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State government finances in 2022: high
surplus overall, some states still making
extensive recourse to emergency borrowing

The finances of the state governments and their local governments fared very well in 2022. Their
surplus rose considerably to €15 billion. Although the fallout from the coronavirus pandemic and
the energy crisis put a strain on budgets, tax revenue grew robustly, not least on account of infla-
tion. By contrast, inflation still had a significantly smaller impact on expenditure.

This year, the finances of the state governments and their local governments are deteriorating. A
deficit appears possible, with temporary burdens still being incurred, however. Overall, the under-
lying dynamics in tax revenue are losing pace, and tax cuts are leading to noticeable revenue
shortfalls. By contrast, expenditure is rising considerably, in part because inflation is now having
a stronger impact. In addition, funds originally set aside by state governments as part of their
crisis management strategy are likely to be spent.

The financial situation of the different state governments varies, in some cases widely. Budgets
are particularly strained in Bremen and Saarland, which both have debt levels that far exceed the
average. They are receiving extensive budgetary recovery assistance from central government to
enable them to shoulder and reduce their exceptionally high current debt burdens. Nevertheless,
both states are using the debt brake escape clause to form large debt-financed reserves.

The repayment obligations accumulated thus far from emergency borrowing diverge greatly
between the federal states. At the end of 2022, Saarland had the highest obligations, at €3,640
per capita. By contrast, Rhineland-Palatinate had already repaid its emergency borrowing, mak-
ing it the first state government to do so. The pandemic is no longer playing a major role from a
fiscal perspective. The logical next step would therefore be for the state governments to stop
spending reserves formed from coronavirus emergency borrowing. This means that existing or
new structural challenges should be financed within the regular budget limits. Otherwise, the
binding effect of the debt brake will be considerably weakened. A binding and effective debt
brake is important as it guards against sharply rising interest burdens and ensures that fiscal pol-
icy remains able to act in the long term. This does not preclude a stability-oriented reform of the
debt brake.

State government finances are still lacking in transparency and very difficult to analyse with pre-
cision. This is true, first of all, of the varying requirements arising from the state-specific debt
brakes. Greater harmonisation of these rules would make analyses easier and would also reduce
the variation in the fiscal requirements resulting from the debt brakes. Moreover, key budgetary
data only become available with a lag, and their comparability is limited. The latter is especially
true of budget plans with very different data vintages. It is also extremely difficult to maintain an
overview of the many special pots. Better data would make it easier to identify the need for fiscal
policy action at an early stage. The onus remains on the Stability Council, as the centrepiece of
Germany’s fiscal surveillance, to make progress in this area.
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Content and
structure of this
article

B Overview

State government finances were in very good
shape last year. State and local governments
combined posted a large surplus, which was
higher still than that recorded for 2021. The
first section of this article describes the lines of
development and the differences between the
individual federal states. The second section
analyses the settlement results for the state-
specific debt brakes. It looks at which state
governments made use of emergency borrow-
ing, and then, for comparison, investigates the
extent to which the financial results indicate a
need for this or suggest that reserves were built
up. The analysis is supplemented by an over-
view of the state governments’ reported re-
serves. The final comments put the results into
context and provide an outlook on future de-
velopments. The article also highlights the diffi-
culties still facing such analyses: missing or in-
consistent data make it more difficult to track
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and classify developments in areas that are cer-
tainly important.

Financial performance of
state and local governments
in 2022

High surplus overall due to
strong tax increases

In 2022, state governments (including off-
budget entities and local governments) re-
corded a high unadjusted surplus of €15 billion
(0.4% of gross domestic product (GDP))." By far
the largest surplus was in the state govern-
ments’ core budgets (€10 billion). However,
their off-budget entities and local governments
also each posted a surplus in aggregate terms
(see the adjacent chart and the table on p. 42,
item 1).2

The result, which was a further improvement
on 2021, is founded on strong revenue growth
(+5%2%). Taxes were the main factor in this: the
tax revenue of state and local governments
climbed sharply, by 9% on the year. This was
due, not least, to the marked rise in prices. By
contrast, revenue shortfalls, particularly from
the energy price allowance, dampened the in-
crease. All in all, tax revenue was €37 billion
(1% of GDP) higher than the Working Party on
Tax Revenue Estimates had expected in its pre-
pandemic projection for 2022 (in autumn
2019).

Expenditure grew by 4%. The main contribu-
tion to this increase was made by the major
expenditure items personnel and other operat-

1 Without adjustment for the distorted Saarland result, see
p. 41.

2 The monthly cash statistics of the state governments’
core budgets still showed a surplus of €14 billion (see, for
example, Deutsche Bundesbank (2023a), p. 75). However,
this statistic is already finalised at the turn of the year. Sub-
sequent closing entries worsened the result of the core
budgets. The main reason for this was that some state gov-
ernments retroactively booked transfers from their core
budgets to individual off-budget entities, including an allo-
cation of €2 billion in North Rhine-Westphalia.

State and local
governments,
including off-
budget entities,
had a high sur-
plus in 2022

Sharp rise in tax
revenue — not
least due to
inflation
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Preparation of state government data and data gaps’

The Bundesbank prepares the cash statistics
for the purpose of presenting results for both
the federal states as a whole and for individ-
ual state governments:

— Off-budget entities and local governments
are included to ensure that the picture of
the fiscal situation is complete and com-
parable across federal states. This means
that data are no longer distorted if federal
states shift tasks and funding burdens be-
tween these entities. It also makes it easier
to compare city states and non-city states.

— Structural balances are calculated to allow
for an assessment of the underlying situ-
ation. To this end, financial transactions
(e.g. loans issued), cyclical influences and
known one-off effects are stripped from
the unadjusted fiscal balance. In addition,
amounts arising from the financial equal-
isation scheme and supplementary central
government grants are allocated on an ac-
cruals basis (according to provisional settle-
ment figures). The data are adjusted for
cyclical influences using the Bundesbank's
procedure, with its spring macroeconomic
forecast serving as the basis.

Weaknesses in the dataset

There are still some weaknesses that impair
comparability between the federal states.
Specifically:

— The structural balance for the federal states
as an aggregate is adjusted for the one-off
effects stemming from coronavirus and en-
ergy price measures. However, these can-
not be fully attributed to the individual fed-
eral states. Given this, the balances of the
individual states are not adjusted for these
measures. Hence, the balances are only
partially adjusted.

— State governments do not all record, say,
coronavirus aid for firms provided by cen-
tral government in the same way. Instead
of treating them uniformly as current trans-
fers to enterprises, some states record such
flows as other operating expenditure or as

non-investment capital transfers. In add-
ition, central government-funded aid
changes the balance in some cases: rev-
enue from and expenditure on assistance
channelled through from central govern-
ment do not always match up in a single
reporting year. This does not just apply to
coronavirus aid for businesses. The reason
for this is the accounting approach em-
ployed, which is not coordinated between
central government and the state govern-
ments.

— Payments to enterprises are sometimes
booked as acquisitions of participating
interests, despite the fact that they are off-
setting losses. There is not enough infor-
mation available to quantify such loss com-
pensation payments (and to record them
as deficit-increasing). The structural out-
turn is then cast in too favourable a light. If
the federal states take this approach in the
context of their debt brakes, they carve out
scope for borrowing.

— Selected categories of expenditure delin-
eated by the individual states are compar-
able to only a limited extent. Payments be-
tween the core budget and its off-budget
entities are consolidated for aggregates
rather than for the specific categories.?

— The data for Saarland were particularly
skewed in the reporting year. In the cash
statistics, off-budget entities recorded
loans of €3% billion granted to the core
budget. No corresponding revenue is re-
corded in the cash statistics for the core
budget, however. The cash statistics (as
usual) consolidate the core budget with
the off-budget entities. This involves de-
ducting off-budget entity loan outflows
from the figure for loans received by the
core budget. As a result, this capital rev-
enue is heavily negative. This causes very
low overall revenue and a high deficit.

1 For greater depth, see Deutsche Bundesbank
(2021a), pp. 17ff.

2 For other distorting factors, see Deutsche Bundes-
bank (2022a), pp. 15f.
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Large increase
in personnel
expenditure and
other operating
expenditure

Structural sur-
plus substan-
tially larger than
unadjusted
surplus

Budgetary figures for state governments (including local governments) as a whole

€ billion

Item

Fiscal balance
Financial transactions (net)

Lagged settlement of payments under state government financial equalisation scheme

Adjusted balance
Cyclical component
One-off effects
Coronavirus response measures'
Offsetting relief provided by central government funds2
Energy measures?
Partially adjusted structural balance

Adjusted structural balance; temporary coronavirus response and energy measures

removed
Net interest burden
Adjusted structural primary balance

Item No 2020 2021 2022
1 -32.2 5.1 15.0
2 = 7.7 -85 =122
3 0.7 0.4 - 0.8
4=1-2+3 -239 14.0 26.4
5 - 80 0.5 1.7
6 - 78 -9.1 =221
6a -14.2 =61 -12.9
6b 6.4 = =
6C - - - 93
7=4-5-6b =223 13.5 24.7
8=4-5-6 - 8.1 22.5 46.9
9 10.1 10.2 9.6
10=8+9 2.1 32.8 56.4

Sources: Federal Statistical Office, legislative texts and Bundesbank calculations. 1 Excluding financial transactions. 2 Central government
funds to compensate for local governments’ lower revenue from local business tax and lagged residual payments of consolidation assis-

tance for 2019.
Deutsche Bundesbank

ing expenditure, which went up by 5% and
62%, respectively. One factor in this rise was
the considerable growth in the number of
staff.3 The high inflation rate is likely to have
had only a limited impact last year, at least in
the case of personnel expenditure — wage ad-
justments, for example, remained largely un-
affected by it. Pandemic-related expenditure
fell significantly. This was particularly true for
current transfers to enterprises. For the state
governments, these costs are mostly a transit
item, as they are largely borne by central gov-
ernment.

Here, the structural surplus is estimated at €47
billion. It improved significantly more strongly
than the unadjusted balance (see the table
above, items 1 and 8).

(@) In comparison with the unadjusted cash fig-
ure, the structural balance was improved by
the following factors, which are excluded:

— burdens of €12 billion due to financial trans-
actions (at the state government level, these
were primarily the loans issued in Saarland?);

— temporary burdens of €13 billion due to
coronavirus response measures (based on
draft legislation and Bundesbank surveys,
primarily temporary tax relief, expenditure

on coronavirus tests in schools and costs of
vaccination centres);

— temporary burdens of €9% billion due to
measures taken in response to the energy
crisis (Bundesbank estimate based on draft
legislation, primarily revenue shortfalls re-
sulting from the energy price allowance).

(b) In comparison with the unadjusted cash fig-
ure, the structural balance was worsened by
the following factors, which are excluded:

— relief of just over €1% billion due to the fa-
vourable economic situation (Bundesbank
estimate);

— relief of almost €1 billion due to the non-
accruals-based accounting of financial
equalisation (central government grants).

However, the structural budgetary situation
should be interpreted with caution. On the
whole, it is probably depicted too favourably

3 The Federal Statistical Office put the year-on-year in-
crease in staff across the entire public sector at 2.1% in
mid-2022. Key segments of state and local governments,
such as education and childcare, saw even higher growth.
See Federal Statistical Office (2023a).

4 As a consequence, the lending, which was not fully re-
corded in the government finance statistics (see p. 41), did
not worsen the structural balance.

One-off effects
difficult to cap-
ture and likely
to overstate the
structural sur-
plus in 2022



High inflation
causes earlier
rise in revenue
than in expend-
iture, providing
only temporary
easing in struc-
tural terms

Effects of real
cyclical fluctu-
ations uncertain

Partially
adjusted
balances of
individual
federal states
still include
temporary crisis
measures

here. The one-off effects on the budget results
are difficult to capture. They could be overesti-
mated, say, because it is sometimes difficult to
separate out temporary one-off effects.

The favourable structural situation also reflects
the fact that the sharp rise in inflation consider-
ably eased the burden on budgets at first, lead-
ing to rapid growth in tax revenue. By contrast,
expenditure is slower to reflect higher inflation
— for instance, in the state governments’ per-
sonnel expenditure, a major spending item.
Cyclical adjustment only refers to real develop-
ments. Inflation effects are still included.

Moreover, the estimated cyclical effects on the
budget balances are uncertain, especially at the
current end. They were recently revised for the
previous years.> According to the current as-
sessment, the cyclical effects in the reporting
years of 2022 and 2021 were small.

A comparison of individual
federal states

State-specific balances only partially
adjusted

This article reports cash data and partially ad-
justed balances for the individual federal states
(including off-budget entities and local govern-
ments); see the detailed table on pp. 60f.
These figures are usually shown in relation to
the respective population size, making them
more comparable between states. However,
temporary crisis measures cannot be factored
out individually, as the data for some states are
incomplete (temporary crisis burdens of €260
per capita are deducted from the state govern-
ment aggregate). Accordingly, the actual struc-
tural results of the individual state governments
are more favourable than those shown here in
the partially adjusted balances (see p. 41 for in-
formation on the preparation of state govern-
ment data).

Deutsche Bundesbank

Factors influencing fiscal balance of state
governments (incl. local governments)”
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Sources: Federal Ministry of Finance, Federal Statistical Office
and Bundesbank calculations. * Government finance statistics.
1 Calculated as a residual. 2 According to Bundesbank estim-
ate of June 2023.
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Balances vary considerably from state to
state

Based on unadjusted figures, three-quarters of
state governments reported a surplus for 2022.
For state governments as an aggregate, it
stood at €180 per capita (2021: €60). At just
under €5,000 per capita, the range between
the highest and lowest balance was very wide.
This is mainly due to the high deficit in Saarland
resulting from the inconsistent booking of an
intra-state loan (see p. 41). The very high sur-
plus in Hamburg was also attributable to a one-
off effect: large profit distributions by a local
logistics company made a considerable contri-
bution to the balance.® Excluding Saarland and
Hamburg, the results of the federal states were
up to €920 per capita apart.

5 In the previous year's report, a significant cyclical burden
on budgets was still estimated for 2021.

6 The one-off effect could amount to approximately €400
per capita.
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Partially
adjusted: sur-
pluses, except
in Bremen,
North Rhine-
Westphalia and
Brandenburg

Fiscal balances of individual state governments (including local governments) in 2022

€ per capita

M Partially adjusted structural balance, calculated from

@ fiscal balance financial transactions

Hamburg
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Thuringia
Berlin
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Saarland [ J
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Sources: Federal Ministry of Finance, Federal Statistical Office and Bundesbank calculations. * Government finance statistics. 1 Fiscal
balance less financial transactions, lagged settlement of payments under the state government financial equalisation scheme and cyclic-
al component. The one-off effects comprised coronavirus response measures and energy measures. The amounts could not be attrib-
uted to individual states. 2 Population-weighted mean of all state and local governments: fiscal balance: €178; partially adjusted struc-

tural balance: €294.
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For state governments as an aggregate, the
partially adjusted surplus stood at €290 (2021:
€160). Among the city states, Hamburg again
posted the highest surplus, at a very large
€2,000 per capita (2021: €250). Once more,
Rhineland-Palatinate recorded the highest sur-
plus of the non-city states, at €730 per capita
(2021: €500). Its relatively high tax revenue, ap-
parently not least from a vaccine manufacturer,
played a role in this.” In both federal states,
one-off factors contributed to the very favour-
able balance (profit distribution, exceptionally
high tax revenue). As in the previous year,
Bremen recorded the highest per capita deficit.
The city state increased its partially adjusted
deficit significantly to €290 (2021: €150). This is
also noteworthy because Bremen is receiving
budgetary recovery assistance from central
government, which is actually conditional on
surpluses for minimum repayments.® In North
Rhine-Westphalia, the partially adjusted deficit
amounted to €130 (2021: surplus of €70). This
year-on-year deterioration was driven by the

fact that, first, central government funds for
coronavirus-related business aid from 2021
were disbursed with a delay. Second, there
were temporary burdens arising from the reso-
lution of the Landesbank.

Considerable differences in per capita revenue
remain. Looking at tax revenue,® the spread

7 For the partially adjusted balance, financial equalisation is
allocated according to the lagged provisional settlement.
This is particularly significant for Rhineland-Palatinate,
which, at the beginning of 2022, made large payments to
state governments as an aggregate for 2021. However,
after adjustment for the lagged settlement, the state re-
ceived payments from the financial equalisation scheme in
2022. On balance, the accruals-based allocation of pay-
ments contributed just over one-third to the surplus in
Rhineland-Palatinate.

8 By contrast, Saarland, which is also receiving budgetary
recovery assistance, recorded a surplus after partial adjust-
ment. Even without the recovery assistance, moreover, it
still would have been slightly in surplus.

9 Tax revenue accounted for around 70% of total revenue.
Here, it is recorded for the individual federal states on an
accruals basis (based on the provisional settlement under
the state government financial equalisation scheme, but
with the subsequent full inclusion of local government
taxes collected).



Tax revenue up
sharply, with
considerable
differences
between states
even dfter finan-
cial equalisation

Central govern-
ment transfers
still high, but
considerably
lower owing to
declining trans-
fers in response
to pandemic

Comparability
of expenditure
data among
federal states
negatively
affected for rea-
sons including
identical types
of expenditure
being recorded
in different ways

between the non-city states stood at €780.
Frontrunner Hesse (just over €6,200) outper-
formed last-place Brandenburg by 14% (see
also the table on pp. 60f., item 19). The state
government financial equalisation scheme (in-
cluding supplementary central government
grants that are dependent on financial cap-
acity) does not aim to completely eliminate dif-
ferences. In addition, state governments in-
cluding their local governments sometimes
have varying real estate acquisition tax rates as
well as different multipliers for real estate and
local business tax. The financial equalisation
scheme is not designed to minimise any result-
ing revenue differences. Higher multipliers for
local government tax rates thus explain roughly
one-third of Hesse's revenue advantage over
Brandenburg.

In 2022, central government transfers were
high, at €890 per capita across the federal
states. However, they fell considerably on the
year (-€140 per capita; see the table on
pp. 62 f., item 21). The main reason for this was
that central government provided significantly
lower funds for transfers to enterprises in re-
sponse to the coronavirus pandemic.'® This de-
crease does not actually put any strain on the
state governments as they are merely a conduit
for the funds. However, this relaying of funds
was lagged to some extent in previous years
and also in 2022, affecting the balance either
positively or negatively for the reporting year.
All in all, however, these effects seem to be
limited.

On the expenditure side, state government
budgets can be compared to only a limited ex-
tent. One reason for this is that the federal
states do not record certain transactions in a
uniform manner. One major example is corona-
virus aid for businesses provided by central
government. For instance, North Rhine-
Westphalia, rather than classifying it as grants
to enterprises, recorded a large part of it as
other operating expenditure (under “other
grants”). Bavaria and Lower Saxony, in particu-
lar, classified some of the aid as non-investment

Deutsche Bundesbank

capital transfers. Saxony-Anhalt and Saarland,
meanwhile, recorded the expenditure as trans-
fers to persons. The central and state govern-
ment budgetary planning system to be used
throughout Germany is supposed to guarantee
the comparability of figures. Even in the wake
of the pandemic, action is still needed to en-
sure that identical forms of expenditure are
also identically categorised (for the differenti-
ation of financial transactions from transfers to
loss compensation, see the box on p. 41).

Differences can also be seen in debt and
interest burden

The debt of state and local governments stood
at just over €820 billion, or almost €9,800 per
capita, across Germany."" Bremen had by far
the highest per capita figure (almost €34,400),
followed by Saarland. The lowest figure was re-
corded in Saxony (just over €2,700), followed
by Bavaria.

Together with the large surplus, debt fell on ag-
gregate by close to €19 billion (coupled with
the alleviating population growth: almost €340
per capita; see the table on pp. 62f., item 23).
There were declines in almost all federal states.
This was especially clear to see in the highly in-
debted state of Bremen (-€19,800 per capita,
or -€13 billion). However, this was not due to
budgetary developments (which were actually
in the opposite direction), but rather to revalu-

10 According to central government data, transfers to en-
terprises in response to the coronavirus pandemic de-
creased by €35 billion (around €400 per capita) to €13 bil-
lion in 2022. In some cases, however, state governments
recorded revenue with a time lag, with the result that the
pattern of central government figures is reflected some-
what differently in these instances. This may also negatively
affect comparability among federal states.

11 The figures presented are taken from the debt statistics
of the Federal Statistical Office. They comprise debt to the
non-public sector (the capital market, here and in the re-
mainder of the article including the credit market) and to
the public sector. By contrast, debt as defined under
budgetary rules can additionally include borrowing author-
isations not used to make payments. These are then avail-
able as reserves (in core budgets or off-budget entities).
However, no funds have yet been raised on the capital
market.
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Debt of individual state governments’

€ thousand per capita

Non-city states (including local governments)
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Sources: Federal Statistical Office and Bundesbank calculations.
* Government finance statistics. Debt to the non-public and
public  sectors (non-consolidated). 1 Population-weighted
mean of all state and local governments (2020: €9,983; 2021:
€10,095; 2022: €9,759).
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ations of derivatives amid rising interest rates.?
By contrast, per capita debt grew particularly
sharply in Saarland (+€2,500). While debt to
the non-public sector declined, this was heavily
outweighed by the increase in debt to the pub-
lic sector (as shown on p. 41, excluding the rev-
enue effect). It appears that the state govern-
ment budget not only allocated budgetary re-
sources to its new Transformation Fund (like
when central government prefinanced the Cli-
mate Fund) but also handed over debt instru-
ments at its expense. Thus Saarland did not
take out any forward loans on the capital mar-
ket (to secure favourable interest rates, for ex-
ample). Any interest rates associated with this

play no role in overall state government
finances, as they are contained within the fed-
eral state. Funding via the capital market and
the associated interest burden are still out-
standing. Meanwhile, Saxony-Anhalt’'s debt
rose despite a fiscal surplus because the state
wanted to secure favourable financing condi-
tions in the capital market."

The interest rate reversal is particularly signifi-
cant for federal states with comparatively high
per capita debt and poor structural budget bal-
ances. In 2022, the interest rate increases were
not yet reflected in the interest burden on fed-
eral states as an aggregate. However, as refi-
nancing becomes increasingly necessary, the
interest rate hikes will be felt unless lower inter-
est rates have been hedged using derivatives.

The average rate of interest on debt' varies
from state to state, in some cases greatly. While
the federal states are often able to take out
new loans at fairly similar conditions, interest
rate fixation periods, shares of loans from the
low interest rate period and interest rate
hedges differ. Premia or discounts on bond
issues can also have an impact if federal states
record these immediately rather than allocating
them over the term of the bonds.' Information
on the above-mentioned factors is incomplete,
however.

12 The federal state holds a large volume of interest rate
derivatives that safeguard interest rate conditions in the
long term. Market interest rates have risen over time. As a
result, the market value of derivatives improved by almost
€11 billion compared with the end of 2021 (to be more
precise, the negative market value fell to €1% billion).
Bremen was required to provide a correspondingly lower
amount of cash collateral for the derivatives and was able
to repay the loans it took out for this purpose. See
Deutsche Bundesbank (2021a), p. 24, for information on
the impact of derivatives on debt and discrepancies be-
tween the fiscal balance and changes in debt levels. For
information specific to Bremen, see Bremen Parliament
(2023) and Bremen Parliament (2022).

13 See Federal Statistical Office (2023b).

14 Calculated from interest expenditure as reported in the
government finance statistics and debt according to the
debt statistics as at the end of the previous year.

15 Central government does not allocate premia and dis-
counts over a debt instrument’s term either. See Deutsche
Bundesbank (2021b).

Interest rate
reversal not yet
visible in interest
burden

Very different
average interest
rates despite
similar condi-
tions for new
borrowing



Average interest
rate down

Highly varied
net interest bur-
dens, attribut-
able in part to
interest rate
hedges

Central govern-
ment helps
Saarland and
Bremen shoulder
interest burdens

The average rate of interest on debt fell slightly
on the year across Germany, declining by
0.1 percentage point to 1.4% (see the tables on
pp. 60f. and pp. 621, item 24 in both cases).
Last year, the highest average interest rates
were again calculated for Baden-Wurttemberg
(2.5%) and the lowest once more for Saxony
(0.7%). In Baden-W(rttemberg, average inter-
est rates fell particularly sharply due to one
interest-bearing debt instrument falling due in
the previous year.'® Lower Saxony recorded the
strongest increase (+0.3 percentage point), to
which the absence of premia appears to have
made a major contribution. Still, the level thus
achieved remained just short of the national
average.

In some cases, debt is offset by interest-bearing
assets. Interest payments between core
budgets and off-budget entities play a role
here. These are sometimes significant — such as
payments from the core budget to pension
pots in Mecklenburg-West Pomerania. In the
government finance statistics, interest pay-
ments between core budgets and off-budget
entities within a federal state are not consoli-
dated. The interest burden therefore appears
too high. Looking at the net interest burden,
where interest income is deducted from inter-
est expenditure, is helpful in this regard. The
largest net interest burden per capita was re-
corded by the city states and Saarland (see the
table on pp. 60f, item 8, and the adjacent
chart). In Bremen, it accounted for just over
12% of tax revenue. Payments for derivatives
and interest on collateral made a significant
contribution to this according to the state gov-
ernment’s budget plan." The ratio was slightly
above 3% in Hamburg and Berlin, and a little
over 5% in Saarland.

Saarland and Bremen are receiving budgetary
recovery assistance from central government to
help them pay the interest burdens stemming
from their high debt. This assistance is de-
ducted to reveal the remaining interest burden.
For example, the ratio in Bremen is only 4%2%.
In Saarland, it is even negative (-2%). Thus, the

Deutsche Bundesbank

Interest burden of individual state
governments (including local
governments) in 2022"
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assistance provided to Saarland exceeds its un-
adjusted net interest burden.

State government debt
brakes in 2022

The federal states have designed their debt
brakes very differently in some cases.'® As a re-
sult, their accounts can be compared to a
limited extent only. Moreover, there is no
agreement in place to present these accounts

16 See Ministry of Finance for Baden-Wurttemberg (2022),
p. 30.

17 Unlike many other federal states, Bremen records ex-
penditure on interest rate hedges separately, thus making
its budget more transparent.

18 For an overview, see Deutsche Bundesbank (2021a),
pp. 40-42. There has been a change in Saxony-Anhalt,
where financial transactions have been excluded from the
debt brake since 2022.
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In 2022, too,
most federal
states activated
escape clauses
in their debt
brakes

Large surplus
overall, but
emergency
borrowing up
by just over
€37 billion
on balance

in a timely manner after year's end.’ In line
with state government debt brake rules, this
article excludes the local government level for
non-city states in the section on debt brakes.

Budget preparation still
shaped by crises

How the COVID-19 crisis would continue to un-
fold was still uncertain when state govern-
ments drew up their budget plans for 2022.
Against this backdrop, the majority of state
governments (much like central government)
once again activated the escape clauses in their
debt brakes. Once the year had started, the en-
ergy crisis stemming from the Russian war of
aggression against Ukraine followed. Some
federal states then also explicitly cited the en-
ergy crisis as grounds for emergency borrow-
ing. By contrast, other federal states (such as
Baden-Wdurttemberg, Berlin, Mecklenburg-
West Pomerania, Rhineland-Palatinate and
Thuringia) planned to use available reserves in-
stead of emergency borrowing to balance their
budgets. In fact, Lower Saxony’s budget plan
already provided for a small surplus to meet the
requirements of its debt brake.

Reserves from emergency
borrowing increased in some
cases; hardly any repayments
despite surpluses

Some federal states actually resorted to emer-
gency borrowing in the course of implement-
ing their plans for 2022. As a result, outstand-
ing emergency borrowing for the federal states
as an aggregate rose by just over €3%2 billion
on balance. How this can be reconciled with
the large unadjusted surplus is analysed below
by means of a rough calculation (for informa-
tion on the method, see the box on p. 49).

For the federal states as an aggregate in 2022,
the starting point for the rough calculation is
the surplus, including off-budget entities, of

€16 billion. Deducted from this are a high level
of cyclical relief (i.e. a positive cyclical effect) of
€97 billion2° and a deficit of just over €1 billion
from financial transactions (according to state
government data in each case). This yields a
debt brake-approximated surplus of €7%2 bil-
lion. Emergency borrowing could have been re-
paid with this calculated financial scope result-
ing from the 2022 surplus. However, on bal-
ance, the federal states actually resorted to
new emergency borrowing to the tune of just
over €3% billion. This means that, instead of
possible repayments of emergency borrowing,
a build-up of reserves in the amount of €11 bil-
lion can be calculated. This was much more
limited than in previous years, though.

Six federal states made recourse to emergency
borrowing totalling €8"2 billion. In per capita
terms, Saarland is the frontrunner on the new
emergency borrowing front (just over €3,000),
which it used to build up very large reserves.
An acute need for financing that could justify
making recourse to emergency borrowing can
be identified to only a very limited extent. In-
stead, the funds were used mainly to provide
advance financing for the new Transformation
Fund. At €1,500 per capita, the city state of
Bremen has the second highest level of net
emergency borrowing.2' Whilst its structural
financing needs are considerable, which is
partly due to the relatively high cyclical relief
that has been factored in (see the table on

19 The Stability Council does not look at the previous
year's accounts until its December meeting. Central gov-
ernment, on the other hand, publishes data in a timely
manner: provisional settlement figures are available on
1 March of the following year already, with the final figures
being published on 1 September.

20 According to state government data, cyclical relief is
much greater than had been estimated by the Bundesbank.
This is because many federal states regard tax revenue de-
viating from expectations in the budget plan as cyclical (de-
viations caused by legislative changes were previously
deemed not cyclical and deducted). Overall, actual tax rev-
enue exceeded the key expectations from the budget plan
considerably in 2022.

21 Like the increases in previous years, the decrease in debt
related to derivatives described on p. 45 is not recorded in
the budget plans or accounts.

Bundesbank cal-
culations show
scope for repay-
ment, but new
emergency bor-
rowing predom-
inated overall

Saarland and
Bremen with
biggest volume
of emergency
borrowing —
seemingly, to a
large extent, to
build up reserves
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How the Bundesbank approximates the need for emer-
gency borrowing and the scope for it to be repaid

For analytical purposes, the Bundesbank
first calculates fiscal balances for the federal
states that are approximated to their debt
brakes. The results provide a rough indica-
tion of the extent to which there were
structural financing needs over and above
regular revenue.

— The starting point for the rough calcula-
tion is the balance of the core budgets
and off-budget entities of the individual
federal states (see the table on p. 51, col-
umn 1). By contrast, almost all state gov-
ernments target net borrowing in their
debt brakes. Many also disregard the
balances of their off-budget entities. The
Bundesbank takes a different approach
in order to obtain an approximation of
the federal states’ actual budgetary situ-
ation. This can, in fact, be obscured if
borrowing is used to prefinance special
funds or, ultimately, to build reserves in
the core budget. The rough calculation is
conducted based on data that have been
adjusted for such operations." In order to
fulfil this function, the consolidation of
revenue in Saarland (see p. 41) was also
corrected for in the reporting year. This
raised the balance here by €372 billion as
compared to the budgetary statistics.

— In addition, cyclical influences and finan-
cial transactions are adjusted for, in each
case based on the data provided by the
state governments (see the table on
p. 51, columns 2 and 3). The adjustment
of the balance thus takes into account
the state-specific design of the debt
brakes. The Bundesbank consequently
calculates the balance for a state govern-
ment, including its off-budget entities, in
a demarcation approximated to its re-

spective debt brake. If this balance is
negative, the federal state has positive
financing needs (a deficit).

The debt brake-approximated financing
needs calculated using this method are
then compared, in a second step, with the
reported net borrowing via emergency bor-
rowing (see the table on p. 51, columns 4
and 5). The difference between these two
figures provides an indication of the extent
to which reserves were formed from emer-
gency borrowing in the reporting year. If,
for example, a federal state builds reserves
in its core budget or prefinances special
funds, the emergency borrowing exceeds
its financing needs. The difference also indi-
cates whether reserves were used to limit or
repay emergency borrowing. This is the
case, say, if the repayment amount exceeds
the debt brake-approximated surplus.

1 As a result, this figure also does not reflect transfers
to precautionary government funds to cover new ex-
penses in connection with civil servants’ pensions or
from guarantees. Such transfers can reflect expenses in
these fields on an accruals basis, ultimately making
them meaningful.
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Bremen and
Saarland are
receiving
budgetary
recovery assis-
tance and form-
ing particularly
large debt-
financed
reserves from
emergency
borrowing

Federal states' emergency net borrowing
and estimated financing needs in 2022

€ per capita

mmm Emergency net borrowing'
Estimated financing needs?

Saarland
Bremen
North Rhine-Westphalia -
Saxony

Hamburg

Bavaria

Hesse

Meck.-W. Pomerania
Rhineland-Palatinate
Berlin
Saxony-Anhalt
Lower Saxony
Baden-Wiirttemberg .
Thuringia
Brandenburg
Schleswig-Holstein

=1 0 +1 +2 +3

Sources: Federal Statistical Office, data from federal states' fin-
ance ministries and Bundesbank calculations. 1 Annual change
in the total outstanding repayment obligation from emergency
borrowing. 2 Fiscal balance of core budgets and off-budget en-
tities according to government finance statistics (supplementary
data for Saarland), adjusted for financial transactions and cyclic-
al effects according to federal states' specifications.
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p. 51, column 3),22 the comparison suggests
that Bremen, too, substantially topped up its
reserves.?

Saarland and Bremen are receiving extensive
budgetary recovery assistance from central
government. The aim of this is to enable them
to shoulder their high debt and comply with
debt brake requirements. The recipient states
had committed themselves to using one-fifth
of their annual recovery assistance of €400 mil-
lion each to reduce their debt levels. In the cri-
sis setting last year, they resorted to emergency
borrowing on a particularly large scale to build
up reserves. The Stability Council had already
recognised that there was a looming budgetary
emergency in Bremen at the end of last year
and therefore called for a recovery programme.
In the spring of 2023, Bremen decided to scale
up its emergency borrowing significantly in the
absence of any immediate financial need.

North Rhine-Westphalia, too, made use of
emergency borrowing on a large scale (owing
to its size, it accounts for almost half of the
borrowing in Germany). This was roughly in
line with the level of financing needs calcu-
lated. Saxony, Hamburg and Bavaria increased
their emergency borrowing slightly. For these
three federal states, by contrast, the back-of-
the-envelope calculation suggests that this was
not to cover financing needs but rather a
means to repay borrowing.

Despite having activated the escape clause,
Brandenburg and Schleswig-Holstein repaid a
rather large volume of emergency borrowing,
predominantly using reserves which they had
previously financed from emergency borrow-
ing. Saxony-Anhalt, which had also activated
the escape clause, repaid loans in its cyclical
offset reserve in the amount of the positive
cyclical component and topped it up with add-
itional funds. On balance, it reduced emer-
gency borrowing to a small extent, too, by re-
leasing reserves that were freed up in the
coronavirus special fund as a result of some
previously planned measures not being imple-
mented. Baden-Wurttemberg, Lower Saxony
and Thuringia likewise repaid emergency bor-
rowing. In arithmetical terms, their budget out-
turns enabled them to make repayments with-
out having to draw on reserves on balance.
Together, repayments of emergency borrowing
in the six federal states named above amounted
to €5 billion. However, arithmetically speaking,
significantly larger repayments would have
been possible, in particular in Thuringia. In-
stead, this federal state appears to have topped
up reserves.

Berlin, Hesse, Mecklenburg-West Pomerania
and Rhineland-Palatinate left their respective

22 It seems expedient to look into harmonising the various
cyclical adjustment procedures practised by state govern-
ments. See Deutsche Bundesbank (2022a), p. 27.

23 However, Bremen's data on the reserves indicated a
smaller increase. Bremen is ultimately using emergency
borrowing to formally cover repayment obligations in the
context of budgetary recovery assistance. This only goes
some way towards explaining the discrepancy.

Four other
federal states
made use of
additional
emergency
borrowing

Other federal
states repaid
emergency

borrowing ...



... or did not
make any fur-
ther recourse
to emergency
borrowing

Emergency
borrowing of
€74 billion out-
standing at end-
2022 — Bremen
and Berlin

plan to signifi-
cantly expand
emergency
borrowing
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Federal states’ financing needs according to Bundesbank calculations and emergency

borrowing in 2022

€ per capita
7 Repay-
ment 8 Esti-
volume  mated
from out- annual
standing  repay-
6 emer- ment
Amount  gency burden
1b of 4 Struc- estimated borrow-  from
1a of which: tural 5 Emer-  for build- ingbe-  emer-
1 Fiscal  which: off- 2 Finan- 3 Cyclical financing gency ing re- tween gency
balance, core budget  cial trans- compon- needs3 borrow-  serves> 2020 and borrow-
Federal state total budgets entities  actions?2  ent2 =-142+43 ing4 =54 20222 ingé
Baden-W(rttemberg 181 252 - 71 2 40 - 139 - 84 55 641 29
Bavaria 186 198 = {2 = = | = 186 5 191 769 38
Brandenburg 1 76 - 75 - 66 433 367 -394 -761 613 20
Hesse 326 218 108 21 374 69 = - 69 559 31
Meck.-W. Pomerania 224 246 - 22 - - - 224 - 224 1,751 88
Lower Saxony 258 311 = 53 6 123 | = €9 = (63 36 765 31
N. Rhine-Westphalia —-234 - 245 10 = = 234 229 = 5 1,104 22
Rhineland-Palatinate 254 286 - 33 10 -21 - 265 - 265 - -
Saarland 7 699 -2416 - 565 0 838 139 3,033 2,894 3,639 121
Saxony 433 426 7 = - - 433 100 532 683 114
Saxony-Anhalt 363 430 - 67 0 503 139 - 12 - 151 1,043 47
Schleswig-Holstein 379 - 146 525 - 14 41 - 352 -759 - 407 987 26
Thuringia 501 319 182 - - - 501 -122 379 206 29
Berlin 406 201 205 -174 =25 | = G5 = 605 8 1,959 73
Bremen -194 - 230 35 19 899 1,112 1,500 388 2,964 99
Hamburg 1,775 1,333 442 =317 1,071 - 1,021 47 1,068 763 38

1 Source: Federal Statistical Office, quarterly results including phasing-out period. 2 Source: Federal states’ finance ministries. 3 Without
adjustment for one-off effects, i.e. including coronavirus response and energy measures, and excluding the provisional settlement of
payments under the state government financial equalisation scheme. 4 Year-on-year change in outstanding repayment volume from
emergency borrowing from 2021 to 2022. A negative value indicates net repayment. 5 If net emergency borrowing is zero or negative,
a positive value indicates that reserves have been built from surpluses. 6 Bundesbank calculations based on repayment deadlines as re-
ported by federal states. 7 Balance adjusted for intra-state lending without an offsetting entry. 8 Berlin’s repayment burden from emer-
gency borrowing also includes cyclical burdens. For more information, see Deutsche Bundesbank (2022a), p. 26.
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volumes of emergency borrowing unchanged
from the previous year. Hesse had likewise acti-
vated the debt brake escape clause. It reported
that it had more than fulfilled the obligations
for repaying cyclical debt by paying off cyclical
loans and transferring funds to the cyclical off-
set reserve.?* Rhineland-Palatinate had already
repaid all of its emergency borrowing in 2021.
Surpluses were channelled into reserves.

Large volume of emergency
borrowing pending future
repayment

The debt brake requires the federal states to
adopt repayment schedules for their emer-
gency borrowing. At the end of 2022, the fed-
eral states reported total pending repayments
of €74 billion (€880 per capita). The repayment
obligations accumulated so far vary consider-
ably from state to state. Rhineland-Palatinate
no longer has any outstanding emergency bor-

rowing. Meanwhile, the highest levels are re-
corded in Saarland (€3,640) and Bremen
(€2,960). Bremen and Berlin are planning to
resort to further emergency borrowing this
year in connection with the energy crisis.?® This
would push up the per capita repayment
amounts considerably, by around €4,400 (in
Bremen) and €1,300 (in Berlin), respectively.
The federal states’ repayment periods are also
very different. Saxony plans to repay its emer-
gency borrowing in six steps by 2028. North
Rhine-Westphalia’s planned repayment period,
by contrast, extends into 2070 (see the chart
on p. 52).

During the crisis years, the federal states largely
did not use emergency borrowing to finance
acute needs. Instead, they built up reserves

24 Hesse credited the relatively small difference to the con-
trol account.

25 See Deutsche Bundesbank (2023a, 2023b). North
Rhine-Westphalia’s state budget also includes a sizeable
crisis-related credit authorisation (€5 billion).
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However, high
reserves have so
far mitigated
acute repay-
ment burdens

Future annual repayment obligations from activating escape clauses between
2020 and 2022

Repayment Total burden (€ per capita)
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Sources: Federal states' finance ministries and Bundesbank calculations. Note: Higher annual repayment amounts enable federal states
to repay emergency borrowing faster. Alternatively, they can opt for lower annual repayment amounts and a longer repayment period.
Saxony-Anhalt has distributed its total repayment volume of around €1,000 per capita over 22 years, repaying just short of €50 per
capita each year. North Rhine-Westphalia has spread a similar total repayment volume over 50 years, repaying only around €20 per

capita each year.
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— 10 a large extent in some cases — that ease
the repayment burdens. The reserves can now
be used for repayment, rendering it unneces-
sary to find funds for repayment from else-
where in the budget. Overall, the total volume
of all reported reserves significantly exceeds the

B Conclusion

Outlook: address fiscal policy
challenges

State government finances are deteriorating

Finances deteri-

outstanding amount that the federal statesasa  sharply this year — though from a very favour- ?ggt;%fharp/y
whole have to repay for emergency borrowing.  able level. A deficit appears possible, albeit

However, the extent to which these reserves  with temporary burdens still being incurred.

have already been designated for specific ex-  Revenue has declined so far, whilst expenditure

penditure items is not clear. Reserves ear-  has risen markedly. Growth in revenue is likely

marked for pension funds and cyclical reserves  to remain weak for the year as a whole due,

are considered designated. Excluding these not least, to long-term tax relief. Expenditure

amounts already set aside, reserves would fully  growth is expected to barely abate, shored up,

or broadly cover repayment obligations in most  inter alia, by the use of reserves.

federal states (see the chart on p. 55). If federal

states use reserves from emergency borrowing  The federal states are facing fiscal challenges. outlook for fed-
to fill gaps in their budgets, they will shift fund- By next year at the latest, the higher prices are ;fégsgzt;;tz/so
ing burdens into the future. Instead of doing  also likely to have a stronger impact on spend- iﬁgf/ffgrifle

this, it would seem logical to use reserves from
emergency borrowing to bring forward repay-
ment, as Brandenburg and Schleswig-Holstein,
in particular, have done in the reporting year.

ing on personnel, a particularly large expend-
iture item. In addition, growth in potential out-
put is set to remain subdued. Demographic
developments and the energy transition, too,
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State government reserves as at the end of 2022

In almost all federal states, the debt brake
targets and places tight limits on net bor-
rowing. Cyclical factors and financial trans-
actions can be taken into account. Outside
of this, higher net borrowing is only an op-
tion in emergency situations. To ensure
additional room for manoeuvre beyond
such emergency situations, it is necessary to
set aside funds. State governments have a
number of options for building up such re-
serves. They make particularly widespread
use of reserves in the core budget and in
special funds." They generally do not build
up cash balances, but instead make only
formal use of borrowing authorisations
when implementing the budget. In this
way, state governments maintain longer-
term scope for borrowing in the capital
market (whereas formally unused borrow-
ing authorisations lapse relatively quickly).
While there are restrictive provisions for the
use of reserves in most cases, it is likely also
possible to mobilise the funds put aside on
an ad hoc basis if necessary, potentially by
changing the legislation. Thuringia, for ex-
ample, withdrew the entire remaining bal-
ance of its pension fund at the end of
2022.2

There is still no complete overview of these
reserves. The large number of reserve pots
makes it impossible to evaluate budget ac-
counts, for example, in this report. Gather-
ing data on reserve stocks is important in
order to better gauge what shape state
government finances are in. Consequently,
the Stability Council is advised to ensure the
availability of clear data.

For this Monthly Report, the Bundesbank
asked the state governments about their re-
serve stocks as at the end of 2022. They
provided comparable information about

their stocks of pre-financed special funds
and reserves. Where gaps remained was in
their data on other forms of transferring
borrowing authorisations to later years.
Such reserves therefore could not be in-
cluded in the comparison.

The state governments reported €128 bil-
lion in reserves in their core budgets and in
special funds. However, there is no informa-
tion on what percentage of these stocks are
tied up by specific measures. Prior-year fig-
ures are included in isolated cases.

— The figure reported for general reserves
came to €33 billion (€400 per capita) at
the end of 2022. These reserves thus re-
mained unchanged on balance from the
previous year, not least as a result of
reclassifications of funds from general
reserves to special-purpose reserves.
The general reserves per capita are espe-
cially high in Hamburg (€1,960) and
Mecklenburg-West Pomerania (€1,460).
Saarland, Saxony-Anhalt and Schleswig-
Holstein did not have any general re-
serves, possibly because of tight legal
provisions relating to credit financing.

— The cyclical offset reserves increased very
strongly to €11 billion. This growth was
mainly due to higher balances in Ham-
burg and Hesse. Bremen also made sig-

1 For other forms of the longer-term transfer of bor-
rowing authorisations to later years, see Deutsche
Bundesbank (2022a), p. 25.

2 This meant that Thuringia’s state budget benefited
from one-off relief of €70 per capita. North Rhine-
Westphalia recently drafted a law that puts an end to
the present transfers from the core budget to the pen-
sion fund. Interest income from the fund is intended to
ease the strain on the core budget. It is envisaged that
this will provide relief of €30 per capita in the state
budget. See State Parliament of North Rhine-
Westphalia (2023).
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nificant additions to its reserve. Insofar
as these reserves are based on symmet-
rical cyclical adjustment over the cycle,
they do not provide any room for man-
oeuvre. All they can do is offset cyclical
budgetary burdens in the future.

Reserves relating to COVID-19 grew to
€17 billion, apparently mainly due to re-
classifications. Berlin had the highest per
capita figure (€920; previous year: part
of the general reserve), followed by
Saxony-Anhalt (€680). The latter had
only filled its coronavirus special fund
with loans from the core budget at the
end of 2021. In 2022, the state govern-
ment had used up one-quarter of the
balance.

Reserves in pre-financed off-budget en-
tities for investment purposes remained
unchanged on aggregate, at around €7
billion. In Saxony, funds were withdrawn
from a reserve of this kind. Schleswig-
Holstein added funds of a similar
amount.

Civil servant pensions place a consider-
able strain on state government budgets,
especially in the western German states.
Many states are continuing to increase
their reserves for this purpose, which
have been built up over many years. Pen-
sion pots are thus the largest item among
the reserves. The reported amount (€50
billion) changed only slightly, however.
Unlike central government, some state
governments have already dipped into
their civil servant pension reserves. In
addition, as was the case for central gov-
ernment, price losses on bonds due to
rising interest rates are likely to have put
a considerable strain on these pension
reserves. Saxony has the largest amount
by far, at €2,510 per capita.

— The other reserves reported by state gov-

ernments increased to €8 billion. The
Bundesbank included the non-
consolidated lending of €3%2 billion from
off-budget entities in Saarland (see p. 41)
in this figure. The decisive factor was
that these bookings chiefly served to fill
the Transformation Fund. Schleswig-
Holstein used €2% billion from these
other reserves to repay emergency loans.
Roughly that amount again has now
been allocated for specific purposes and
thus was no longer contained in other
reserves.



Strengthen cost-
effectiveness of
services

Deutsche Bundesbank

Monthly Report

October 2023
55
Ratio of reserves” to outstanding repayments from emergency borrowing
Reserves and outstanding repayments from emergency borrowing Arithmetical coverage ratio’
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Sources: Federal states' finance ministries and Bundesbank calculations. * Reserves including coronavirus reserves but excluding pension
fund and cyclical offset reserves. 1 Ratio of reserves to total outstanding repayments from emergency borrowing at the end of 2022.
2 No coverage ratio given as Rhineland-Palatinate has already repaid all emergency borrowing. 3 Loans granted by off-budget entities
without an offsetting entry are added to reserve formation.
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entail a need for adjustment.?® At the same  earn from specific public services. The aim
time, there are plans to expand and improve  should be to identify and consistently make use
education and childcare. The federal states also  of potential efficiency gains. In other areas, by
want to speed up approval procedures consid-  contrast, it may be advantageous to follow a
erably. These projects require additional funds  centralised approach throughout Germany. I,
and, in some cases, more own staff as well. as with digitalisation, for instance, the aim is to
speed up decision-making and avoid costly du-
Ultimately, it is crucial for central, state and  plication of work, much speaks in favour of giv-
local government to increase the cost- ing central government more power.
effectiveness of their services. Digitalisation can
make an important contribution in this context.
Ensuring that specific tasks as well as the finan- Emergency borrowing should
cial responsibility for them are both clearly as- be clearly bound to a crisis
signed to one level of government would also
go a long way towards improving cost- The debt brakes allow, for good reason, add-  Binding fiscal

effectiveness. This government level would
then have a stronger incentive to offer the pub-
lic the services they require at a cost-effective
rate. The federal system could thus be utilised
to a greater extent in the development of “best
practices”. For this purpose, it would be expe-
dient to obtain a better comparison of how
much the various federal states spend on and

itional borrowing if required in an emergency.
It is therefore understandable that the federal
states activated the escape clauses in the wake
of the coronavirus pandemic. However, the es-
cape clauses should not be used to cover fore-
seeable longer-term structural financing needs.

26 See Deutsche Bundesbank (2023¢).

rules not an end
in themselves,
but ensure fiscal
policymakers
can take action
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Use emergency
borrowing to
cover acute
financing needs
related to crisis
resolution
measures

To date, how-
ever, broader
application of
emergency
funds often
planned

Particularly
extensive emer-
gency borrow-
ing in Saarland
and Bremen on
top of budget-
ary recovery
assistance to
partially reduce
very high legacy
debt

Strictly limiting credit financing is not an end in
itself. Such a limitation instead helps individual
entities to maintain their autonomous fiscal
capacity — even in the event of rising interest
rates. That is why it is important to use emer-
gency borrowing only as a targeted response
to a specific crisis. A binding and effective debt
brake is important. It protects against sharply
rising interest burdens and ensures fiscal policy-
makers can take action in the long term. This
does not preclude a stability-oriented reform of
the debt brake.?”

It is often impossible to predict how emergen-
cies will develop, and it is essential to ensure
that fiscal policy countermeasures can be im-
plemented swiftly. Therefore, a broad frame-
work of action sometimes seems appropriate
to stand ready should the situation take a turn
for the worse. As a result, it may transpire that
authorisations for emergency borrowing prove
to have been too generous. Nevertheless, it
seems inappropriate to retain any remaining
scope from emergency borrowing as reserves
for future years. Should an emergency persist,
Parliament can then, if necessary, activate the
escape clause for a further year and, at the
same time, establish the specific crisis reso-
lution measures for that year.

In actual fact, many federal states have built up
reserves from emergency borrowing. These are
apparently intended to fund structural projects,
even after the crisis has been overcome. While
some federal states have now depleted their
reserves, others continue to top them up.

Saarland and Bremen receive central govern-
ment assistance to comply with their debt
brake. Given their high level of debt, it scarcely
seemed possible that they would be able to do
so independently. The assistance is partly tied
to the condition that the two federal states re-
duce their debt levels. Of late, they have made
use of emergency borrowing, not only as an
acute crisis aversion measure. This further bor-
rowing instead has served to build up particu-
larly extensive reserves to finance expenditure

in future years. A state receiving budgetary re-
covery assistance can claim a special need for
new debt owing to an emergency situation. It
is then up to the Federal Ministry of Finance, in
particular, to examine the extent to which this
is compatible with the administrative agree-
ments on budgetary recovery assistance.?® In
addition, the Stability Council is tasked with re-
questing a suitable recovery programme in the
event that the debt burden should risk being
too high.?°

Three guiding principles would - in the sense
of a stringent debt brake — limit the subsequent
burdens stemming from interest on and repay-
ments of emergency borrowing. First, reserves
still available from coronavirus emergency bor-
rowing should be released directly for repay-
ment, as the pandemic no longer plays a major
role from a fiscal perspective. Second, in the
acute energy crisis, central government took
broad support measures. The need for add-
itional action on the part of the federal states
should be examined thoroughly and sufficiently
justified. By contrast, foreseeable longer-term
structural needs, such as those arising in con-
nection with the energy transition, should be
financed within the regular framework. Third,
reserves for unforeseen circumstances should
be built up in the regular budgetary process —
i.e. without debt in excess of the debt brake
limit.

Improve data availability

The data situation has not improved over the
past few years.3° Despite the high level of ef-
fort invested in analysing the published data for
the purpose of drawing up this report, signifi-
cant gaps still exist. These cannot even be filled

27 See Deutsche Bundesbank (2022b).

28 See, for example, for Bremen: Bremen Parliament
(2019).

29 A review of the early warning system generally appears
to be warranted. See Deutsche Bundesbank (2011).

30 For more details on the weaknesses of the data used,
see Deutsche Bundesbank (2019) and Independent Advis-
ory Board to the Stability Council (2019), pp. 19-21.

Three guiding
principles for
targeted use

of emergency
borrowing

Stability Council
should ensure
meaningful and
timely data are
available



with the additional knowledge provided by
state finance ministries and statistical offices.
Action is required here. It should be possible to
provide meaningful data for individual govern-
ment tasks as well. This could make it easier to
identify efficiency reserves and put a tighter lid
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the federal states were to regularly update their
plans in a standardised manner. Accordingly,
the Stability Council remains tasked with ensur-
ing the states provide meaningful information
and making such information publicly available
in good time.

on the cost of government services.3' However,
transparency is also hampered by the fact that

federal states are neither consistent nor strin-
31 For more information on the advantages of meaningful
data on government services, see Deutsche Bundesbank
(2020), p. 90.

gent in their application of harmonised ac-
counting rules. In addition, it would be useful if
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Budgetary figures for state governments (including local governments) in 2022"

Item BW BY BB HE MV NI NW RP SL
Derivation of partially adjusted structural balances € per capita
Fiscal balance (1) 284 234 -33 348 314 240 - 248 482 -3,192
Memo item: € million 3,197 3,120 -84 2,220 511 1,948 —4,484 2,000 -3,158
Financial transactions (net) (2) -81 -110 -77 - 160 - 69 -66 — 125 -14 -3,716
Settlement of payments under the state government financial
equalisation scheme (3) -7 - 3 -55 - 12 -33 1 15 258 - 40
Adjusted balance (4)=(1)—(2)+(3) 359 341 -1 496 350 308 - 108 753 484
Cyclical component? (5) 20 21 18 22 18 19 20 21 19
One-off effects (6) 0 0 0 0 0 0 0 0 0
Partially adjusted structural balance (7)=(4)—(5)—~(6) 339 320 -29 475 331 289 - 128 732 466
Memo item: Coronavirus response and energy price measures
Adjusted structural balance; temporary corona-
virus and energy price measures removed . . . . . . . . .
Net interest burden2 (8) 107 26 72 155 90 125 104 144 296
Partially adjusted structural primary balance (9)=(7)+(8) 445 346 43 630 421 414 - 24 876 761
Memo item: Adjusted structural balance; temporary corona-
virus and energy price measures removed
Expenditure, revenue and debt € per capita
Total expenditure (10) 7,765 8,071 8,312 8,624 8,517 7,698 9,024 7,357 7,944
of which:
Personnel expenditure3 (11) 3,289 3,030 3,088 3,314 2,861 3,069 3,140 3,091 3,266
Expenditure on current staff (11a) 2,401 2,289 2,635 2,589 2,414 2,335 2,365 2,320 2,419
Civil service pension benefits4 (11b) 888 741 452 726 447 734 774 771 846
Other operating expenditure (12) 1,374 1,403 1,638 1,787 1,577 1,434 2,269 1,599 1,828
Interest expenditure (13) 134 45 95 181 135 141 143 163 304
Transfers to households (14) 762 883 989 1,126 970 1,156 1,195 936 781
Current transfers to enterprises (15) 628 365 511 542 528 243 246 175 616
Fixed asset formation (16) 767 970 605 596 848 594 552 594 455
Adjusted total expenditure> (17) 7,585 7,869 8,078 8,332 8,404 7,539 8,697 7,307 4,074
Less interest expenditure (17a) 7,451 7,824 7,983 8,151 8,269 7,399 8,554 7,144 3,770
Less interest expenditure and fees (17b) 6,961 7,303 7,282 7,338 7,701 6,869 7,531 6,573 3,319
Total revenue (18) 8,048 8,305 8,276 8,974 8,831 7,938 8,776 7,838 4,783
of which:
Tax revenue® (19) 5,982 6,038 5,443 6,220 5,715 5,698 5,887 5,838 5,726
Fees (20) 490 521 701 813 568 530 1,023 571 451
Transfers from central government? (21) 698 752 1,005 880 1,265 753 879 644 1,268
Adjusted total revenue5 (22) 7,923 8,189 8,030 8,808 8,602 7,822 8,566 8,039 4,500
Less fees (22a) 7,433 7,668 7,328 7,995 8,034 7,292 7,543 7,468 4,050
Debt at year-end (23) 5,198 2,805 8,150 9,267 7,817 10,087 14,618 11,178 20,380
Calculated average rate of interest (%)8 (24) 2.47 1.63 1.1 1.91 1.61 1.39 0.98 1.44 1.70
Tax rates and multipliers
Real estate acquisition tax (%) (25) 5.0 3.5 6.5 6.0 6.0 5.0 6.5 5.0 6.5
Real estate tax B (%)9 (26) 411 397 415 514 438 445 588 431 474
Local business tax (%)2 (27) 377 376 334 412 390 407 452 350 448
Other figures
Staff (FTEs per 1,000 inhabitants)10 (28) 36.9 334 38.1 37.3 33.8 34.3 35.3 35.3 33.9
Recipients of pension benefits (per 1,000 inhabitants)11 (29) 14.6 13.6 6.4 14.8 5.7 14.9 14.7 14.5 17.6
A 13 annual gross civil servant pay (in €1,000)12 (30) 69.4 72.7 69.0 69.2 68.6 69.3 67.4 69.9 67.6

Sources: Federal Statistical Office, quarterly cash statistics (including post-book-
ings); Bundesbank calculations. * Core budgets and off-budget entities. Abbrevi-
ations: BW — Baden-W(rttemberg, BY — Bavaria, BB — Brandenburg, HE — Hesse,
MV — Mecklenburg-West Pomerania, NI — Lower Saxony, NW — North Rhine-West-
phalia, RP — Rhineland-Palatinate, SL — Saarland, SN — Saxony, ST — Saxony-Anhalt,
SH — Schleswig-Holstein, TH — Thuringia, BE — Berlin, HB — Bremen, HH — Ham-
burg. 1 Data pursuant to the Bundesbank’s cyclical adjustment procedure based
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on figures from the spring 2023 macroeconomic forecast. 2 Interest expenditure
less interest income. 3 Including refunds to central government for legacy claims
for pension benefits in eastern Germany (under the Entitlement Transfer Act (An-
spruchs- und Anwartschaftstiberfihrungsgesetz — AAUG)). 4 Including healthcare
subsidies and AAUG payments. 5 Excluding financial transactions. Payments
under the state government financial equalisation scheme are settled on the rev-
enue side. 6 Taxes and compensation for motor vehicle tax; state government



SN ST SH TH BE HB HH Total
€ per capita
349 352 467 676 407 -194 1,775 178
1,424 771 1,376 1,434 1,517 -132 3,329
- 77 -12 - 88 91 —-245 75 -383 - 145
-128 - 41 -76 -56 -133 4 -135 - 9
297 323 479 529 519 - 265 2,023 314
18 18 19 18 26 27 28 20
0 0 0 0 0 0 0 0
279 305 460 511 493 -292 1,995 294
- 263
. . . . . . . 557
- 6 111 134 14 257 935 263 114
273 416 594 625 751 643 2,258 408
671
€ per capita
7,673 8,297 8,188 7,339 10,422 12,187 12,401 8,412
3,014 2,997 2,900 2,997 3,641 4,025 4,106 3,170
2,628 2,538 2,202 2,540 2,828 3,024 2,997 2,435
386 459 698 456 812 1,001 1,109 734
1,414 1,791 1,388 1,431 3,593 2,964 4,179 1,825
19 136 151 139 266 1,015 344 141
895 794 1,062 841 886 1,305 1,043 996
558 813 637 408 690 614 1,371 448
746 810 802 678 481 590 586 689
7,458 8,252 7,998 7,285 10,127 12,152 11,842 8,145
7,438 8,116 7,847 7,147 9,860 11,137 11,498 8,004
6,949 7,599 7,235 6,712 9,118 10,102 9,227 7,296
8,022 8,650 8,655 8,015 10,828 11,992 14,176 8,590
5,545 5,726 5,776 5,675 7,704 7,589 8,468 6,031
489 516 612 434 742 1,035 2,270 708
1,021 1,238 1,022 951 1,293 1,858 1,343 887
7,622 8,389 8,450 7,638 10,619 11,859 13,837 8,439
7,133 7,873 7,838 7,203 9,877 10,825 11,567 7,731
2,733 12,143 13,079 8,849 17,211 34,352 19,680 9,759
0.69 1.19 1.13 1.51 1.54 1.89 1.65 1.41
5.5 5.0 6.5 6.5 6.0 5.0 5.5 5.6
502 426 411 439 810 687 540 486
423 386 385 410 410 460 470 403
37.0 37.8 34.2 36.5 43.0 46.8 40.9 36.0
3.9 6.4 14.3 7.4 17.9 22.9 20.2 13.5
71.1 69.3 66.9 71.5 69.4 67.9 69.5 69.3

financial equalisation scheme and financial capacity-dependent supplementary
central government grants according to provisional settlement figures. 7 Exclud-
ing financial capacity-dependent supplementary central government grants and
compensation for motor vehicle tax. 8 Interest expenditure as a percentage of
debt at the end of the previous year. 9 Revenue-weighted average local govern-
ment multipliers for 2022. 10 Public sector staff working in state and local gov-
ernments as at 30 June 2021. Areas in which non-public sector enterprises nor-
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Total Item
€ million  Derivation of partially adjusted structural balances
Fiscal balance (1)
14,987 Memo item: € million
-12,232 Financial transactions (net) (2)
Settlement of payments under the state government financial
- 786 equalisation scheme (3)
26,434 Adjusted balance (4)=(1)-(2)+(3)
1,710 Cyclical component? (5)
0 One-off effects (6)
24,724 Partially adjusted structural balance (7)=(4)-(5)-(6)
—22,132 Memo item: Coronavirus response and energy price measures
Adjusted structural balance; temporary corona-
46,856 virus and energy price measures removed
9,587 Net interest burden2 (8)
34,311 Partially adjusted structural primary balance (9)=(7)+(8)
Memo item: Adjusted structural balance; temporary corona-
56,443 virus and energy price measures removed

Expenditure, revenue and debt

Total expenditure (10)
of which:
Personnel expenditure3 (11)
Expenditure on current staff (11a)
Civil service pension benefits4 (11b)
Other operating expenditure (12)
Interest expenditure (13)
Transfers to households (14)
Current transfers to enterprises (15)
Fixed asset formation (16)

Adjusted total expenditure> (17)
Less interest expenditure (17a)
Less interest expenditure and fees (17b)

Total revenue (18)
of which:
Tax revenue® (19)
Fees (20)
Transfers from central government? (21)

Adjusted total revenue> (22)
Less fees (22a)

Debt at year-end (23)
Calculated average rate of interest (%)8 (24)

Tax rates and multipliers
Real estate acquisition tax (%) (25)
Real estate tax B (%)9 (26)
Local business tax (%)9 (27)

Other figures
Staff (FTEs per 1,000 inhabitants)10 (28)
Recipients of pension benefits (per 1,000 inhabitants)11 (29)
A 13 annual gross civil servant pay (in €1,000)12 (30)

mally operate (such as university and other hospitals, nutrition, utilities, transport,
finance) are not included. 11 Recipients of state and local governments’ civil ser-
vice pension benefits as at 1 January 2022. 12 Total of annual basic salary at the
final level of the pay grade, general job-based allowance or structural allowance,
special payment(s), assuming a 40-hour week. Total column shows the un-
weighted mean here. The A 13 pay grade applies in particular to many school
teachers. Source: DGB Besoldungsreport 2023.
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Budgetary figures for state governments (including local governments) in 2022: change against 2021"

Item BW BY BB HE MV NI NW RP SL
Derivation of partially adjusted structural balances € per capita
Fiscal balance (1) - 38 321 85 158 276 131 = 279 -226 —2,987
Memo item: € million - 387 4,266 213 1,022 450 1,073 -5040  -905 -—2,956
Financial transactions (net) (2) - 21 = i - 4 - 39 = 3 21 - 90 - 16 -3,616
Settlement of payments under the state government financial
equalisation scheme (3) - 45 - 8 - 72 60 - 60 - 88 6 458 - 170
Adjusted balance (4)=(1)—(2)+(3) - 62 324 17 256 220 22 - 183 247 459
Cyclical component? (5) 14 15 13 16 13 13 14 16 13
One-off effects (6)
Partially adjusted structural balance (7)=(4)—(5)—(6) - 76 309 4 241 207 9 - 197 231 446
Memo item: Coronavirus response and energy price measures
Adjusted structural balance; temporary coronavirus
response and energy price measures removed
Net interest burden2 (8) - 26 0 - 27 - 24 - 16 30 - 10 8 - 8
Partially adjusted structural primary balance (9)=(7)+(8) - 102 309 - 23 217 192 39 - 208 239 438
Memo item: Adjusted structural primary balance; temporary
coronavirus response and energy price measures
removed
Expenditure, revenue and debt € per capita
Total expenditure (10) 279 - 43 264 2 496 345 764 205 - M
of which:
Personnel expenditure3 (11) 219 81 124 106 106 113 141 56 97
Expenditure on current staff (11a) 96 68 105 101 94 95 122 56 82
Civil service pension benefits4 (11b) 123 13 19 5 12 18 19 0 15
Other operating expenditure (12) 67 13 100 36 223 135 90 137 241
Interest expenditure (13) -3 - 2 -2 - 22 2 27 - 1N 7 - 7
Transfers to households (14) 34 21 87 55 67 67 40 44 — 251
Current transfers to enterprises (15) - 171 24 - 136 — 224 35 0 20 5 81
Fixed asset formation (16) 37 13 41 PZ 24 57 45 23
Adjusted total expenditure> (17) 248 - 77 370 - 34 511 340 616 185 —3,798
Less interest expenditure (17a) 284 - 74 391 - 13 509 313 627 178  —3,791
Less interest expenditure and fees (17b) 264 - 108 351 - 40 412 281 565 126 —3,832
Total revenue (18) 240 278 348 162 772 476 485 - 21 -3,144
of which:
Tax revenue® (19) 467 349 306 316 517 450 412 355 464
Fees (20) 20 34 40 28 97 32 62 52 42
Transfers from central government? (21) — 240 - 187 21 - 166 12 -136 - 86 -220 - 181
Adjusted total revenue5 (22) 171 233 357 209 585 343 416 416 —3,538
Less fees (22a) 151 199 317 181 488 311 354 364 —3,580
Debt at year-end (23) - 310 22 -552  -319 -709 -163 - 59 - 236 2,408
Calculated average rate of interest (percentage points)8 (24) -0.64 -0.20 -0.26 -0.15 0.20 0.28 —-0.11 0.16 - 0.01
Tax rates and multipliers
Real estate acquisition tax (percentage points) (25) 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Real estate tax B (percentage points)? (26) 6.5 1.6 2.8 10.8 4.2 1.7 8.3 18.5 5.4
Local business tax (percentage points)9 (27) 6.7 - 09 124 1.3 1.8 03 3.7 —-44.9 3.1

Sources: Federal Statistical Office, quarterly cash statistics (including post-book-
ings); Bundesbank calculations. * Core budgets and off-budget entities. Abbrevi-
ations: BW — Baden-Wirttemberg, BY — Bavaria, BB — Brandenburg, HE — Hesse,
MV — Mecklenburg-West Pomerania, NI — Lower Saxony, NW — North Rhine-West-
phalia, RP — Rhineland-Palatinate, SL — Saarland, SN — Saxony, ST — Saxony-Anhalt,
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SH — Schleswig-Holstein, TH — Thuringia, BE — Berlin, HB — Bremen, HH — Ham-
burg. 1 Data pursuant to the Bundesbank’s cyclical adjustment procedure based
on figures from the spring 2023 macroeconomic forecast. 2 Interest expenditure
less interest income. 3 Including healthcare subsidies and refunds to central gov-
ernment for legacy claims for pension benefits in eastern Germany (under the
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Total Total Item
€ per capita € million  Derivation of partially adjusted structural balances
17 . Fiscal balance (1)
9,924 Memo item: € million
- 44 - 3755 Financial transactions (net) (2)
Settlement of payments under the state government financial
- 14 - 1,200 equalisation scheme (3)
147 12,478 Adjusted balance (4)=(1)-(2)+(3)
14 1,224 Cyclical component? (5)
One-off effects (6)
132 11,254 Partially adjusted structural balance (7)=(4)—(5)-(6)
- 156 —13,077 Memo item: Coronavirus response and energy price measures
Adjusted structural balance; temporary coronavirus
289 24,333 response and energy price measures removed
- 9 - 1 Net interest burden2 (8)
123 10,606 Partially adjusted structural primary balance (9)=(7)+(8)
Memo item: Adjusted structural primary balance; temporary
coronavirus response and energy price measures
282 23,684 removed
€ per capita Expenditure, revenue and debt
234 . Total expenditure (10)
of which:
120 . Personnel expenditure3 (11)
92 . Expenditure on current staff (11a)
29 . Civil service pension benefits4 (11b)
90 . Other operating expenditure (12)
- 1 . Interest expenditure (13)
37 . Transfers to households (14)
- 77 . Current transfers to enterprises (15)
30 . Fixed asset formation (16)
175 . Adjusted total expenditure> (17)
186 . Less interest expenditure (17a)
145 . Less interest expenditure and fees (17b)
350 . Total revenue (18)
of which:
420 . Tax revenue® (19)
41 . Fees (20)
- 136 . Transfers from central government? (21)
306 . Adjusted total revenue5 (22)
264 . Less fees (22a)
- 335 . Debt at year-end (23)
-0.11 . Calculated average rate of interest (percentage points)8 (24)
Tax rates and multipliers
0.2 . Real estate acquisition tax (percentage points) (25)
5.5 . Real estate tax B (percentage points)9 (26)
- 04 . Local business tax (percentage points)9 (27)

Entitlement Transfer Act (Anspruchs- und Anwartschaftsiberfihrungsgesetz
AAUG)). 4 Including healthcare subsidies and AAUG payments. 5 Excluding finan- settlement figures. 7 Excluding financial capacity-dependent supplementary cen-
cial transactions. Payments under the state government financial equalisation tral government grants and compensation for motor vehicle tax. 8 Interest ex-
scheme are settled on the revenue side. 6 Taxes and compensation for motor ve- penditure as a percentage of debt at the end of the previous year. 9 Revenue-
hicle tax; state government financial equalisation scheme and financial capacity- weighted average local government multipliers.

- dependent supplementary central government grants according to provisional
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