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Public finance Central, state and local government

In the fourth quarter of 2002 the central,

state and local government budgets – accord-

ing to the results available so far – recorded a

more favourable outturn than in the same

period in 2001. However, at that time the de-

velopment had been influenced by several

negative exceptional factors, which means

that the budgetary position has not necessar-

ily changed for the better. In 2002 as a

whole, each level of government (excluding

the special funds) expanded its deficit consid-

erably. The combined deficit of central, state

and local government amounted to over 360

billion, after having already risen sharply to

347 billion in 2001. The main reason for this

was the fall in tax receipts which also dragged

down total revenue. Expenditure growth ac-

celerated, not least owing to a sharp increase

in labour market-related spending; the rise

was probably under 2%, however.

Budgetary developments this year are being

influenced by considerable uncertainties with

regard to the overall economic outlook and

the effects of fiscal measures which have

been taken or which are still under discus-

sion. The budgetary plans of the Federal Gov-

ernment and the Land Governments envisage

markedly lower deficits vis-à-vis the results for

2002. A key requirement for achieving this,

however, is the imposition of tight expend-

iture curbs in accordance with the targets set

by the Financial Planning Council. Another

major consideration will be whether the total

amount of the envisaged consolidation meas-

ures is actually implemented.

Overview
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Tax receipts1 in the fourth quarter of 2002

went up by just over 6% vis-à-vis the same

period last year, after declining sharply in the

first half of the year and stagnating in the

third quarter. This end-of-year improvement

was, however, partly attributable to the fact

that corporation tax receipts had been

dented by 311�2 billion at the end of 2001

inter alia by an exceptionally high tax refund.

But even after allowing for this special factor,

corporation tax receipts recovered, whereas

the other income tax receipts did not quite

match the corresponding figures from the

previous year and turnover tax receipts in-

creased only marginally. According to the pre-

liminary outturn – which includes only an es-

timate for local authority taxes – tax revenue

in 2002 as a whole was 1.2% lower than in

2001. The overall tax ratio (as defined in the

government’s financial statistics) receded fur-

ther by 0.7 percentage point to 20.9%, after

already decreasing sharply in 2001 mainly as

a result of the tax reform. Although tax re-

ceipts exceeded the most recent official esti-

mate from November by 311�2 billion, they still

fell 325 billion (just over 1% of GDP) short of

the comparable tax estimate from autumn

2001 – on which the budgets were largely

based. The tax shortfalls vis-à-vis the budget

plans were consequently twice as high as in

2001.

These shortfalls affected almost all major

taxes. Turnover tax receipts declined for the

second consecutive year with a drop of 1�2%

and thus fell 371�2 billion below the expect-

ations of autumn 2001. This was mainly due

to the fact that nominal domestic demand

decreased last year for the first time in a long

while. Moreover, the measures aimed at com-

bating tax fraud, which were adopted at the

end of 2001, did not apparently yield any sig-

nificant additional revenue. The shortfalls in

corporation tax receipts were even higher

(381�2 billion), although positive receipts of

just under 33 billion were recorded, after cor-

poration tax receipts had been marginally ex-

ceeded by refunds in 2001. Corporation tax

yielded considerably less than the amount

that might have been arithmetically expected

from the tailing-off effect of the large distri-

butions of retained profits in 2001. Besides

the further decline in advance tax payments

as a result of the unfavourable earnings

trend, a notable factor was the considerable

Change from previous year
%

Tax receipts, total 1

1st hf 2nd hf 1st hf 2nd hf Q1 Q2 Q3 Q4

Tax revenue

1 Including EU shares in German tax rev-
enue, but excluding receipts from local au-
thority taxes, which are not yet known for
the last quarter recorded.
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refunds in respect of fiscal 2001 with its poor

profitability for which the corporate tax re-

turns for 2001 appear to have been submit-

ted earlier than usual by many firms. It was

also the last chance for corporations to claim

tax write-downs on their participating inter-

ests before the tax exemption of capital gains

from the sale of domestic participating inter-

ests came into force at the beginning of

2002.2 Wage tax receipts declined marginally

vis-à-vis the previous year and were conse-

quently almost 35 billion lower than expected

in the autumn 2001 forecast. Before deduct-

ing child benefit, which was increased last

year, they rose by 13�4%. This weak trend was

mainly due to the fact that gross wages and

salaries grew last year by just under 1%,

which was 2 percentage points less than ini-

tially expected.

A marked rise in tax revenue – which is likely

to exceed that of nominal GDP – is expected

this year. This is due inter alia to the planned

and partly adopted tax measures. A tax rev-

enue increase of just over 4% was antici-

pated in the official estimate from November.

If the additional revenue arising from curbing

the exemptions from the “ecology tax” and

the draft Act to Reduce Tax Subsidies is in-

cluded, this gives a revenue increase of 51�2%,

based on the nominal economic growth ex-

pected at that time of just over 3%. As things

stand now, however, it appears likely that

overall economic growth will be down on the

expectations made in autumn. Furthermore,

it is still uncertain to what extent the Bundes-

rat will approve those parts of the tax pack-

age that require its assent.3

In the fourth quarter the Federal Government

budget recorded a surplus of 33 billion,

which was somewhat higher than in the

fourth quarter of 2001. In 2002 as a whole,

however, the deficit rose steeply by 3111�2 bil-

lion to 3321�2 billion. This also significantly

overshot the original budgetary expectations

(3231�2 billion).4 On the one hand, this was at-

Trends in the revenue from major taxes

Revenue
in 5 billion

Full year

Type of tax 2001 2002

Change
from
pre-
vious
year
in %

Wage tax 132.6 132.2 – 0.3

Assessed income tax 8.8 7.5 – 14.0

Corporation tax – 0.4 2.9 .

Turnover tax 138.9 138.2 – 0.5

of which Q4

Wage tax 38.9 38.9 – 0.0

Assessed income tax 4.7 4.5 – 3.2

Corporation tax – 1.9 3.2 .

Turnover tax 35.6 36.0 + 0.9

Deutsche Bundesbank

2 Losses arising from the sale of participating interests
were likewise tax-deductible only until 2001.
3 For an assessment of the draft Act to Reduce Tax Sub-
sidies now being considered by the Bundestag and the
Act Continuing the Ecological Tax Reform, which has al-
ready been passed, see details in Deutsche Bundesbank,
Recent tax revenue trends, Monthly Report, Decem-
ber 2002, in particular pp 27 ff.
4 However, the budget outturn was more favourable (by
341�2 billion) than the supplementary budget adopted by
the Federal Cabinet in November last year which, with a
deficit of just under 3371�2 billion, took account of the tax
shortfalls expected at the time and higher labour market-
related expenditure. Tax revenue exceeded the corres-
ponding estimate by almost 311�2 billion, while expend-
iture was just over 33 billion below expectations.

... and this year Federal
Government
budget
in 2002...
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tributable to sizeable tax shortfalls, which –

after netting with lower transfers to the EU

budget – amounted to a little more than 37

billion. On the other hand, payments relating

to unemployment assistance and grants to

the Federal Labour Office together exceeded

the expectations by 351�2 billion. Other ex-

penditure was, however, 331�2 billion lower

than anticipated. This applies particularly to

interest payments, which profited from high

premiums on the new issues of Federal secur-

ities, and guarantees. In the case of non-tax

revenue, privatisation proceeds were down

by around 33 billion, but this was offset by

additional receipts in other areas (such as in-

creased loan repayments). On balance, the

marked overshooting of the targeted budget

deficit was not due to a lax budgetary policy

but was primarily a consequence of the

macroeconomic trend, which was far more

unfavourable than expected.

The Federal draft budget for 2003, which

was revised after the German parliamentary

elections of September 2002, envisages that

the deficit will decline noticeably to just

under 3191�2 billion, whereas the original

plans had anticipated a deficit of 316 billion.

The upward revision of the estimated deficit

is due to tax revenue shortfalls. Although the

2002 outturn was somewhat more favour-

able than had been expected in November,

the budget for 2003 is subject to consider-

able risks. The Federal Government mean-

while expects real economic growth of merely

around 1%; this is 1�2 percentage point lower

than estimated in autumn 2002. This new

forecast, too, is subject to significant risks.

Moreover, the plans also include numerous

relief measures, the realisation of which

seems uncertain at the moment. For example,

the projected extent of the savings from im-

plementing the planned labour market re-

form (Hartz plan) is not yet assured.

If the 2003 Federal draft budget can be suc-

cessfully implemented in a difficult macroeco-

nomic climate, this would represent a consid-

erable consolidation advance. Expenditure is

to be cut by almost 2% vis-à-vis the supple-

mentary budget estimate for 2002 and by
1�2% compared with the lower outturn for

last year; even including additional expend-

iture on account of flood damage, this would

be in line with the provisions of the Financial

Planning Council’s guidelines. This will require

actual enforcement of the announced meas-

ures in the course of the budget implementa-

 5 bn

 5 bncumulative

2002

2001

Q1 Q2 Q3 Q4
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tion and ensuring that the envisaged volume

of relief measures is actually achieved. Such

structural consolidation is imperative in view

of the large deficit recorded last year and also

with regard to the credibility of national and

international fiscal policy agreements.

The special funds recorded a surplus of 38 bil-

lion in 2002, exceeding the figure for 2001

by 33 billion. The main reason for this was

the marked increase in the share of the Bun-

desbank profit accruing to the Redemption

Fund for Inherited Liabilities. However, the

surplus is expected to decrease noticeably in

2003.

Although the deficit of the Land Govern-

ments fell by 34 billion in the fourth quarter

of 2002 compared with the previous year to

311 billion, the deficit in the last quarter of

2001 had been particularly high owing to

several significant exceptional factors, such as

sizeable tax refunds, the repayment of natural

gas extraction royalties and a substantial ac-

quisition of participating interests. Contrary

to the plans – which originally predicted a

deficit reduction to about 320 billion – the

deficit in 2002 as a whole came to 331 bil-

lion, thereby further exceeding the already

high amount of 326 billion registered in

2001. The principal cause of this was the

drop in tax receipts. At first glance, expend-

iture growth appears to have been stopped.

However, after being adjusted to account

for the aforementioned exceptional burdens,

spending increased by 11�2%; expenditure on

personnel had a particular impact here, rising

more markedly by 21�2%. The budget plans of

state government for 2003 envisage signifi-

cantly lower deficits (of around 323 billion ac-

cording to the current state of planning), not

least by resorting to one-off measures, such

as asset disposals. However, as is the case

with the Federal Government, the plans con-

tain a large degree of uncertainty.

For local government only the results for the

first three quarters are available. During this

period, the deficit amounted to just under

361�2 billion, which was double the figure for

the first three quarters of 2001. The con-

tinued sharp decline in tax receipts (by 61�2%)

was the main reason for the decrease of al-

most 11�2% in overall revenue. By contrast,

expenditure growth accelerated to just under

2%; a further decline in construction invest-

ment was offset by a significant rise in social

benefits, personnel expenditure and other

operating expenditure. The development in

the fourth quarter – which is not yet known –

is unlikely to have had a decisive impact on

the unfavourable underlying tendency for

2002 as a whole. The financial situation is not

expected to improve this year, not least due

to the fact that the forthcoming final settle-

ment of the municipal tax-sharing arrange-

ments is likely to result in lower grants to the

local authorities. Furthermore, additional per-

sonnel expenditure will arise from the pay

settlement for the public sector for the local

authorities in eastern Germany, in particular,

due to the further approximation of the wage

scales for eastern Germany to the western

level.

Indebtedness of central, state and local gov-

ernment rose by just under 39 billion in the

fourth quarter. Besides a relatively small in-

Special funds

Land
Governments

Local
authorities

Indebtedness
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crease in capital market indebtedness (31�2 bil-

lion), short-term cash advances and money

market loans went up sharply by just over 38

billion. In 2002 as a whole, net market bor-

rowing amounted to 3541�2 billion. Whereas

public authorities had much greater recourse

to tradable capital market securities (367 bil-

lion net), their outstanding amount of bank

loans not serving to assure liquidity in the

short term declined by over 3151�2 billion.

Social security funds

Although the wages and salary earners’ pen-

sion insurance scheme recorded its customary

surplus in the fourth quarter of 2002 (of al-

most 31 billion), it was more than 311�2 billion

lower than in the same period of 2001. The

main reason for this was the weak trend in

contribution receipts. In 2002 as a whole the

deficit reached 35 billion, thus exceeding the

figure for 2001 by 341�2 billion. With the deci-

sion to reduce the lower limit for the fluctu-

ation reserve to 80% of one month’s expend-

iture in order to be able to keep the contribu-

tion rate at 19.1%, the foundations for an in-

crease in the deficit had been laid. But the ac-

tual level of the fluctuation reserve recorded

at the end of 2002 – 63% of one month’s

expenditure – fell well short even of the re-

duced target since the growth of gross wages

and salaries subject to compulsory insurance

contributions was appreciably dampened by

the unfavourable economic development.

Following the high deficit last year, both a rise

in the contribution rate to 19.9% and a fur-

ther increase in the Federal grant from the

last stage of the ecological tax reform would

have been necessary at the beginning of the

year in the light of the expectations of au-

tumn 2002 to bring the fluctuation reserve

back up to the minimum level. In order to

curb the negative macroeconomic impact of

such an increase in non-wage labour costs,

the required level of fluctuation reserves was

reduced further to at least 50% of a month’s

expenditure. In addition, the ceiling for earn-

ings subject to contributions was raised mark-

edly. These measures made it possible to limit

the rise in contribution rates to 19.5% (from

19.1%). However, in the meantime, several

new burdens have appeared on the horizon.

For example, the 2003 Annual Economic Re-

port reduced the projected growth rate of

gross wages and salaries by 1�2 percentage

point to 2%. In addition, revenue shortfalls

Net borrowing in the market by
central, state and local government

5 billion

of which

Period Total
Securi-
ties 1

Loans
against
borrow-
ers’
notes 2

Memo
item
Acquisi-
tion by
non-
resi-
dents

2001 + 14.2 + 56.3 – 6.6 + 1.1
of which

Q1 – 10.4 + 13.9 + 9.7 – 11.8
Q2 – 6.1 + 7.5 – 13.7 – 0.5
Q3 + 15.6 + 18.5 – 1.8 + 14.9
Q4 + 15.2 + 16.4 – 0.9 – 1.6

2002 pe + 54.5 + 67.0 – 11.3 ...
of which

Q1 + 25.6 + 15.2 + 10.5 + 7.2
Q2 + 1.5 + 22.9 – 21.4 + 11.7
Q3 + 18.6 + 25.1 – 5.4 + 15.5
Q4 pe + 8.9 + 3.8 + 5.1 ...

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

Deutsche Bundesbank

Statutory
pension
insurance
scheme

Outlook
for 2003
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are anticipated to ensue from the new ar-

rangements applying to low-paid part-time

workers. Further strains may arise from the

possibility as from December of shifting wage

and salary payments to the end of the month

contained in the latest public sector pay

settlement as the related social security con-

tributions will only be recorded in the follow-

ing month, resulting in a one-off gap at the

end of 2003. Therefore, the statutory pension

insurance fund is likely to record a deficit in

2003, too.

The Federal Labour Office saw its deficit

reach 31 billion in the fourth quarter of 2002,

after recording a surplus of 31�2 billion in the

same period of 2001. A marginal decrease in

revenue from contributions contrasted with a

steep increase in expenditure of just under

11%. In 2002 as a whole the financial gap

amounted to 351�2 billion, which was almost

three times as high as the outturn in 2001

and as the budgeted deficit for 2002. While

revenue grew by only 1�2%, expenditure rose

by 71�2%. The cost of unemployment benefit

went up by almost 10%, chiefly as a result of

a jump in the number of recipients.5 Expend-

iture on active labour market measures rose

by 11�2%. Whereas spending on job creation

measures fell by over one-sixth, spending on

vocational training expanded by just under

6%.

Despite the assumed anticipated further in-

crease in the number of unemployed persons

by 80,000 to 4.14 million, the Federal Labour

Office’s budget plans do not foresee a deficit

in 2003. However, the macroeconomic trend

is now being assessed more negatively and,

according to the Annual Economic Report

presented at the end of January, a steeper

rise in the number of unemployed persons (to

around 4.2 million) is now expected. This will

lead to additional risks for both revenue

and expenditure. Furthermore, it is uncertain

whether the total budgetary relief expected

from the adoption of the laws on modern

labour market services (Hartz reforms) will

actually be realised. Unless additional savings

are made in the field of active labour market

policy schemes which are significantly higher

than those already envisaged in the budget, a

Federal Government grant may be necessary

in 2003, too, to offset a new deficit.

Quarterly
 5 bn

 5 bn

Surplus (+) or deficit (−)

Revenue

Expenditure

Wage and salary earners’
pension insurance scheme
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5 The number of unemployed persons averaged 4.06 mil-
lion during the year (compared with 3.89 million forecast
in the budget plans) and the number of people receiving
unemployment benefit also exceeded the estimate by
some 170,000.

Federal Labour
Office

Outlook for
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Health insurance contributions were in-

creased at the beginning of 2002, in part in

order to replenish the reserves following the

substantial deficit sustained in 2001. The

average rate went up by over 0.3 percentage

point to 14.0%. This was the main reason

why the revenue of the statutory health insur-

ance funds grew by just under 31�2% in the

first three quarters. However, expenditure

grew nearly as fast, fuelled primarily by a

surge in the outflow of funds spent on

pharmaceuticals and hospital treatment. The

outturns of the other social security sectors

indicate an unfavourable contribution trend

in the fourth quarter of 2002, which means it

is unlikely that the deficit was lower last year

than the almost 33 billion recorded in 2001.

This year numerous measures are envisaged,

which should yield total savings of 33 billion,

such as compulsory discounts in the pharma-

ceutical sector, a freeze on budgets for hos-

pital and doctors’ fees and making it harder

for patients to switch to private health insur-

ance schemes by raising the earnings ceiling

below which such a switch is not possible.

Even so, many statutory health insurance in-

stitutions had to raise their contribution rate

again perceptibly, so that the average rate is

now probably around 14.4%.

General government budget trends

According to the preliminary outturn, the

general government deficit ratio, as defined

in the Maastricht Treaty, was 3.7% in 2002

compared with 2.8% in 2001.6 On 21 Janu-

ary the Ecofin Council decided that Germany

has an excessive deficit as defined in the

Maastricht Treaty (see box on page 53).

Whereas the sharp rise in the deficit in 2001

was largely attributable to the sizeable tax

cuts and was therefore of a structural nature,

the fiscal policy stance in 2002 had little bear-

ing on the increase in the deficit. The main

Quarterly
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Surplus (+) or deficit (−)

Expenditure on...
...unemployment benefits and
   short-time working benefits

...vocational
   training 2

Expenditure, total

Revenue 1

Federal Labour Office

1 Excluding Federal Government liquidity
assistance. — 2 Including job creation meas-
ures.
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6 At the beginning of each year, the Federal Statistical
Office publishes the preliminary national accounts out-
turn for the previous year, in which the development in
the fourth quarter, in particular, is largely estimated.
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The excessive deficit procedure applied to Germany

In the Maastricht Treaty adopted in 1992 –
which was later concretised and supplement-
ed by the Stability and Growth Pact – the
member states of the European Union com-
mitted themselves to avoiding excessive def-
icits. In particular, the provisions stipulate
that the government debt ratio and the def-
icit ratio may exceed their respective refer-
ence values of 60% and 3% only in very ex-
ceptional circumstances. This is intended to
ensure sound public finances and inter alia
make it easier for the European Central Bank
to carry out its task of safeguarding price sta-
bility. To ensure compliance with these provi-
sions, an early warning system for undesirable
fiscal developments and a system of sanctions
(“excessive deficit procedure”) were estab-
lished. A year ago the European Commission
recommended that an early warning be is-
sued to Germany (and also to Portugal) be-
cause it had fallen well short of the targets
set in the 2001 stability programme and its
deficit ratio was very close to the 3% ceiling.
However, the Ecofin Council did not put the
Commission’s recommendation to the vote
since Germany had already promised to try to
comply with the reference value for the def-
icit ratio in 2002 and to achieve a close-to-
balance budget by 2004.

Last November the European Commission
forecast a deficit ratio for Germany of 3.8% in
2002. A similar figure was assumed in the Ger-
man stability programme which was updated
in December. On 21 January this year the
Ecofin Council, acting on a recommendation
from the European Commission, then decided
that an excessive deficit existed in Germany.
After Portugal, Germany thus became the
second country since the beginning of monet-
ary union for which an excessive deficit pro-
cedure has been set in train. At the same
time, the Council issued a recommendation to
Germany. It calls for the German government
to correct its excessive deficit as rapidly as
possible. In addition Germany is urged to seek
resolutely to achieve the aim – based on pre-
dicted growth of 11�2% – of reducing the def-
icit ratio in 2003 to 23�4% as envisaged in

the updated stability programme. The Coun-
cil’s recommendation notably demands strin-
gent budget management and the implemen-
tation of the measures announced for this
year, amounting to 1% of GDP. In line with
the provisions of the Stability and Growth
Pact, Germany has been given a deadline of
four months, ie until 21 May 2003, to carry
this out. If any of these measures are not im-
plemented, they should be replaced by others
so as to maintain the overall volume of con-
solidation. Finally, the Council recommended
Germany to prevent its debt ratio from in-
creasing further in 2003, and to reduce it in
subsequent years. If Germany fails to carry
out these recommendations, further steps
will be taken which may ultimately lead to
the imposition of sanctions, which may in-
clude severe fines.

In its opinion on the updated German stabil-
ity programme, the Council considers the real
growth rate expected for 2003 of 11�2% (which
has since been revised to 1% in the Federal
Government’s Annual Economic Report) to be
overly optimistic. In order to enhance the
country’s growth potential, the Council calls
for reforms of the labour market and the so-
cial security systems. In the Council’s view, the
objective of reaching a structural budget pos-
ition that is close to balance by 2006, as envis-
aged in the programme, is attainable only if
the announced measures are implemented in
full, the expenditure targets for 2003 and
2004 are met and strict spending limits are set
for the subsequent years, too. Given these
provisions, the structural budget position
would improve by more than 0.5% of GDP
each year except in 2005. The German author-
ities have been requested to ensure that the
next stages of the tax reform in 2004 and
2005 are compatible with a steady adjustment
path towards a balanced budget. Although
the Council welcomed the agreements on the
“national stability pact”, it considered them
insufficient to guarantee compliance with the
general government budget objectives in the
context of Germany’s federalist system.

Deutsche Bundesbank
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reason for the rise was the much weaker rev-

enue trend both of central, state and local

government and of the social security funds.

The overall taxes and social security ratio re-

ceded by almost 3�4 percentage point, even

though some excise taxes and health insur-

ance contributions were raised substantially.

Revenue from taxes and social security contri-

butions developed far more unfavourably

than would have been expected based on the

development of nominal GDP. Not least, tem-

porary factors, such as write-downs in the

corporate sector, are also likely to have had

an impact.

In 2002 expenditure grew by 2% and thus

somewhat more sharply than in 2001 (13�4%),

even though several extraordinary burdens

had been recorded in 2001 – especially for

the Land Governments. Expenditure in 2002,

however, was fuelled particularly by the in-

crease in child benefit and the marked rise in

labour market-related spending. The outlays

of the social security funds went up consider-

ably more sharply (by 31�2%) than those of

central, state and local government (2%, or

1% excluding transfers to the social security

funds). Among other factors, lower invest-

ment spending and – in view of the favour-

able interest rate – broadly stagnating interest

expenditure had a dampening effect on the

overall expenditure of central, state and local

government.

The development of public finance in the cur-

rent year is marked by great uncertainty ensu-

ing from geopolitical and macroeconomic

risks. Furthermore, various fiscal projects are

still being debated in parliament, and the im-

pact of some measures which have already

been adopted is difficult to gauge. Neverthe-

less, from the present vantage point it still

seems feasible to reduce the general govern-

ment deficit ratio to a maximum of 3%. If

the planned consolidation package is imple-

mented in full and, concurrently, a stringent

budgetary course is maintained in line with

the Financial Planning Council’s guidelines,

the deficit ratio is still likely to fall noticeably

even if real GDP growth is weaker than the

figure of 11�2% assumed in the German stabil-

ity programme. The revenue trend, in particu-

lar, will make itself felt because the taxes and

social security ratio will rise considerably in

the wake of the higher contribution rates to

the statutory pension insurance scheme and

the statutory health insurance fund and the

tax measures (primarily concerning excise

taxes). Lowering the high deficits of the social

security funds will necessitate introducing

and implementing reforms of the statutory

health insurance system and the Federal La-

bour Office and, in addition, keeping expend-

iture under tight control.

The updated German stability programme

presented in December emphasises the im-

portance of the European Stability and

Growth Pact as the anchor of a stability-

oriented fiscal policy in Europe. According to

the medium-term forecast, the general gov-

ernment deficit ratio is to be lowered to

23�4% this year and completely eliminated by

2006 (see table on page 55). This is to be at-

tained by reducing the government expend-

iture ratio by 4 percentage points while leav-

ing the taxes and social security ratio un-

altered. The forecast is based on the assump-
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tion that the agreements reached by the Fi-

nancial Planning Council to limit spending are

observed and that an economical expenditure

policy is pursued up to 2006. Further assump-

tions are that the planned consolidation

measures will be implemented largely in line

with the government’s decisions from last au-

tumn, that the budgets of the social security

funds will close more or less in balance and

that the overall economic climate will im-

prove steadily over the next few years. In the

meantime, however, the Federal Government

– in its Annual Economic Report – has as-

sessed the macroeconomic outlook for 2003

less favourably. The expectation for real GDP

growth was lowered by 1�2 percentage point

to around 1%. Nonetheless, the deficit ratio

is still not expected to exceed 3%.

The past two years in Germany were marked

by a dramatic increase in the general govern-

ment deficit. Starting from a non-balanced

budget in 2000 when the economic climate

was favourable, this resulted last year in an

overshooting of the 3% ceiling set by the

Maastricht Treaty. The deficit increase and the

general fiscal policy discussion have contrib-

uted to widespread uncertainty, particularly

since doubts have arisen regarding the man-

ageability and the future orientation of fiscal

policy, and the fiscal policy framework in Eur-

ope has been called into question in some

quarters.

German fiscal policy is now faced with the

task of reinforcing public confidence in the

ability of government to govern and in the

national and international fiscal rules by im-

Key data of the Federal Government’s updated stability programme

in %

Item 2001 2002 2003 2004 2005 2006

Basis scenario:
Real GDP growth

Stability programme 2002 0.6 1�2 1 1�2 2 1�4 2 1�4 2 1�4
Stability programme 2001 3�4 1 1�4 2 1�2 2 1�2 2 1�2 –

Deficit ratio (–)
Stability programme 2002 – 2.8 – 3 3�4 – 2 3�4 – 1 1�2 – 1 0
Stability programme 2001 – 2 1�2 – 2 – 1 – 0 – 0 –

Debt ratio
Stability programme 2002 59.5 61 61 1�2 60 1�2 59 1�2 57 1�2
Stability programme 2001 60 60 59 57 55 1�2 –

Structural deficit ratio (–) – 2 3�4 – 3 – 2 – 1 – 1 – 1�2

Risk scenario (stability programme 2002):
Real GDP growth 0.6 1�2 1 1�2 2 2 2

Deficit ratio (–) – 2.8 – 3 3�4 – 2 3�4 – 1 1�2 – 1 – 1�2

Deutsche Bundesbank

Uncertainty
also concerning
fiscal policy
orientation

Sustainable
consolidation
through
implementing
the announced
course



Deutsche
Bundesbank
Monthly Report
February 2003

56

plementing a sustainable consolidation pro-

cess. In the shorter term – even based on the

less favourable outlook for macroeconomic

growth assumed in the Annual Economic Re-

port – every effort should be made this year,

as also demanded by the Ecofin Council, to

implement the announced extent of the fiscal

measures and to comply with the national

agreements at all budgetary levels to ensure

that the 3% deficit ceiling is not breached. In

the medium term the strategy outlined in the

stability programme of reducing government

activity with a view to reaching a balanced

budget position and subsequently facilitating

further tax cuts should be vigorously support-

ed as this would improve the conditions for

achieving growth. All levels of government

should therefore critically reappraise their cur-

rent service level and not baulk at making un-

popular decisions. Each of the tiers of govern-

ment should be obligated to achieve a bal-

anced budgetary position in the medium

term.


