
financial statis-
tics by ...

... Including
off-budget
entities ...

... and local
governments, ...

general tuition fees for students that many had
previously introduced.

The budgetary situation of
individual federal states

Methodological adjustments
for better comparability

The aggregate outcome for the federal states
masks differences, in some cases large, be-
tween the individual federal states. Since the
national accounts contain no individual state-
level data, the government financial statistics
are used here for a state-by-state breakdown.
The available data material is further processed
to ensure that key figures are as meaningful as
possible.

The starting point for budgetary analyses is
usually the core budget. However, in some fed-
eral states, the core budget does not include a
large part of activities. Consequently, the fed-
eral states’ off-budget entities included in the
government sector are factored in — bringing
the procedure more into line with the national
accounts.™ This neutralises the circumstance
that some entities (such as universities) have, in
many federal states, been moved off the core
budgets and that reserves (such as pension
funds) are used in different ways. For instance,
high transfers to provisions weighed on the
core budget in North Rhine-Westphalia in 2017.
While the core budget had a deficit, this was
balanced out by a surplus in the relevant off-
budget entity. It is easier to compare the out-
come for North Rhine-Westphalia with other
federal states’ results if the pension reserves
and the core budget are analysed together.

Local governments are also included. This
allows a comparison of non-city states with city
states, which do not report local government-
level data separately.’? In addition, tasks are
distributed differently between the federal
state and the local government level in the
non-city states. For a consolidated analysis, it

Deutsche Bundesbank

would not matter if a federal state were to re-
duce its payments under the local government
revenue-sharing scheme. This would merely
shift the financial problems to the local govern-
ments, for which the federal state ultimately
bears joint responsibility.’

As in the national accounts, financial transac-
tions are also excluded.' These influence the
fiscal balances recorded in the government
financial statistics in individual federal states
and vyears, significantly so in some cases. In
principle, however, they merely reallocate fi-
nancial assets. In a privatisation, for example,
(net) financial assets remain unchanged: there
is an inflow of cash, but equity holdings de-
cline. By excluding transactions of this nature,
the objective is to paint a more precise picture
of the financial situation.

In addition, payments under the state govern-
ment revenue-sharing scheme are recorded on
an accruals basis. Settlements that are not
made and recorded in the government finan-
cial statistics until the following year are ac-
counted for in the reporting year."

Finally, cyclical influences are stripped out in
order to better depict the structural budgetary
position. While these influences have a largely
uniform impact on the individual federal states
owing to the state government revenue-

11 The relevant entities are reported by the Federal Statis-
tical Office: Liste der Extrahaushalte, 2018, available at
www.destatis.de

12 The city states’ population is given a 35% higher
weighting in the state government revenue-sharing scheme
in order to compensate for the fact that central areas have
higher financial requirements than the surrounding areas.
13 See also Deutsche Bundesbank, Major budgetary differ-
ences between the federal states, Monthly Report, October
2012, pp. 36ff.

14 However, adjustments are made in the national ac-
counts if the budget shows a financial transaction but the
national accounts criteria are not met. This would be the
case, say, for an injection of capital without the prospect of
profit distribution or to compensate for a loss. Such adjust-
ments cannot be reconstructed for this article.

15 The adjustments incorporate the provisional annual
settlement transactions for the reporting year and the pre-
ceding year.
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Budgetary figures for the federal states (including local government) in 2017"

Item BW BY BB HE MV NI NW RP
Derivation of adjusted structural balances in € million
Fiscal balance (1) 1,377 5,571 908 1,585 1,062 1,851 2,683 1,527
Financial transactions (net) (2) -1,126 388 - 109 - 632 -27 —393 - 1,264 17
Settlement of payments under the state government revenue-
sharing scheme (3) 163 345 - 22 183 - 6 91 109 - 355
Adjusted balance (4) = (1) - (2) + 3) 2,666 5,528 994 2,400 1,083 2,335 4,056 1,154
Cyclical component (5) 145 174 30 87 19 100 234 50
Adjusted structural balance (6) = (4) - (5) 2,521 5,354 964 2,313 1,063 2,235 3,822 1,104
Memo item: after deduction of consolidation assistance . . . . . . . .
Net interest burden? (7) 1,560 783 320 1,350 194 1,312 3,395 916
Adjusted structural primary balance (8) = (6) + (7) 4,081 6,136 1,284 3,663 1,258 3,547 7,217 2,020

in € per inhabitant

Fiscal balance (1) 125 429 363 254 659 232 150 375
Financial transactions (net) (2) - 102 30 - 44 -102 =17 - 49 - 7N 4
Settlement of payments under the state government revenue-
sharing scheme (3) 5 27 - 9 29 - 4 11 6 - 87
Adjusted balance (4) = (1) - (2) + (3) 243 426 398 385 672 293 227 284
Cyclical component (5) 13 13 12 14 12 13 13 12
Adjusted structural balance (6) = (4) - (5) 229 413 386 371 660 281 214 271
Memo item: net of consolidation assistance . . . . . . . .
Net interest burden? (7) 142 60 128 217 121 165 190 225
Adjusted structural primary balance (8) = (6) + (7) 371 473 514 588 781 445 403 496
Expenditure, revenue and debt in € per inhabitant
Total expenditure 6,400 6,487 6,311 7,082 5,872 5,720 6,690 5,838
of which:
Personnel expenditure 2,628 2,510 2,537 2,680 2,454 2,520 2,535 2,544
of which: pension benefits2 678 643 381 645 413 637 665 642
Other operating expenditure 1,041 1,035 1,208 1,348 1,224 979 1,489 1,225
Interest expenditure 168 83 145 241 168 199 250 284
Transfers to households 646 709 789 995 888 940 1,044 796
Fixed asset formation 693 734 395 407 535 371 316 371
Adjusted total expenditure3 6,010 5,922 6,134 6,491 5,463 5,640 6,517 5,744
Memo item: less fees 5,579 5,474 5,522 5,774 4,974 5,261 5,624 5,201
Memo item: less fees and interest expenditure 5,411 5,391 5,378 5,533 4,806 5,062 5,374 4917
Total revenue 6,522 6,916 6,673 7,337 6,532 5,953 6,840 6,213
of which:
Tax revenue4 4,742 4,739 4,375 4,910 4,326 4,401 4,691 4,524
Fees 432 448 612 717 490 379 893 544
Interest income 26 22 17 24 47 35 60 59
Transfers from central government> 379 396 949 509 1,011 443 472 433
Adjusted total revenue3 6,249 6,348 6,531 6,877 6,135 5,933 6,744 6,028
Memo item: less fees 5,818 5,900 5,919 6,160 5,646 5,554 5,850 5,484
Debt 5,400 2,442 7,818 9,988 7,210 9,567 13,209 12,825

Tax rates and multipliers

Real estate acquisition tax (%) 5.0 35 6.5 6.0 5.0 5.0 6.5 5.0

Real estate tax B (%)@ 396 392 406 470 424 427 567 400

Local business tax (%)6 368 373 321 410 377 403 452 382
Sources: Federal Statistical Office, quarterly cash statistics (including post-book- ern Germany. 3 Excluding financial transactions and payments under the state

ings); Bundesbank calculations. * Core budgets and off-budget entities. 1 Interest government revenue-sharing scheme made by states providing contributions.
expenditure less interest income. 2 Including healthcare subsidies for civil servants Payments under the state government revenue-sharing scheme are settled on the
and refunds to central government for legacy claims for pension benefits in east- revenue side. 4 Taxes and compensation for motor vehicle tax, state government

Deutsche Bundesbank
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- 90 1,136 680 - 106 1,324 2,437 83 74
= 22 - 678 —86 =0L5 15 = 25 = 29 =GB
5 - 73 -29 =117 4 -136 59 - 42

- 62 1,740 737 773 1,313 2,327 172 991

12 49 27 36 26 60 12 33

- 75 1,691 709 736 1,287 2,267 160 958
-335 . 629 656 . 2,187 - 140 .
445 = 3 435 392 357 1,281 560 511
370 1,689 1,144 1,128 1,644 3,548 720 1,469
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Total Item

in € million  Derivation of adjusted structural balances
22,101 Fiscal balance (1)
—5,927 Financial transactions (net) (2)
Settlement of payments under the state government revenue-
174 sharing scheme (3)

28,202 Adjusted balance (4) = (1) - (2) + (3)
1,097 Cyclical component (5)

27,106 Adjusted structural balance (6) = (4) - (5)
. Memo item: after deduction of consolidation assistance
13,808 Net interest burden? (7)

40,914 Adjusted structural primary balance (8) = (6) + (7)

in € per inhabitant

- 90 279 305 - 37 615 679 123 41
- 22 - 166 -39 —-345 7 - 7 - 43 -527
5 = 18 =13 - 41 2 - 38 87 = 23

- 63 427 330 268 610 648 253 544
12 12 12 13 12 17 18 18

= 75 415 318 255 598 631 235 526
=335 . 282 227 . 609 —206 .
447 = 1 195 136 166 357 825 281
372 414 513 391 763 988 1,060 807

267 Fiscal balance (1)
- 72 Financial transactions (net) (2)
Settlement of payments under the state government revenue-

2 sharing scheme (3)

341 Adjusted balance (4) = (1) - (2) + 3)

13 Cyclical component (5)

328 Adjusted structural balance (6) = (4) - (5)
. Memo item: net of consolidation assistance

167 Net interest burden? (7)

495 Adjusted structural primary balance (8) = (6) + (7)

in € per inhabitant  Expenditure, revenue and debt

6,133 6,122 6,475 6,482 5,671 7,621 9,105 10,564

2,728 2,477 2,517 2,361 2,439 2,873 3,143 3,414
759 350 400 612 367 667 867 963

1,359 1,097 1,492 1,013 981 2,389 2,147 3,096
460 62 225 227 211 364 999 490
671 729 600 920 711 814 1,014 788

307 574 398 471 448 205 400 1,062

5,999 5,867 6,401 6,097 5,618 7,504 8,956 9,884
5,584 5,413 5,967 5,616 5,240 6,848 8,255 7,833
5,123 5,352 5,742 5,389 5,030 6,484 7,255 7,343

6,042 6,395 6,780 6,445 6,286 8,299 9,228 10,605

4,446 4,339 4,202 4,517 4,311 5,905 6,050 6,451
415 454 434 481 378 656 701 2,050
14 62 30 91 45 8 174 210
774 795 1,263 611 863 956 1,166 662

5,936 6,288 6,732 6,364 6,228 8,151 9,209 10,428
5,521 5,834 6,298 5,883 5,850 7,495 8,508 8,377

18,165 2,822 10,741 12,230 8,989 16,731 34,043 19,894

6.5 35 5.0 6.5 6.5 6.0 5.0 4.5
418 495 415 390 436 810 686 540
441 422 361 378 407 410 460 470

revenue-sharing scheme and general supplementary central government grants
according to provisional figures. 5 Excluding general supplementary central gov-
ernment grants and compensation for motor vehicle tax. 6 Revenue-weighted
average local government multipliers for 2017. Abbreviations: BW — Baden-

6,404 Total expenditure

of which:
2,581 Personnel expenditure
622 of which: pension benefits2
1,301 Other operating expenditure
211 Interest expenditure
841 Transfers to households
489 Fixed asset formation

6,238 Adjusted total expenditure3
5,627 Memo item: less fees
5,416 Memo item: less fees and interest expenditure

6,670 Total revenue

of which:
4,722 Tax revenue4
612 Fees
44 Interest income

558 Transfers from central government>

6,579 Adjusted total revenue3
5,967 Memo item: less fees

9,396 Debt

Tax rates and multipliers
5.4 Real estate acquisition tax (%)
470 Real estate tax B (%)6
402 Local business tax (%)6

Wirttemberg, BY — Bavaria, BB — Brandenburg, HE — Hesse, MV — Mecklenburg-
West Pomerania, NI — Lower Saxony, NW — North Rhine-Westphalia, RP — Rhine-
land-Palatinate, SL — Saarland, SN — Saxony, ST — Saxony-Anhalt, SH — Schleswig-
Holstein, TH — Thuringia, BE — Berlin, HB — Bremen, HH — Hamburg.
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Structural sur-

pluses virtually
nationwide in

2017

Major differ-
ences in debt
level and
interest

expenditure, ...

Deviation of adjusted structural balances
of state and local governments from the
national average’

Data in € per inhabitant in 2017

B Fiscal balance M Primary balance’

Mecklenburg-West Pomerania
Berlin
Thuringia
Hamburg
Saxony
Bavaria
Brandenburg
Hesse

Saxony-Anhalt
Lower Saxony
Rhineland-Palatinate
Schleswig-Holstein
Bremen
Baden-Wiirttemberg

North Rhine-Westphalia
Saarland ey |

—450-300-150 0 + 150+ 300+ 450+ 600

Sources: Federal Statistical Office and Bundesbank calculations.
* Balances adjusted for financial transactions, calculated cyclic-
al effects and settlement under the state government reven-
ue-sharing scheme. Figures from the government financial stat-
istics (cash statistics including post-bookings). 1 Additionally
after deduction of net interest burden (interest expenditure less
interest income).

Deutsche Bundesbank

sharing scheme,’® such an adjustment makes
sense for a comparison over time.

The budget situation in 2017"

The surpluses of the federal states as a whole
climbed to an all-time high (€27 billion, or
0.8% of GDP) in 2017, even in terms of the
methodological adjustments outlined above.'®
With the exception of Saarland, all federal
states posted a surplus (see the table on pp. 20
and 21). Per capita, Mecklenburg-West Pomer-
ania recorded the highest amount (€660),
which was twice the national average.®

Debt servicing has a significant impact on the
budget situation of the individual federal states
(see the box on p. 23 focusing on Bremen and
Saarland). This is predominantly due to differ-
ent debt levels.2? For instance, at the end of
2017, the per capita debt level in Bremen was
more than three and a half times higher than

the national reference figure (see the chart on
p. 24). The level in Hamburg and Saarland was
still around twice as high. As a result, per capita
interest expenditure?' was highest in Bremen —
almost five times the national reference figure
of €210 (see the chart on p. 26). But interest
costs were also just over twice as high in Ham-
burg and Saarland. By contrast, Bavaria and
Saxony recorded particularly low levels.

However, in many cases, debt is also offset by
sizeable financial assets.?? These can be in-
cluded in the calculations, at least in part, by
deducting interest income from interest ex-
penditure (net interest burden).?® In these net
terms, Saxony no longer had a burden and
Hamburg's high interest costs fell by almost
half. Bremen'’s interest income was also way
above average.

16 The cyclical effect for the federal states as a whole (see
footnote 5 on p. 15) is allocated to the individual federal
states based on the previous year’s tax revenue shares (as
in the consolidation assistance procedure). The same is
done for the local governments. The individual federal
states apply various methods for their debt brakes, and the
estimation results differ considerably in some cases.

17 To improve comparability among the federal states, the
relevant figures are shown in relation to the population size
(per capita analysis).

18 The surpluses thus significantly exceeded the cyclically
adjusted national accounts balance of state government
and local government combined (€16% billion). One con-
tributory factor was that the financial support provided by
Hamburg and Schleswig-Holstein to HSH Nordbank is
classed as a loan (financial transaction) in the government
financial statistics. However, in the national accounts, it is
booked as a capital transfer, thus lowering the surplus.

19 An average weighted by the share of the population is
used for the national reference figure. Larger states thus
have a greater impact.

20 This includes debt in the non-public and in the public
sector. It is not possible to rule out errors in consolidation
using the figures available for the individual federal states.
21 As with the similar definition of debt, this includes inter-
est expenditure to areas of the non-public sector and other
public sector entities.

22 According to the Federal Statistical Office’s financial
asset stock statistics, the total stock of state and local gov-
ernment financial assets amounted to €580 billion at the
end of 2017. However, this figure has not been adjusted for
loans to other public sector entities and is thus overstated.
As a result, it is not directly comparable with the consoli-
dated debt level of state and local government as defined
under the Maastricht Treaty (around €760 billion at the end
of 2017).

23 It is not possible to additionally adjust for profit distribu-
tions from equity holdings using the aggregated govern-
ment financial statistics data available.

... but some
large differences
in interest
income, too
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The significance of special assistance for Bremen

and Saarland

With the debt brake, consolidation assistance
was introduced for particularly highly in-
debted federal states. The costs are split be-
tween central government and state govern-
ments. An annual volume of €800 million has
been earmarked for this purpose for the 2011
to 2019 fiscal years. The lion’s share of this
sum goes to two small states: Saarland (€260
million, or €260 per capita) and Bremen (€300
million, or €440 per capita).” The disburse-
ment of assistance is conditional on progress
in consolidation.? It has taken place every year
thus far.

Last year, Bremen achieved an adjusted sur-
plus (i.e. including interest burden and con-
solidation assistance) of €240.3 Saarland,
meanwhile, was still running a deficit (€70).
Despite the extraordinarily low level of interest
rates, high debt levels have still been weigh-
ing particularly heavily on both states: Saar-
land’s net interest burden* was €280 higher
than the national average, and that of Bremen
€660 higher. This was partly compensated for
by consolidation assistance, however, which
nearly fully offset the additional burden in
Saarland and knocked off as much as two-
thirds of the additional burden in Bremen.
Bremen’s basic fiscal position (in turn, exclud-
ing net interest burden and consolidation as-
sistance) was recently markedly better than
the national average, whereas Saarland still
fell perceptibly short of the national average.

As from 2020, both states will receive new,
higher special payments from central govern-
ment. Each state will receive €400 million in
budgetary recovery assistance annually (€400
per capita in Saarland and €590 per capita in
Bremen). Based on figures for 2017, the funds
almost completely cover Bremen's additional
interest burden, while they even overcompen-
sate Saarland’s by a wide margin. This puts
these two states in a better position than
other states with above-average debt levels.

There is no formal time limit on the budgetary
recovery assistance, which appears to be as-
sured for well over a decade.> Virtually no
repayment conditions are attached to these
funds. This assistance is therefore not specific-
ally pushing states to bring their budgetary
outturns (net of the assistance) perceptibly
closer to the federal state average. There is
therefore a risk of structural dependency on
budgetary recovery assistance. If efforts to
scale back debt levels considerably do not
succeed, both states will, in the medium to
long term, also be more vulnerable to rising
interest rates. It is therefore advisable to ini-
tially use only a smaller portion of the new
funds for additional expenditure. A more ex-
pedient course of action would be to defuse
the debt situation, something for which the
henceforth expanded special assistance would
provide a sound financial basis. That would
help Bremen and Saarland, and not just in
terms of complying with the debt brake. A
federal structure which is based more strongly
on individual responsibility of the federal
states should then be seen as an opportunity.

1 In 1992, the Federal Constitutional Court ruled that
these states were in extreme budgetary hardship. In
order to overcome this state of affairs, they received
extensive special assistance up until 2004, which was
progressively reduced towards the end.

2 When identifying progress, no account is taken of
this assistance, as the idea behind it is not to directly
create any additional fiscal leeway. Instead, it is de-
signed to ensure that a sound budgetary position is
achieved and that the recipient can independently
comply with the debt brake as of 2020.

3 The description below is based on adjusted data
from the government finance statistics; the method
used to calculate them (including cyclical adjustment)
is described on p. 19. For ease of comparability, the
data below, unless mentioned otherwise, are ex-
pressed in per capita terms and include consolidation
assistance.

4 |.e. interest expenditure less interest income.

5 Pursuant to Article 143 f. of the Basic Law (Grund-
gesetz), three or more federal states, for instance, can,
as of 2031, jointly demand renegotiations on the
revenue-sharing scheme and thus also on budgetary
recovery assistance. The assistance would then expire
unless new arrangements are agreed within five years.
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Budaget situation
excluding net
interest burden
also shows
larger differ-
ences

Clear improve-
ment in budget
outturns since

2007 due to ...

Debt of state and local governments’
€ per inhabitant

Debt in 2017

Bremen

Hamburg

Saarland

Berlin

North Rhine-Westphalia
Rhineland-Palatinate
Schleswig-Holstein
Saxony-Anhalt

Hesse

Lower Saxony

I
[
Meckl.-West Pomerania -
[ |

Saxony .
Bavaria [ |

Thuringia
< Total'

Brandenburg

Baden-Wiirttemberg

0 10,000 20,000 30,000

Change between 2007 and 2017

Ik

Total'
40,000 - 3,000 0 + 3,000 + 6,000 + 9,000+ 12,000

Sources: Federal Statistical Office and Bundesbank calculations. * Figures from the government financial statistics. Debt in the non-public
and the public sector (non-consolidated). 1 All state and local governments.
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The budgetary position excluding the net inter-
est burden (adjusted structural primary bal-
ance) was most favourable in the city states
(see the chart on p. 27). Of the non-city states,
Mecklenburg-West Pomerania and Thuringia
recorded by far the highest surpluses. Without
the net interest burden, Saarland, in particular,
came much closer to the state average, closely
followed by Baden-Wirttemberg.

Changes since 2007

State governments’ underlying budgetary pos-
ition has improved immensely over the last ten
years. The differences among the states have
also eased considerably. In 2007, in addition to
the five eastern states, only Bavaria, Baden-
Wirttemberg and Hamburg had noteworthy
surpluses (according to the definition and ad-
justments outlined above). Calculated in this
way, the per capita deficits in 2007 were at
their highest in Bremen (€1,250).

The favourable development is attributable, on
the one hand, to the net interest burden, which
has fallen significantly in all federal states, in
particular due to the favourable borrowing
conditions (see the chart on p. 26). Yet, there
has been almost no change in the range of
interest burdens among the federal states. The
fall in interest rates provided particularly great
relief for some highly indebted states, but it
was largely outweighed by less favourable debt
movements (see also the box on p. 25).

On the other hand, the structural budgetary
position (after deduction of the net interest
burden) improved. This was due to extremely
positive developments in those states that had
been running a deficit at that time. By contrast,
some states whose structural budgets were al-
ready in surplus eased their budgetary position.
This was the case for Saxony, in particular, but
also Baden-Wdrttemberg and Saxony-Anhalt
(see the chart on p. 27).

... fall'in net
interest burden
and ...

... Improvement
in structural
budgetary
position



Interest expenditure:
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impact of debt levels and average interest rates

The amount of (gross) interest expenditure
is determined by the level of debt and the
average rate of interest. All the federal
states have benefited from the dramatic im-
provement in borrowing conditions. For in-
stance, the average interest rate calculated
from the cash statistics for state govern-
ment as a whole (including local govern-
ment and off-budget entities) is half as high
as it was in 2007, at just over 2%." This de-
cline has had a particularly positive effect
on highly indebted federal states. On a
national average, the receding average
interest rates have translated into per capita
relief of €210 compared with 2007 levels
(€17 billion in total). Bremen and Saarland
have benefited the most, their relief coming
to €520 and €400 per capita, respectively.

Debt levels in the individual federal states
have continued to diverge, not least on
account of the varying budget outturns
they have registered since 2007 (see the
chart on p. 24).2 They receded in the federal
states of Bavaria, Berlin, Mecklenburg-West

1 The average rate of interest is the reported interest
expenditure as a percentage of the amount of debt at
the end of the previous year. In some federal states,
the average interest rate differs significantly from the
figure stated due to the effects of interest rate hedges
in particular.

2 The debt statistics for 2007 include only a small
number of off-budget entities. However, it was only
after that date that debt levels at these entities such as
the bad banks began to rise significantly. Therefore,
the comparison with the year 2017 should not be too
distorted.

3 The data for North Rhine-Westphalia, for example,
were affected by the establishment of the First
Winding-up Agency (Erste Abwicklungsanstalt), the
state-owned bad bank tasked with winding up the op-
erations of WestLB. The debts managed by this Agency
are offset by a stock of financial assets which are a
source of interest income. By winding up these assets,
the Agency expects to be able to scale back the debt
level substantially over time. Bremen likewise saw its
debt levels rise by far more than the deficits recorded
in the core budget. The increase in interest expenditure
was offset by strong growth in interest income during
this period.

Pomerania and Saxony, but climbed else-
where. Bremen experienced the strongest
per capita growth, followed by Saarland
and Hamburg some way behind. Interest
expenditure contracted only marginally on
balance in Saarland, and it even saw an-
other increase in Bremen. In some cases,
though, these contrasting fortunes have
been driven in part by one-off factors. Fur-
thermore, debt levels may have risen, but
S50, too, has the stock of financial assets and
interest income.3

How state and local government interest
expenditure evolved between 2007 and
2017

Data in € per inhabitant in 2017

O Change in interest expenditure
[l Effect of change in average interest rate
|7 Effect of change in debt level

Bremen I Qs
Baden-Wiirttemberg [ o)
Bavaria (0]
Saarland Q)
Hamburg Q)
Hesse Qe
North Rhine-Westphalia Mm@ mw
Saxony (o] ]
Rhineland-Palatinate Q@S
Schleswig-Holstein o
Lower Saxony o 1
Thuringia Omm ,
Meckl.-West Pomerania Qs Ll
Brandenburg O
Saxony-Anhalt (o] ]
Berlin Ommam

- 600 —300 0 + 300 + 600

Sources: Federal Statistical Office (government financial stati-
stics) and Bundesbank calculations. * Owing to gaps in the fi-
nancial assets data, it is not possible to include the interest in-
come offsetting some of the interest expenditure in the calcu-
lations of the average interest rate and the year-on-year com-
parison. 1 All state and local governments.
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Limited compar-
ability of total
revenue and
expenditure:
state govern-
ment revenue-
sharing scheme
and ...

... receipts from
fees recorded
net

Interest burden of state and local governments’

€ per inhabitant

Interest burden in 2017
B interest expenditure

B Net interest burden’

Bremen

Saarland

Berlin

Hamburg
Rhineland-Palatinate
Hesse

Saxony-Anhalt

North Rhine-Westphalia
Thuringia

Lower Saxony
Baden-Wiirttemberg e
Schleswig-Holstein —
Brandenburg ——
Meck.-West Pomerania s
Bavaria =
Saxony -

0 200 400 600

Change between 2007 and 2017

—400

—200

800 1,000 0 +100

Sources: Federal Statistical Office and Bundesbank calculations. * Figures from the government financial statistics (cash statistics for 2017
including post-bookings). 1 Interest expenditure less interest income. 2 All state and local governments.
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Total revenue and total
expenditure in 2017

The state government revenue-sharing scheme,
for one, makes it difficult to compare total rev-
enue and expenditure across the federal states.
Federal states with a large financial capacity
post “inflated” figures. They collect an above-
average amount of tax revenue, part of which
is dispensed again via payments into the state
government revenue-sharing scheme. In order
to neutralise this impact, payments under the
revenue-sharing scheme made by the states
providing contributions are recorded net; i.e.
these payments are deducted from the total
revenue and expenditure of the states in ques-
tion.

Furthermore, the individual states outsource a
varying amount of tasks to private enterprises
outside the government sector. Where tasks
have been outsourced, government revenue
and expenditure are lower. On the one hand,

the corresponding receipts from fees, in par-
ticular, are no longer recorded on the revenue
side. On the other hand, there is above all no
personnel expenditure, other operating ex-
penditure or spending on fixed asset formation
on the expenditure side, respectively. There-
fore, if a state records higher receipts from
fees, this does not necessarily mean greater
budgetary scope or higher burdens for the
population than in other federal states. As a re-
sult, the particularly high level of receipts from
fees recorded in Hamburg and partly in North
Rhine-Westphalia is to be put into perspective,
as is the higher level of spending observed in
the corresponding categories in those states. In
order to improve comparability of total revenue
and total expenditure among federal states, re-
ceipts from fees are also recorded net here (i.e.
deducted from total revenue and expenditure).

These adjustments considerably lowered the
spread of total revenue and expenditure (see
the table on pp. 20 and 21). The differences in



Higher expend-
iture, even after
adjustment for
interest burden,
mostly covered
by tax revenue
capacity or
transfers
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Primary balance of state and local governments’
€ per inhabitant

Adjusted structural primary balance in 2017" Change between 2007 and 2017’

Bremen
Berlin
Hamburg

Meckl.-West Pomerania

Thuringia
Hesse
Brandenburg |
Saxony-Anhalt |
Rhineland-Palatinate I
Bavaria _ I
Lower Saxony  — Total? - Total?
Saxony I ||
North Rhine-Westphalia [INEG
Schleswig-Holstein | |
Saarland ]
Baden-Wiirttemberg [ NN [ |

0 300 600 900 1,200 - 300 0 +300 +600 +900 + 1,200 + 1,500

Sources: Federal Statistical Office and Bundesbank calculations. * Figures from the government financial statistics (cash statistics for 2017
including post-bookings). 1 After deduction of the net interest burden (interest expenditure less interest income). Balance adjusted for fin-
ancial transactions, calculated cyclical effects and settlement under the state government revenue-sharing scheme. 2 All state and local

governments.
Deutsche Bundesbank

interest expenditure outlined above can be
seen on the expenditure side. Of the non-city
states, Saxony-Anhalt recorded the highest
level of other expenditure. However, this was
offset by particularly high transfers from central
government. Saxony-Anhalt was closely fol-
lowed by Hesse which, at the same time, had a
high level of tax revenue. Mecklenburg-West
Pomerania was at the other end of the scale
and also posted the highest surplus due to its
relatively low level of expenditure. The values
recorded by the city states were way above
average: Hamburg recorded the highest level
of other expenditure, closely followed by
Bremen where tax revenue was much lower
and the interest burden far higher.

Notes on selected expenditure
categories

Staff costs are the largest expenditure item for
all federal states. Expenditure for current staff

per inhabitant is already very varied in the non-
city states. For example, Brandenburg spent
almost a quarter more on staff than Schleswig-
Holstein. However, the largest amounts were
recorded in the city states, especially Hamburg.
Yet, caution should be exercised when inter-
preting these figures. Some federal states con-
tract out public services outside the govern-
ment budgets. One example is privately run
institutions taking on childcare. The states’
own staff costs are then lower, but grants to
such institutions are higher.

A key factor behind staff costs is staff numbers.
In the core government areas, staff numbers
are again particularly high in the city states
and, above all, in Bremen (see the chart on
p. 28). But the eastern states, too — with the
exception of Mecklenburg-West Pomerania —
have staff levels that are way above average.
The lowest levels are in Schleswig-Holstein and
Bavaria.
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expenditure:
marked
differences in
expenses for
current staff ...
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numbers ...
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. and differ-
ences in civil
servant pay
rates

Staff levels and number of recipients of
civil servant pensions in state and local
governments in 2017

per 1,000 inhabitants

Staff levels (FTEs)"

Bremen

Berlin

Hamburg
Saxony-Anhalt
Brandenburg

Thuringia

Saxony

Hesse
Baden-Wiirttemberg
Rhineland-Palatinate
North Rhine-Westphalia
Lower Saxony

Saarland

Meckl.-West Pomerania
Bavaria
Schleswig-Holstein

Total®

o

30 35 40

Recipients of civil servant pensions?

Bremen

Hamburg

Berlin

Saarland

Hesse

Lower Saxony

North Rhine-Westphalia
Rhineland-Palatinate
Baden-Wiirttemberg
Schleswig-Holstein
Bavaria

Saxony-Anhalt
Thuringia

Brandenburg
Meckl.-West Pomerania
Saxony

Total®

0 5 10 15 20 25

Sources: Federal Statistical Office and Bundesbank calculations.
1 Staff in public sector in state and local governments (in full-
time equivalents) on 30 June 2017. Those areas where tasks do
not usually belong to enterprises that are part of the govern-
ment sector have been removed. 2 Recipients of civil servant
pensions of state and local governments on 1 January 2017.
3 All state and local governments.
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Furthermore, pay rates differ from one federal
state to the next. While negotiated rates of pay
— with a few exceptions — have been collect-
ively agreed throughout Germany, civil servant
pay rates differ, in some cases considerably,
among the federal states. There has been no
national uniform legislation since the 2006 fed-
eral structure reform, with the result that
Bavaria’s annual gross civil servant pay rate in
the final level of A 13 — the pay grade for a
great many civil servants — was just over 6%
higher than the average this year (see the chart
on p. 29). Saarland recorded the lowest level.24

In a ruling on judges’ remuneration, the Federal
Constitutional Court found no cause for con-
cern if civil servant pay rates are up to one-
tenth lower than the average. Furthermore, dif-
ferent costs of living could distort an economic
assessment of the varying pay rates. If the costs
of living are lower, real remuneration is corres-
pondingly higher. This is likely to be the case in
the eastern states.?> There is also a certain de-
gree of scope when assigning civil servants to
various pay grades for certain functions. Offi-
cial statistics do not contain any information on
this, however. Overall, then, federal states do
have ways in which to adjust these rates in
order to meet state-specific consolidation re-
quirements, for instance.

The spread for spending on civil servant pen-
sions per inhabitant is even wider than it is for
current personnel expenditure. This is predom-
inantly attributable to lower numbers of recipi-
ents in the eastern states (see the adjacent
chart). The eastern states make special pay-
ments to central government for special and
supplementary pension payments made to for-
mer employees from the period prior to reunifi-
cation. But even after factoring in these ex-
penses, the eastern states reached, at most,
two-thirds of the national result. Of the west-
ern German non-city states, Schleswig-Holstein
was the only state below the national reference
figure. Saarland exceeded the national refer-
ence figure by one-fifth, although the fact that
population trends there have been weak for
some time had an impact on per capita ex-
penditure. The city states of Hamburg and
Bremen have to foot an even heftier bill.

There are also substantial differences in trans-
fers to households. North Rhine-Westphalia,
Bremen and Hesse recorded the highest ex-
penditure. It is the needs-based social benefits

24 The order of federal states is not the same for all pay
grades and experience levels. For more information on the
data, see DGB, Besoldungsreport 2018, April 2018.

25 For more information, see Deutsche Bundesbank, Per-
sonnel expenditure in the individual federal states, Monthly
Report, October 2015, pp. 40-43.
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ing expenditure

and fixed asset

formation

(such as basic allowance benefits), in particular,
that have been driving up this item. Such bene-
fits tend to be focused on regions where the
population is denser or the economy weaker.
Specific decisions regarding the division of re-
sponsibilities, 26 but also the range of benefits,
are also likely to be a factor. It is difficult to
derive from the government financial statistics
the actual net burden on a state from social
benefits. This is also because central govern-
ment’s contribution differs. For instance, cen-
tral government grants towards the accommo-
dation costs of recipients of unemployment
benefitll, the full refund of basic allowances for
the elderly as well as other cost reimburse-
ments have varying effects from state to state.

Spending on other operating expenditure and
fixed asset formation also varies considerably.
Here, too, it is difficult to interpret the figures
because tasks are outsourced to non-public
sector entities to varying degrees. In both ex-
penditure categories, comparison is distorted
by the extremely high values recorded in Ham-
burg. The high levels of investment in Hamburg
are mostly posted by off-budget entities. Bav-
aria and Baden-Wurttemberg are not far be-
hind Hamburg, recording large volumes of in-
vestment, too. Bremen and, in particular, Saar-
land have below-average values but are still
way ahead of Berlin. Past and present budget-
ary strains also ultimately have a negative im-
pact on investment levels. A shortage of staff
may currently also be holding back the imple-
mentation of investment projects. The govern-
ment financial statistics do not contain invest-
ment in the form of public-private partnerships.
Ultimately, in order to ensure that the compari-
son across states is meaningful, attention
should be focused more on the public infra-
structure provided than the level of expend-
iture. However, this information is not avail-
able.
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A 13 annual gross civil servant
pay in 2018"

Percentage deviation from the mean figure, as at April 2018

Bavaria I
Saxony I
Saxony-Anhalt [N
Thuringia [
West Pomeraia I

|  Baden-Wirttemberg’

| Hamburg

| Brandenburg

Lower Saxony

I
Il Hesse'
I North Rhine-Westphalia'
I Rhineland-Palatinate
- Bremen
I Berlin
I Schleswig-Holstein'
I Saarland
-3 -2 -1 0 +1 +2 +3 +4 +5 +6 +7

Sources: DGB Besoldungsreport 2018 and Bundesbank calcula-
tions. * Total of annual basic salary in the final level of the pay
grade, general job-based allowance or structural allowance,
special payment(s), assuming a 40-hour week. The A 13 pay
grade particularly covers many school teachers. 1 Pay for a 41-
hour week converted to 40 hours.
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Notes on selected revenue
categories

The revenue-sharing scheme has greatly dimin-
ished the differences in tax revenue.?” This
scheme ensures that the federal states end up
with at least 95% (or thereabouts) of the aver-
age financial capacity specified therein for each
group of states (non-city states and city
states).?® One notable reason why actual rev-

26 The very low figure for Saxony-Anhalt is a result of a
different division of responsibilities between state govern-
ment and local government. In Saxony-Anhalt, the state
— as the provider of certain social benefits — posts refunds
to other areas (other operating expenditure) whereas, in
other states, similar payments are included under social
benefits via local government statistics. As a result, other
operating expenditure is higher in Saxony-Anhalt than in
most other states.

27 Taxes plus compensation for passing on motor vehicle
tax to central government, the balance in the state govern-
ment revenue-sharing scheme and general supplementary
central government grants.

28 For more details, see Deutsche Bundesbank, The reform
of financial relations in the German federal system, Monthly
Report, September 2014, pp. 38-42.
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... but differ-
ences of note
in tax rates set
decentrally

enue differences turn out to be somewhat
larger is that only just under two-thirds of local
government tax revenue is taken into account
in this scheme. In the original allocation of
taxes (i.e. before turnover tax revenue is reallo-
cated), the differences among states are more
apparent. In many cases, shifts in the original
allocation were strictly limited over the last dec-
ade. The development in North Rhine-
Westphalia was striking. Its financial capacity in
this regard has diminished more or less con-
tinuously. At last count, it was significantly
lower than the average. Overall, in 2017, the
spread of per capita tax revenue ranged from
€6,450 in Hamburg to €4,200 in Saxony-
Anhalt. The national average stood at €4,720
(non-city states: €4,610; city states: €6,080). Of
the non-city states, Hesse recorded the highest
amount (€4,910).2°

The taxes set autonomously by state or local
governments vary greatly. The differences in
real estate acquisition tax rates are consider-
able. Five states — including Saarland — now
have a rate of 6.5%. By contrast, Bavaria and
Saxony have kept their rate at the former uni-
form national level of 3.5%. In 2017, the city
states tended to record the highest average
rates for local government real estate tax B and
local business tax. The multipliers for real estate
tax B are the most widely scattered of these
taxes. Berlin has the top position with 810%.
Of the non-city states, local governments in
North Rhine-Westphalia had the highest multi-
pliers (570%) on average. Some local govern-
ments with a particularly tense budget situ-
ation recorded rates that were far higher than
in Berlin. Schleswig-Holstein and Bavaria had
the lowest average multipliers (390%). Local
business tax rates were not spread quite so
widely across the federal states. They ranged
from 470% in Hamburg to 320% in Branden-
burg. All in all, local government multipliers
rose distinctly over the past decade, although
local governments recently posted significant
fiscal surpluses. Larger debt burdens and rela-
tively unfavourable budget situations meant
higher tax rates.3°

In addition to tax revenue, central government
transfers play a key role.3' On average, these
amounted to €560 per capita. But the eastern
states recorded much higher levels. The special-
needs supplementary central government
grants for infrastructure reconstruction in east-
ern Germany and to offset the higher burdens
caused by long-term unemployment still
amounted to around €270 per capita in these
states in 2017. Consolidation assistance did not
have much of an impact in Berlin, Saxony-
Anhalt and Schleswig-Holstein. However, it
benefited Bremen and Saarland enormously.

All'in all, there are special factors which make
inter-state comparisons of individual revenue
and expenditure items extremely difficult in
some cases. There is no comprehensive, up-to-
date set of data on revenue and expenditure
broken down according to government func-
tions. Some state governments and the local
government level for the most part have intro-
duced double-entry bookkeeping, which could
additionally complicate the comparability of re-
sults from government financial statistics.
Ideally, data — broken down by government
function — would be published promptly, thus
improving comparability across the board. This
would enable the financial impact of policy de-
cisions to be outlined more clearly and made
more transparent for the general public. Mean-
ingful budget data augmented by comparisons
of the results, for instance as with the Pisa tests
for schools, could generally help to better iden-
tify promising policy approaches. It therefore
seems advisable to make reporting transparent
and develop indicators suitable for comparison

29 Bavaria recorded €4,740. The lower amount in com-
parison with Hesse is ultimately due to taxes that are set at
state and local government-specific rates, and these are
higher in Hesse. In the state government revenue-sharing
scheme, Bavaria has a higher financial capacity because the
calculations are based on normalised tax rates.

30 However, for local government multipliers, it is evidently
also important how strictly the state government budget-
ary supervision implements the provisions governing a bal-
anced budget.

31 The compensation for passing on motor vehicle tax and
the general supplementary central government grants to
further align financial capacities have already been included
in tax revenue.
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purposes. This could sustainably strengthen
federalism in Germany as a whole.

Budgetary surveillance by
the Stability Council

The tasks of the Stability
Council

The Stability Council was established with the
anchoring of the debt brake in Germany’s Basic
Law. Its members are the Federal Minister of
Finance, the federal states’ finance ministers
and the Federal Minister for Economic Affairs
and Energy. The Council is intended to play the
central role in budgetary surveillance in Ger-
many and has a variety of tasks.

First, the Council is there to monitor budgetary
developments in central government and the
individual federal states and warn against im-
pending budgetary hardship. To do this, four
predefined key figures were agreed, with two
of them being ultimately based on the level of
debt. Any budgetary recovery procedure de-
pends on an irregularity being flagged by the
majority of the key figures and is therefore
likely to be triggered only at a very late stage.
Overall, the key figures used so far have not
been convincing.??

Second, the Stability Council monitors progress
made by the federal states which are receiving
consolidation assistance: Berlin, Bremen, Saar-
land, Saxony-Anhalt and Schleswig-Holstein.
These federal states show particularly high
levels of debt and, in 2011, agreed reduction
paths for their structural budget deficits. If
these are complied with, assistance payments
totalling €800 million annually are pledged up
to 2019. So far, the tests have invariably been
positive. The chosen approach has not been
convincing in this respect either. For example,
major off-budget entities of individual federal
states are left out if they do not have any bor-
rowing authorisations. These include, say, pen-
sion reserves that can be structured flexibly and
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one large Berlin investment fund. Furthermore,
the definition of the financial transactions that
have been deducted is less than satisfactory.
Moreover, the (per capita) cyclical components
that have been included sometimes vary a
great deal from one federal state to the next.
This seems inappropriate, because the state
government revenue-sharing scheme ought to
largely offset cyclical developments specific to
each federal state’s economy.33

Third, the Stability Council monitors compli-
ance with the EU requirements for budgetary
discipline. In doing so, it is supported by an in-
dependent advisory board. In accordance with
the European rules, the general government
budget has to be close to balance in structural
terms. For Germany, an upper limit of 0.5% ap-
plies to the structural deficit ratio. If there is a
risk of the upper limit being exceeded, the
Council is to recommend consolidation meas-
ures. Since this task was transferred to the
Council in 2014, this limit has been complied
with, as expected by the Council and its advis-
ory board. However, it is likely that the safety
margins will become smaller again in future,
especially given instances of recourse to the ex-
tensive reserves. The latter, in particular, pose a
challenge for monitoring (see the box on
p. 32). Overall, the documentation submitted
to the Council needs to be improved so that
future developments can be estimated as reli-
ably as possible.34

Fourth, the Stability Council will, from 2020 on-
wards, assess whether central government and
the individual federal states are complying with
the debt brake. This was decided in 2017, when
financial relations within Germany’s federal sys-
tem were restructured. For central government,

32 For more details, see Deutsche Bundesbank, The debt
brake in Germany — key aspects and implementation,
Monthly Report, October 2011, pp. 20 ff.

33 Significant differences remain even after adjusting, say,
for higher population growth rates (as suggested in Berlin’s
2017 consolidation report).

34 See also Independent Advisory Board of the Stability
Council, Neunte Stellungnahme zur Einhaltung der Ober-
grenzen fUr das strukturelle gesamtstaatliche Finan-
zierungsdefizit nach § 51 Abs. 2 HGrG, June 2018, pp. 171.
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Reserves as a challenge
for the European fiscal
framework

Central, state and local governments as
well as social security funds have built
up sizeable reserves. In particular, the
surpluses of recent years have often
been used to form reserves and to pre-
finance off-budget entities. Sizeable
funds can be withdrawn from these
sources if required. The fact that provi-
sion is being made for future expenses is
to be welcomed. Nevertheless, special
requirements in terms of transparency
and coordination should apply with re-
gard to the European fiscal framework
in the event of these funds being drawn
on to a major extent. If reserves are
drawn on, net borrowing in budgetary
terms will be lower, and it will be easier
to adhere to debt brakes that are linked
to this item. However, the European fis-
cal framework relates to the deficit,
which is not reduced by making with-
drawals from reserves.m One major ex-
ample of such reserves is central govern-
ment’s refugee reserve. This is set to be
used up over the next few years to fi-
nance structural deficits. At the end of
2017, social security funds had free re-
serves in the amount of €88 billion. If
more extensive use were to be made of
such reserves to cover structural bur-
dens — as will be the case in future
with the statutory pension insurance
scheme — the general government def-
icit ceiling might be exceeded even
though there is no net borrowing. In
this case, the Stability Council would
have to recommend measures in order
to maintain the deficit ceiling.

1 For more details, see Deutsche Bundesbank, Ex-
cursus: the use of reserves and off-budget entities
by central and state government, Monthly Report,
August 2018, pp. 69-73.

structural net borrowing since 2016 is limited
to a maximum of 0.35% of GDP. The individual
federal states will have to balance their budgets
by 2020 at the latest without (structural) new
net borrowing. If the Stability Council were to
diagnose a breach of the rules, this would have
no direct legal or financial consequences. It
would, however, be a clear signal to the state
government concerned and to the general
public. This diagnosis might also be relevant in
proceedings before a constitutional court.

Many federal states still have not finalised the
details of their debt brake. It would make the
Stability Council’s job easier if the rules were
largely harmonised and geared to the Euro-
pean target variables. However, the current sta-
tus shows that the approaches taken do differ
quite substantially (see also the box on pp. 40
to 47). It is therefore all the more important to
agree transparent monitoring procedures and
have meaningful and comparable information
available as soon as possible.

Requirements for budgetary
surveillance

Fiscal rules can play an important part in safe-
guarding sound public finances. Budgetary sur-
veillance has a key role to play in this. It would
seem prudent to make independent boards re-
sponsible for these activities.?* This is also en-
visaged by the European fiscal rules for the na-
tional budgetary surveillance of the Member
States. In Germany, this role is performed
chiefly by the Stability Council. Thus, the Fed-
eral Ministry of Finance and the federal states’
finance ministries are to monitor themselves via
the Council. The independent advisory board
mainly plays a part in monitoring the European
rules for general government and is substan-
tially dependent on the documentation pro-
vided by the Stability Council.

35 See Deutsche Bundesbank, Design and implementation
of the European fiscal rules, Monthly Report, June 2017,
pp. 29-44.
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In order to ensure stringent budgetary surveil-
lance in this approach, the procedures should
be clearly structured and rule-bound. The gen-
eral public should also be able to understand
how the current situation looks and what risks
exist in terms of failing to comply with national
or European rules. Transparency is of key im-
portance in this context. The budgetary key fig-
ures for central government and the individual
federal states would have to be informative,
up-to-date and comparable. In each instance,
there would have to be an account of what
effect the expected developments have with
regard to the requirements of the respective
debt brakes and the European rules. At present,
only the rudimentary elements of this are in
place.

The task of monitoring the debt brakes as from
2020 has considerably widened the Stability
Council’s mandate. This presents the opportun-
ity to achieve a major advance in budgetary
surveillance. It would be important to eliminate
any grounds to suspect that the ministries of
finance will take a lenient view of each other’s
books and are not interested in transparency.
All things considered, this would not need to
add substantially to the data collection work-
load. Responsible budgetary policy already im-
plies comprehensive monitoring and planning
systems. To a large extent, the pre-existing in-
formation from these systems would merely
have to be harmonised, updated as necessary
and then published.

Enhanced fiscal surveillance is yet to be given
concrete form by the Stability Council. Assum-
ing the debt brake is strictly adhered to,
budgetary hardship should, by rights, be a
thing of the past. If, from 2020, the federal
states regularly achieve a structurally balanced
budget with no net borrowing, a permanent
rise in debt beyond the level then reached
would be ruled out in principle. It would there-
fore be logical for the focus in future to be on
monitoring compliance with the debt brakes.
The current or medium-term threat of conflicts
with constitutional requirements would have to
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be highlighted and suitable countermeasures
recommended.

Nevertheless, the debt brakes also allow excep-
tions to the ban on new borrowing. Borrowing
is permitted if this is for building up financial
assets.3¢ Cyclical developments or the exemp-
tion clause for emergency situations may also
justify new borrowing temporarily. In the pro-
cess, biases in the method of cyclical adjust-
ment, utilised exemption clauses with repay-
ment outstanding and assumptions of debt
that are not taken into account may lead to a
sustained build-up of debt. This would be con-
trary to the intention of the Basic Law, under
which only a rising stock of financial assets
would justify a structural build-up of debt. To
allow for this in the budgetary surveillance pro-
cess, it would be vital for the federal states,
first, to give the Stability Council an account of
the transaction-related change in their level of
debt and their stock of financial assets since
the introduction of the debt brake (including,
in each case, the relevant off-budget entities).
Second, the sum of the cyclical components
taken into account and of the deviations from
the structural annual upper limit in the budget
outturn would also have to be stated. The
Council could determine ex ante thresholds for
the build-up of debt, from and above which it
could call for a rule-based medium-term repay-
ment.

The information provided to the Coundil
should, besides the debt brake, also make it
verifiable whether there is a risk of breaching
the European rules. To do this, the Stability
Council, say, would also have to apply the
European cyclical adjustment procedure to
each of the expected budget outturns. Further-
more, the key figures should be brought more
closely into line with the methodology and sec-
toral classification of the national accounts.
This also includes the federal states submitting
additional data and estimates and providing in-

36 Financial transactions are the point of reference. Reclas-
sifications of previously acquired assets play no part in this.
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Budgetary surveillance: good information basis is crucial

The Stability Council is responsible for moni-
toring compliance with the debt brakes of
the individual federal states and the Euro-
pean fiscal rules for general government. To
do this, sound and up-to-date basic infor-
mation on the important factors has to be
available. This is not sufficiently ensured at
present.

General requirements’

The European rules are directed at general
government deficits as defined in the na-
tional accounts. Budgetary surveillance
therefore calls for a consistent and current
estimate of the government account within
the national accounts. This should be based
on appropriate projections as defined in the
budget accounts (government finance stat-
istics) for central, state and local govern-
ment and social security funds (and their
main schemes). The focus should not only
be on the core budgets, but also on the rest
of the government sector included in the
national accounts. The transition from the
budgetary statistics to the national accounts
should be clear in identifying the key ways
in which it has been implemented. The fis-
cal estimates need to be based on a current
macroeconomic projection. This is used to
derive the estimated cyclical effects.

For monitoring the debt brakes, estimates
for the relevant data from central and indi-
vidual state governments have to be avail-
able. With regard to the general govern-
ment deficit ceiling, the contributions of the
individual federal states should also be
made clear. Besides the off-budget entities,
it would also be vital in this regard to have
the best possible budget estimate for the
local government level under their budget-
ary supervision.

Key figures

For appropriate, well-founded and trans-
parent budgetary surveillance, central gov-
ernment and the individual state govern-
ments should provide a standardised over-
view of their current financial position and
outlook.? Information that would appear
necessary for such surveillance is shown on
p. 36 for the Lander by way of an example.
Corresponding information should also be
provided by central government. It may be
assumed that central and state govern-
ments already possess most of this informa-
tion from their budget management and
control. This basic information should be
made available to the Stability Council in
updated form at the time of auditing. There
is no reason why this information should
not be made accessible to the general pub-
lic, too.

For the individual indicators, both the re-
sults for the past two years and the latest
estimate for the current year and the me-
dium term should be reported. This would
represent a major advance on the data in
the current stability reports on emergency
prevention. At present these contain a com-
pilation of budget planning information
with very different data vintages in some
instances. In many cases, for example, that
data for the Lander have not been brought
into line with the latest official tax estimate.
In this respect, it is mostly not possible to

1 See also Independent Advisory Board to the Stability
Council, Neunte Stellungnahme zur Einhaltung der
Obergrenze fur das strukturelle gesamtstaatliche
Finanzierungsdefizit nach § 51 Absatz 2 HGrG, June
2018, pp. 17-18.

2 This is fundamentally envisaged for European
budgetary surveillance, too. The individual Member
States should submit updated and standardised fore-
casts about their own finances at specific points in
time; these then undergo a rule-based evaluation.



discern the currently expected develop-
ment.3

On the revenue side, taxes are the most im-
portant item. If a state government'’s fore-
cast differs from the regionalisation (alloca-
tion between the Lander) of the last official
tax estimate, this should be explained. Pos-
sible reasons might be an update by the
state government in the interim, features
that are specific to the given federal state
such as an assumed divergence in economic
or demographic development, or changes
in tax legislation for which additional allow-
ance has been made in the budget. Consid-
eration should also be given to updated
projections for the state government
revenue-sharing scheme, the general sup-
plementary central government grants and,
where applicable, for the local government
revenue-sharing scheme.

A key item on the expenditure side is per-
sonnel expenditure. Data on the expected
development of staffing levels and the
number of civil servant pension recipients
are vital. Any planned decoupling of civil
servant pay rates from national trends
would also be relevant.

Further key items to be reported might in-
clude other operating expenditure and fixed
asset formation.

In the case of interest expenditure, data on
assumed interest rates would be essential.
As defined in the budget, interest rates are
heavily influenced by premiums, discounts
and effects of derivatives positions. These
items generally have no direct impact on
national accounts results, however, and
should therefore be shown.

If global items (for example, planned ex-
penditure shortfalls or revenue windfalls)
are included in the budget estimate, these
should be listed.
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Financial transactions have a different im-
pact on the results in the budgets and in the
national accounts. In order to assess such
effects, these transactions should be shown
on both the revenue and expenditure side.
This should be based, as far as possible, on
the strict requirements of the national ac-
counts for financial transactions (acquisition
or redemption of financial assets with genu-
ine recoverable value): capital injections
without a prospect of profit or for the pur-
pose of offsetting losses should form as lit-
tle a part of this as calls on guarantees.

Any reserve transactions affecting the
budget, such as reserves or off-budget en-
tities, should also be reported. Important
examples are the use of “repealed” borrow-
ing authorisations or withdrawals from the
special funds for pension provisions. Al-
though such transactions reduce net bor-
rowing in budgetary terms, they do not im-
prove the fiscal balance (which is consoli-
dated with off-budget entities). They can be
designed flexibly by the individual federal
states and could conceal the structural
budgetary position.

Where more significant one-off factors af-
fect the budget outturn, it would be desir-
able to include a memorandum item. Ex-
amples are the fine paid by Volkswagen to
the federal state of Lower Saxony in the
current year or extensive sales of fixed
assets. This would make it easier to assess
the underlying budgetary position.

In addition to net borrowing and the fiscal
balance according to the budget statistics,
a balance consistent with the national ac-
counts should also be shown. This should
be adjusted for financial transactions as
well as other known major adjustment

3 By contrast, the estimates of the Federal Ministry of
Finance for the results of the state governments as a
whole are updated in principle, but do not permit any
analyses for individual Lander.
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Key figures for budgetary surveillance for each federal state
Results t=2 and t-1, current estimate to t+4 (in € million and € per capita)

Core budget
Total revenue
Taxes
If applicable, difference from last tax estimate stating reasons
Transfers from general government
Of which: From off-budget entities of the federal state
Of which: Pension reserves/funds
Financial transactions (excluding guarantees)
If applicable, global revenue increases/shortfalls
Other revenue affecting the fiscal balance

Total expenditure
Personnel expenditure (excluding pension schemes)
Of which: Pensions and healthcare subsidies
Memo item: Development of active staff (full-time equivalent)
Development of persons receiving pension benefits
If applicable, state-specific details with relation to civil servant pay rate adjustments
Other operating expenditure
Interest expenditure
Here: Average interest rate for new borrowing
Of which: if applicable, premium/discount
Of which: if applicable, result from derivatives
Transfers to general government
Of which: To local government
Of which: Transferred by central government
Of which: Pension reserves and funds
Of which: Other provision funds
Current subsidies
Fixed asset formation
Financial transactions (excluding guarantees)
If applicable, global revenue increases/shortfalls
Other expenditure affecting the fiscal balance

Net borrowing and balances
Net borrowing
Withdrawal from/transfer to reserves etc.
Fiscal balance
Balance of financial transactions
List of other major differences compared with national accounts (e.g. debt relief)

Fiscal balance consistent with national accounts

Budget consistent with national accounts (with off-budget entities und local governments)
Fiscal balance core budget consistent with national accounts
Fiscal balance off-budget entities (according to national accounts list)
Balance off-budget entities consistent with national accounts
Of which: Off-budget entities considered in the debt brake
Fiscal balance local governments
Balance local government consistent with national accounts (similar methodology to that of the state governments)
Total balance consistent with national accounts (with off-budget entities and local governments)
Memo items:
Key differences between national accounts and government finance statistics (list)
One-off factors accounting for at least %2% of overall expenditure (list)

Information on budget rules
EU rules
Total balance consistent with national accounts
Cyclical factor EU procedure
Total balance consistent with national accounts after cyclical adjustment

Federal state’s debt brake

Deficit/borrowing ceiling (according to debt brake)
Deficit/borrowing

Of which: State-specific cyclical component

Memo item: Net effect, recourse to/filling reserves
Federal state’s debt level
Sum of the financial transactions deducted since 2020
Sum of the cyclical components since 2020 (cyclical control account)
Sum of the deviations from ceiling since 2020 (control account)
Reserve holdings to maintain the debt brake (e.g. budgetary reserves)
Additional information

Debt of off-budget entities which are not included

Debt of local governments

Of which: Cash advances
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Further conver-
gence of fiscal
positions of the
individual
federal states
desirable

items, such as debt assumptions and debt
relief.

Results for the off-budget entities should be
reported in accordance with the current list
of such entities published by the Federal
Statistical Office. Taking these into account
brings the balance more closely into line
with the national accounts and provides a
more comprehensive picture.

The expected overall balances are signifi-
cant for the local governments of a federal
state. This concerns, first, their effect on the
general government balance. Second, in
combination with information on the vol-
ume of cash advances, an assessment can
be made of whether a tense financial situ-
ation at local governments poses a risk for
future state government budgets.

For the European rules, a federal state’s ex-
pected contribution to the general govern-

formation for all their off-budget entities and
the local governments. The box on pp. 34 to 37
contains an example of a set of vital basic infor-
mation for effective fiscal surveillance.

B Outlook and conclusions

Following the favourable outturn in 2017, the
positive development in state government fi-
nances is continuing. In the current year, the
surplus adjusted for special factors is likely to
increase further after the strong half-year re-
sult.3” Even after adjustment for the positive
economic situation, a marked surplus is in the
offing. It is not possible to tell at present
whether the disparity between federal states
will narrow further. This would be desirable as
the significant lingering differences make polit-
ical decisions with a nationwide fiscal impact
more difficult. For instance, in light of the fa-
vourable state of German public finances, there
is talk of cutting national income tax rates. In
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ment structural deficit as defined in the na-
tional accounts is important. Therefore, a
structural balance that is consistent with
the national accounts should also be re-
ported for the individual states using the
EU’s cyclical adjustment method. The Fed-
eral Ministry of Finance could make the cyc-
lical impact available on the basis of the
method applied there. It would then be
easier to assess whether the general gov-
ernment deficit might come into conflict
with the structural ceiling of 0.5% of GDP.

In order to monitor compliance with the fed-
eral states’ respective debt brake, the individ-
ual states would, as a rule, have to provide
further supplementary information. This in-
cludes the expected margin to the state-
specific debt brake ceiling. Data on the cyc-
lical components considered would also be
vital. This will make it possible to assess over
the long term whether the symmetry require-
ment of the German Basic Law has been met.

some federal states, potential conflicts with the
debt brake or short-term consolidation needs
can be avoided once the fiscal positions are
more closely converged.

An ambitious fiscal policy is advisable especially
for highly indebted federal states. These are
benefiting very strongly from the low funding
costs in a low interest rate environment, which
has made fiscal consolidation much easier in
recent years. However, the extremely low inter-
est rates should not be considered as some-
thing permanent. Although this relief is likely to
continue for some time, not least in cases
where longer average fixed-interest periods
have been agreed, high levels of debt ultim-
ately make it considerably more difficult to

37 Major negative special factors expected in the second
half of the year are calls on guarantees in relation to the
privatisation of HSH Nordbank and assumptions of debt by
the state government of Hesse in favour of its local govern-
ments as part of the new “Hessenkasse” assistance pro-
gramme.
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More federal
funds in future
state govern-
ment revenue-
sharing scheme,
yet different
extent of relief
with respect to
present

Planned
expansion of
mixed financing
questionable

Strengthening of
individual
responsibility
more helpful

combine sound fiscal policy with good public
services as soon as monetary policy returns to
normal.

In the medium term, the reform of the state
government revenue-sharing scheme means
that state government budgets will, from 2020
onwards, be significantly strengthened to the
detriment of central government.3® At the
same time, however, the special funds for infra-
structure reconstruction in eastern Germany
and the funds paid by central government to
offset the cutback in mixed financing in 2006
will be discontinued. Therefore, some federal
states are likely to be in only a slightly better
position than they are now.

However, the Federal Government is planning
to transfer further funding to the federal states.
The aim is to significantly increase mixed finan-
cing again. New grants are being earmarked
for investment in schools, childcare, transport
projects and social housing. Furthermore, cen-
tral government is also promising to contribute
financially to addressing the legacy debt prob-
lems of many local governments. The planned
mixed financing obscures the link between
public services and their actual costs. It is also
becoming apparent that responsibility for pub-
lic services and for any problems that may arise
in this context is not clearly discernible. Experi-
ence has shown that such a situation is not
conducive to an efficient use of funds and an
effective performance of tasks.

The new projects represent a departure again
from the objectives of the reform of the finan-
cial constitution in 2006. The reform was de-
signed to make state governments more self-
reliant in their decision-making in terms of the
services they provide and also force them to
take greater account of the associated costs.
This was intended to strengthen their individual
responsibility. Suitable key figures would be im-
portant for a comparison of the different ap-
proaches adopted by the individual federal
states. These are, in some cases, already avail-
able in the field of education, for example. For

all their limitations, these indicators do provide
additional, structured information for identify-
ing promising approaches (best practices). This
could enhance the efficiency of Germany's fed-
eral structure.

It might also make sense to grant state govern-
ments greater discretionary powers on the rev-
enue side as well. This might include, say, in-
come tax surcharges that can be set individu-
ally at the state level.3® To the extent that there
are marked differences in preferences regard-
ing the nature and scope of public services,
state government policy can respond to them
more precisely. The debt brake means that bor-
rowing is not available as an option, and any
need for adjustment falls largely on the ex-
penditure side at present. Greater revenue au-
tonomy would also make clear to the general
public the connection between public services
and their funding, while greater involvement of
central government obscures it.

Looking ahead, demographic developments
will place a further burden on state govern-
ment budgets. For example, tax revenue will
increase more slowly, while spending on civil
servants’ pension benefits will grow dispropor-
tionately, at least up to the middle of the next
decade. This is due, in particular, to the fact
that the number of civil servants was expanded
significantly in the past, especially in the case of
teachers in response to growing numbers of
pupils. Furthermore, life expectancy is increas-
ing, which means that civil servants will be
drawing a pension for longer if the retirement

38 For more details, see Deutsche Bundesbank, Public fi-
nances, Monthly Report, November 2016, pp. 61-72. Relief
for the federal states is also being afforded by the impend-
ing back-transfer of turnover tax funds by central govern-
ment (just over €2 billion), as the debts of the “German
Unity Fund” are fully funded in formal terms. The fact that
the increased share of local business tax (€3%2 billion) will
no longer have to be transferred to western German state
governments, on the other hand, will ease the burden on
local government. Individual federal states could offset this
to the benefit of their budgets.

39 For more detailed information on this topic, see
Deutsche Bundesbank, The reform of financial relations in
the German federal system, Monthly Report, September
2014, pp. 44-46.
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... only partially
accounted for
so far by the
formation of
reserves

Specific form the
debt brake takes
differs widely
among federal
states

age remains unchanged. There are parallels
here with the statutory pension insurance
scheme. It therefore appears appropriate to
also link the retirement age of civil servants to
increasing life expectancy levels. At the same
time, this would at least go some way towards
easing a situation where demographic develop-
ments are likely to make it more difficult to re-
cruit new staff.

To provide for the foreseeable large civil servant
pension obligations, the federal states have
been setting aside pension reserves and funds
over the past two decades. In doing so, they
pursued very different approaches. Generally
speaking, it is appropriate to recognise the
additional pension burdens associated with the
employment of civil servants on an accruals
basis in the current budgets. A systematic pro-
vision also seems prudent. Nevertheless, the
accumulation of reserves of late has arguably
been geared more to the current budgetary
situation. The obligations which have already
accrued are far from being covered. It is scarcely
possible to estimate how far the earmarked
funds are supposed to cover expenditure in in-
dividual years. To enhance transparency, regu-
lar harmonised civil servant pension reports
would be desirable. These would need to be
presented at agreed points in time. Of interest
here are the expected future expenditure paths,
as well as the financial provisions and their in-
tended use.

Moreover, many federal states still have the
implementation of the debt brake into state
legislation on their agendas. The approaches
specified so far differ quite considerably in
some cases (see the box on pp. 40 to 47).
Above all, there are major differences in terms
of cyclical adjustment procedures, the inclusion
of financial transactions and off-budget en-
tities, as well as the point of reference (net bor-
rowing or deficit).
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In terms of design, the crucial factor is to ef-
fectively safeguard the constitutional objective
of a consistent limit on debt and the European
fiscal rules. It is therefore essential to take ac-
count of off-budget entities and remove finan-
cial transactions as defined in the national ac-
counts. Where cyclical effects are left aside, the
adjustment methods used must not allow any
structural build-up of debt, as stipulated by the
Basic Law. Exemptions for emergency situ-
ations would have to be defined as clearly as
possible and backed by effective repayment
rules. However, even if the debt brakes are de-
signed quite strictly, it cannot be ruled out that
debt will increase, contrary to the intention of
the debt brakes, when the budget is imple-
mented. In this case, there should be a require-
ment for state government to reduce any
newly accrued debt according to a fixed set of
rules if certain thresholds are exceeded. In any
case, fiscal planning and developments should
be modelled in such a way that allows compli-
ance with the rules to be controlled effectively.
To this end, the relevant calculations and key
figures should be both comprehensible and
presented transparently.

The Stability Council has a key role to play in
budgetary surveillance. In addition to its exist-
ing tasks, it will examine compliance with the
respective debt brakes in future. To achieve
this, information which is more extensive than
that available at present is necessary. This
would also have to be published so that the
general public can understand this surveillance
process (see the box on pp. 34 to 37). At the
time of auditing, central and state governments
should present updated estimates for the cur-
rent year and the medium term. These should
contain the information needed to assess po-
tential conflicts with the European or national
rules.
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Implementing the debt brake in the federal states

The debt brake limits structural new bor-
rowing by central government to 0.35% of
gross domestic product (GDP) in accord-
ance with Article 115 of Germany’s Basic
Law (Grundgesetz). Legislation implement-
ing the debt brake entered into effect in the
2011 fiscal year. As for the state govern-
ment budgets, Article 109(3) of the Basic
Law generally prohibits the federal states
from (structural) new borrowing as from
the year 2020." Any exceptions need to be
addressed by state law, and they are not
permitted to undermine the intention of
the debt brake.

To date, the debt brake has been enshrined
in the state constitutions of eight federal
states (Bavaria, Bremen, Hamburg, Hesse,
Mecklenburg-West Pomerania, Rhineland-
Palatinate, Saxony and Schleswig-Holstein),
though the relevant legislation does still
need to be fleshed out in some instances.
Five other states (Baden-Wurttemberg,
Lower Saxony, North Rhine-Westphalia,
Saxony-Anhalt and Thuringia) have not (yet)
amended their constitutions, but they have
updated their state budgetary acts. Here
again, there are some states which have still
not enacted any rules to implement the
debt brake. Berlin, Saarland and Branden-
burg have not made any arrangements
under state law to date. That said, both
Berlin and Saarland are currently subject to
administrative agreements in connection
with the consolidation assistance they are
receiving.? These agreements are there to
prepare Berlin and Saarland to comply with
the debt brake as from 2020, and they were
designed specifically with the debt brake in
mind.

Target variable: new borrowing or fiscal
balance

In the vast majority of cases, the debt rules
which the federal states have implemented

so far refer to net borrowing.? Only
Schleswig-Holstein and — by virtue of the
link to the administrative agreement in con-
nection with the consolidation assistance
running until the end of 2019 — Bremen
and, up to the end of 2018, Rhineland-
Palatinate have debt rules that are geared
to the fiscal balance. Unlike net borrowing,
the fiscal balance does not change when
reserves are replenished or drawn down.
This is consistent with the European fiscal
rules, which use the fiscal balance as de-
fined in the national accounts as their point
of reference. What makes the debt brake
more difficult to comply with in this case is
that unused budgetary scope cannot be
carried forward (in the form of reserves) to
future periods.*

Reserves are becoming an increasingly im-
portant budgetary instrument for the state
governments. Mecklenburg-West Pomer-
ania reported the highest per capita stock
of reserves, at almost €1,000 (see the over-
view on pp. 44ff.).> The highest volume in
absolute terms, meanwhile, was reported
by Bavaria, at just over €6 billion, or €470
per capita. Other federal states such as
North Rhine-Westphalia have no general re-
serves to speak of.®

1 Here, and in the remainder of this box, this means
net new borrowing. Therefore, rolling over maturing
debt instruments continues to be permitted.

2 Similar agreements are in place for Bremen, Saxony-
Anhalt and Schleswig-Holstein.

3 At the central government level, net borrowing is
considered for the core budget, and the fiscal balance
for the off-budget entities consolidated under the debt
brake.

4 See also the box on p. 32.

5 Information collected by a Bundesbank survey
among the federal states’ finance ministries.

6 The North Rhine-Westphalian state constitutional
court curtailed the scope for creating and using such
reserves by narrowly interpreting the state constitu-
tion.



Adjusting budgets for cyclically induced
revenue growth

The Basic Law allows exceptions to be
made from the debt ban, with the federal
states having the scope to make their own
individual arrangements. This includes the
ability to adjust their budgets symmetrically
to allow for cyclical effects. That is to say,
they are permitted to borrow as a way of
bridging cyclically induced deficits they
incur during weak spells, provided similarly
sized surpluses are generated when condi-
tions improve to repay the debt. Thus far,
cyclical adjustment methods have been
adopted and published by eight federal
states. One feature all these methods have
in common is that they use tax revenue to
measure cyclical effects. In other respects
they vary substantially, so they each have
their own set of advantages and draw-
backs.”

Hesse and Schleswig-Holstein have opted
for a method that is much like the one used
by central government. Similar methods are
used in connection with the consolidation
assistance schemes, where an estimated
aggregate output gap is the starting point
used during budget planning to determine
the cyclical component. When measuring
this gap, it is assumed that the ratio to the
cyclical component of tax revenue is fixed.
Positive output gaps are an indication of
good economic conditions (overutilisation),
while negative gaps show that the situation
is poor. If tax revenue deviates from the
budgeted data over time right up to budget
outturn, these deviations are also con-
sidered cyclical (except where they can be
traced back to legislative changes). To en-
sure that positive and negative cyclical ef-
fects balance out over time, it makes sense
to record all the cyclical effects identified on
a cyclical control account, as is done in the
state of Hesse, for instance. If the amount
of debt posted on this account reaches a
fairly high level over a longer period of
time, the structural budgetary position was
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assessed as being better on average than it
actually is. This happens because the debt
which was thought to have been cyclically
induced (and was thus allowed) was not
automatically paid down out of cyclically in-
duced surpluses. That is why a threshold
value needs to be set for the cyclical control
account above which debt reduction fol-
lows a rule-based procedure.

The federal states of Baden-Wdrttemberg,
Hamburg, Mecklenburg-West Pomerania,
Rhineland-Palatinate, Saxony and Thuringia,
meanwhile, have opted to apply tax-
smoothing methods rather than a mechan-
ism linked to the output gap. Under these
methods, the cyclical component is the dif-
ference between tax revenue and a “normal
level” of tax revenue. This normal level of
tax revenue, which is adjusted for changes
in legislation, is determined in different
ways. Baden-Wiurttemberg and Rhineland-
Palatinate identify their normal values by se-
lecting a starting year for which economic
conditions were assumed to be normal. The
tax revenue collected in this starting year is
then carried forward at a trend growth rate
which is updated annually. Hamburg deter-
mines its trend level using an econometric
method which assumes a constant rate of
trend growth (tax trend method group). Tax
trend methods tend to generate smoother
cyclically adjusted tax revenue levels than
those linked to the output gap. However, if
the actual rate of trend growth deterior-
ates, there is a risk that there might be no
need for the state government to respond
promptly. The danger then is that structural
deficits might be permitted (wrongly) as
cyclically induced developments, and an
additional persistent debt might build up.
Targeted trend adjustments would there-
fore appear to be necessary to address this
problem. The essence of this idea is an-
chored in the method used in Rhineland-

7 For details, see Deutsche Bundesbank, Federal states’
cyclical adjustment in the context of the debt brake,
Monthly Report, March 2017, pp. 33 ff.
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Palatinate, where the cyclical components
are monitored on a control account. If the
control account reaches substantial nega-
tive levels, there is a mechanism which
automatically reduces the trend growth
rates.

The tax-smoothing methods applied in
Mecklenburg-West Pomerania, Saxony and
Thuringia determine the normal level using
the average level of tax revenue in multiple
previous years (tax level method). However,
if GDP and thus tax revenue increase over
time (as they normally do), the use of past
data as a point of reference will result in the
normal levels determined being too low. As
a result, for the most part, excessively high
positive cyclical effects would be identified.
These can be used for additional expend-
iture as long as they do not run up any
debt, no repayments need to be made on
loans borrowed earlier, and no reserves
have to be replenished. High levels of re-
serves and safety margins are especially im-
portant under these methods because of
the very tight constraints applied to cyclic-
ally induced borrowing.

Adjusting budgets for financial
transactions

Transactions are deemed to be “financial
transactions” when financial assets are real-
ised or acquired. These transactions do not
change the net stock of financial assets, nor
do they accrue to the fiscal balance as de-
fined in the national accounts, which is the
point of reference for the European budget-
ary surveillance procedure. The state gov-
ernments are free to choose whether and
how they adjust their key budgetary pos-
ition for the debt brake to allow for finan-
cial transactions.

To date, only Baden-Wdrttemberg, Bremen,
Hamburg, Hesse, Rhineland-Palatinate and
Schleswig-Holstein make adjustments for fi-
nancial transactions. For the most part, they
make allowances for acquisitions and re-

ductions of equity interests or loans as well
as repayments and borrowing in the public
sector. What this sometimes means, how-
ever, is that assumptions of losses and cap-
ital injections at enterprises with no pro-
spect of distributing any profits in the future
will also be included. These cases do not
constitute financial transactions in the na-
tional accounts, however, and rightly so; in-
stead, they are posted as capital transfers
and thus affect the fiscal balance. The state
governments ought to do likewise in order
to comply with the objective of the debt
brake, which is to avoid structural increases
in debt without corresponding additions to
the stock of financial assets. Starting in
2019, Rhineland-Palatinate will be following
the approach used in the national accounts,
at least in some respects (just like central
government), in that drawn down guaran-
tees will not be deducted as financial trans-
actions. Like the national accounts, Hesse
captures debt relief as regular expenditure
items, with the result that the budgetary
scope is reduced.

New borrowing in emergencies

Further exemptions from the debt brake
rules are possible by adopting contingency
clauses. These clauses can be activated in
the event of natural disasters or exceptional
emergency situations which escape govern-
ment control and impact significantly on
the state’s financial situation. However, bor-
rowing is only ever permitted in circum-
stances like these if it is linked to a repay-
ment schedule.

The federal states’ rules for contingency
borrowing differ in a number of respects,
including the voting majorities which are re-
quired in the state parliament.® These range
from a simple majority of the votes cast

8 It does not seem appropriate here to modify the ma-
jority requirements enshrined in the state constitution
by passing a set of sub-constitutional implementation
acts.



(in North Rhine-Westphalia, Rhineland-
Palatinate and Thuringia) to a two-thirds
majority of mandates (in Hesse, Saxony and
Schleswig-Holstein). In Mecklenburg-West
Pomerania, a situation is only given emer-
gency status above a specific threshold
value. Yet, at less than 1% of the budget
volume in recent years, this does appear to
be a fairly low hurdle.® So far, Hesse, Sax-
ony and Thuringia are the only federal
states to articulate both an obligation and a
clearer time schedule for scaling back funds
raised under these contingency clauses.

Including off-budget entities

According to the wording of Article 109(3)
of the Basic Law, the debt brake relates to
borrowing by central and state govern-
ment. The transitional provisions set forth in
Article 143d make it clear, at least for cen-
tral government, that its separate special
funds (off-budget entities) also need to be
included.’ This arrangement does not
apply as such to the state governments be-
cause they might still have the option of
setting up off-budget entities equipped
with borrowing authorisations during the
transitional period. However, Article 109(2),
which precedes the subsection anchoring
the debt brake in the Basic Law, clearly
states that the European fiscal rules must be
complied with. It is reasonable to assume,
then, that the state governments should
likewise include their off-budget entities.

The bulk of the federal states appear to
have plans to stop granting borrowing au-
thorisations to off-budget entities, in a
move that is seen as satisfying the debt
brake rule. This step does not suffice for the
general government deficit ceiling, however
— if off-budget entities are funded upfront,
there is a possibility that the ceiling will be
breached when the funds are drawn down
at a later date.” The latter would be a case
for including off-budget entities in the debt
brake rules. But at a minimum, the balances
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of off-budget entities need to be added to
the ongoing surveillance process.

Control account during budget
execution

There is always a possibility that the debt
brake will be adhered to during planning,
but not in budget execution.' To prevent
this from driving up debt levels, a number
of federal states have set up control ac-
counts (just like central government). This
account shows how far net borrowing has
deviated from the debt brake ceiling at
budget outturn. If this account exceeds a
threshold value, an adjustment will nor-
mally be made by lowering the borrowing
ceiling in the next budget.’ The federal
states’ control accounts differ primarily in
terms of their threshold values. In Rhineland-
Palatinate, the threshold is set at 15% of tax
revenue in normal cyclical conditions, while
in Hesse and Schleswig-Holstein it is 5%.

9 However, what this also means in an emergency is
that fiscal burdens of this amount or less cannot be
covered by borrowing.

10 If at all, only borrowing authorisations issued be-
fore 2011 may still be used here.

11 Central government has been counting off-budget
entities newly established since 2011 which are recipi-
ents of funding contributions from the core budget
towards the debt brake. In compliance with the Euro-
pean fiscal rules, the fiscal balance is included for these
entities. As a result, the advance funding does not cur-
tail the budgetary scope under the debt brake rules,
because the core budget is charged and the institution
obtaining the funding receives the same amount of
relief. Only when the funds flow out of the off-budget
entity is the budgetary scope curtailed. Bearing this in
mind, such pre-funded central government off-budget
entities are viewed in a more positive light under the
European fiscal rules than reserves.

12 See also the box on p. 32.

13 There is broader scope for borrowing during this
phase, not only for central government.

14 In most cases, there is no need to reduce borrow-
ing in adverse cyclical conditions, the idea here being
to avoid any consolidation measures which have a pro-
cyclical effect.
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Implementation of the debt brake pursuant to Article 1091ii
of the German Basic Law: current status”

Federal state

Baden-
Wirttemberg

Bavaria

Berlin2

Brandenburg

Bremen2

Hamburg

Hesse

Lower Saxony

Mecklenburg-
West Pomerania

Legal basis Point of reference

Section 18 SBA; Reg Net borrowing
on section 18 SBA

Recast Article 82 SC, Net borrowing
Article 18(1) SBA

No arrangements =
as yet.

No arrangements =
as yet.

Article 131a SC;

no IA as yet.

Article 131b SC for a
transitional period.

No arrangements
as yet.

Articles 72 and 72a
SC, section 27 SBA,
Act to strategically
realign the budget-
ary framework of
the Free and
Hanseatic City of
Hamburg

Net borrowing

Article 141 SC; IA
for Article 141

Net borrowing

SBA; amendment of Net borrowing
SC scheduled.

Article 65 SC,
section 18 SBA, Act
on the SF cyclical
adjustment reserve
of the Federal State
of Mecklenburg-
West Pomerania

Net borrowing

Deviations from debt ban for

Cyclical factors

Yes
Tax trend method

No
Option enshrined in
SC unused.

Yes
Details unspecified
as yet.

Yes
Tax trend method

Yes

Based on Federal
Government's
procedure with
cyclical control
account.

Yes
Details unspecified
as yet.

Yes
Tax level method

Financial
transactions?

Yes

No

Yes
Details unspecified
as yet.

Yes

— Loans only if
repayment is
assured.

— No securities
carried as current
assets

Yes
Loan losses
accounted for.

Yes
Details unspecified
as yet.

No

Emergencies

Yes

— Majority required:
absolute majority.

— Repayment
schedule: within
an appropriate
period.

Yes

Yes

— Majority required:
absolute majority.

— Repayment sched-
ule: not specified.

Yes

— Majority required:
two-thirds
(simple).

— Repayment
schedule: within
an appropriate
period.

Yes

— Majority required:
two-thirds
(absolute).

— Repayment
schedule: repay-
ment in full,
normally within
seven years.

Yes
Details unspecified
as yet.

Yes
— Repayment sched-
ule: not specified.

* Abbreviations: SC — state constitution, SBA — state budgetary act, IA —implementing act, Reg — regulation, SF - special fund.
1 In case of adjustment, the federal state’s definition of financial transactions may deviate from the budgetary classification
system used in the Federal Statistical Office’s tables (SKF-3). 2 State subject to an administrative agreement for consolidation

assistance.
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Off-budget entities
included?

No

No

No off-budget entities
with borrowing author-
isation at present.

Details unspecified as
yet.

Yes

Al state corporations,
SFs and public higher
education institutions.

No

Net borrowing only
prohibited by law for
state corporations,
higher education
institutions and SFs.
Stock changes in pen-
sion reserve included.

No arrangements as yet.
No off-budget entities
with borrowing author-
isation at present.

No
Borrowing not
permitted for SFs.

Control account
in outturn

Yes

Threshold value: 10% of
trend tax revenue. Above
that, mandatory reduc-
tion.

No

Yes

Details unspecified as yet.

No

Yes

Threshold value: 5% of
average tax revenue over
past three years. Reduc-
tion mandatory if thresh-
old value is exceeded.

Yes

Details unspecified as yet.

No

Selected key figures

2017 budget as
per debt brake

Net borrowing core
budget (plan):

-€410 million (repayment
of implied debt after
deducting €949 million in
net borrowing permitted
for a transitional period)
Fin. transactions (net):
-€153 million

Cyclical component:
€1,512 million

Net borrowing core
budget (outturn):
-€500 million

Fin. transactions (net):
-€188.1 million (memo
item)

(Only data in consolida-
tion report for 2017)

(Only data in consolida-
tion report for 2017)

Net borrowing core
budget (outturn):
-€644.8 million

Net borrowing
off-budget entities:
€293.4 million

Fin. transactions (net):
-€64.1 million
Cyclical component:
€1,281.6 million

Net borrowing core
budget (outturn):

-€200 million

Net borrowing
off-budget entities: none.
Fin. transactions (net):
€159 million

Cyclical component:
€617 million

No amounts under the

debt brake reported as
yet.

No information.

Reserves for investment

or to balance budget Federal state

Calculated surplus from  Baden-
previous years: €1,962 Wiirttemberg
million

Reserve to rebalance the  Bavaria
budget, strengthen cash

resources and protect

guarantees (end of 2016):

€6,300 million

Off-budget entity Berlin2
SIWANA: out of 2015-17

surpluses: €3,109 million.

Additionally €90 million.

Outflows: €455 million.

Buffer of €290 million.

No information. Brandenburg
- Bremen2

No single-entry reserves.  Hamburg
Cyclical adjustment Hesse

reserve (end of 2017):
€450 million

Reserves for investment
etc. (end of 2017):
€529 million

General reserve (end of
2017): €1,505 million

Lower Saxony

Cyclical adjustment
reserve: €300 million
General reserve:
€1,595.7 million

Mecklenburg-
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Implementation of the debt brake pursuant to Article 1091ii
of the German Basic Law: current status” (cont’d)

Federal state

North Rhine-
Westphalia

Rhineland-
Palatinate

Saarland2

Saxony

Saxony-Anhalt2

Schleswig-
Holstein2

Thuringia

Legal basis

Section 18 SBA;
no IA as yet.

Article 117 SC;
section 18 SBA;

IA for Article 117;
Reg on the method
used to determine
the cyclical
component

No arrangements
as yet.

Article 95 SC;
section 18 SBA

Section 18 SBA;
no IA as yet

Article 61 SC;
IA for Article 61 SC

Section 18 SBA;
no IA

Deutsche Bundesbank

Point of reference

Net borrowing

Up to 2019:

fiscal balance
As from 2019:
net borrowing

Net borrowing

Net borrowing

Fiscal balance

Net borrowing

Deviations from debt ban for

Cyclical factors

Yes
Details unspecified
as yet.

Yes
Tax trend method

Yes

Tax level method
(repayment within
eight years)

Yes
Details unspecified
as yet.

Yes

Based on Federal
Government's
procedure, with
cyclical control
account.

Yes
Tax level method

Financial
transactions?

Yes

Details unspecified
as yet.

Yes

Up to 2019:
incl. guarantees
As from 2019:
excl. guarantees

No

No

Yes

No

Emergencies

Yes

— Majority required:
simple majority.

— Repayment
schedule: within
an appropriate
period.

Yes

— Majority required:
simple majority.

— Repayment
schedule: reports
to state parlia-
ment on repay-
ments and out-
standing balance;
repayment cyclic-
ally appropriate.

Yes

— Majority required:
two-thirds
(absolute).

— Repayment
schedule: within
eight years.

Yes

— Majority required:
no information.

— Repayment
schedule: within
an appropriate
period.

Yes

— Maijority required:
two-thirds
(absolute).

— Repayment
schedule: repay-
ment reports to
state parliament;
repayment within
an appropriate
period.

Yes

— Majority required:
simple majority.

— Repayment
reports to state
parliament; repay-
ment in five years
(can be post-
poned in case of
new borrowing).



Off-budget entities
included?

No arrangements as yet.

(Yes)
Up to 2019:
larger relevant off-

budget entities included.

As from 2019:
no borrowing
authorisation for state
corporations and SFs.

Yes
A
S

Il legally dependent
Fs.

No

No off-budget entities
with borrowing author-
isation at present.

No

No

Control account
in outturn

Yes

Threshold value: 1% of
state GDP. Above that,
cyclically appropriate
reduction is mandatory.

Yes

Threshold value: 15% of
tax revenue in a cyclically
normal situation. Cyclic-
ally appropriate reduction
mandatory if threshold
value is exceeded.

Yes

Deviations to be offset
no later than in the next
budget plan.

No

Yes

Threshold value: 5% of
prior-year tax revenue.
Above that, cyclically
appropriate reduction
mandatory.

No

Selected key figures

2017 budget as
per debt brake

No amounts under the
debt brake reported as
yet.

Net borrowing core
budget (outturn):
-€872.0 million

Net borrowing
off-budget entities:
-€173.0 million

Fin. transactions (net):
-€127.0 million
Cyclical component:
€1,021.0 million

(Only data in consolida-
tion report for 2017)

Net borrowing core
budget (outturn):

-€75 million

Net borrowing
off-budget entities: O
Fin. transactions (net):
not relevant

Cyclical component:
€1,835 million (implied)

(Only consolidation report
for 2017)

Net borrowing core
budget (outturn):

-€117 million

Net borrowing
off-budget entities: none
Fin. transactions (net):
-€32 million

Cyclical component:
€137 million

Net borrowing core
budget (outturn):
-€415.2 million

Net borrowing
off-budget entities:
€29.1 million

Fin. transactions (net):
-€14.5 million
Cyclical component:
not reported.

Reserves for investment
or to balance budget

No general reserves.

SF “Wissen schafft
Zukunft”: allocation in
2016: €118.7 million
2017: €7.1 million
Stock of reserves at end
of 2016: €2.0 million
Residual borrowing
authorisation:

End of 2015:

€3,334 million

End of 2016:

€2,036 million

End of 2017: «

For investment:

€265 million

To balance the budget:
€90 million

Reserve for investment
etc. €3,940 million

Reserve to balance the
budget: €1,529 million

Tax fluctuation reserve:
€500.5 million
General reserve:
€301.9 million

Allocations to provisions:
€1 billion in 2016-17;
disposals: €481 million
Reserve to balance the
budget: none

Reserve to balance the
budget: €1,366.8 million

SF “Thiringer Wohnungs-

bauvermogen”:
€225 million
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Federal state

North Rhine-
Westphalia

Rhineland-
Palatinate

Saarland?

Saxony

Saxony-Anhalt2

Schleswig-
Holstein2

Thuringia





