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Introduction: Our way to municipal money

HOVZiggsGaenr(;n an What are the th(\eN rZaEC;ZaI
TASKS of the &

municipalities?

structure they
are embedded in?

municipalities get
their MONEY?

What How do the
What REVENUE do EXPENDITURE population and
they need for this? results from these tasks develop over

tasks? time?

Despite all the complexity and the discussions about tasks, in the end it is often a question of
one big and important question in Germany as well: the question of money.
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The three levels of Germany Intermediate Levels

Regional associations, districts, counties....

A large and multi-faceted federal state

1 federation

Population: 83 million

Gross Domestic Product (2017

Government debt (31.12.2018)
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16 Lander approx. 12,000 municipalities

from 560,000 inhabitants (Bremen) from 9inh. (Hallig Grode)
up to 17.9 million inhabitants (NRW) up to 3.6 million inh. (Berlin)

from € 26,500 per inh. (Mecklenburg-Western Pomerania)
up to € 64,600 per inh. (Hamburg)

from € 1,040 per inh. (Saxony)
up to € 31,800 per inh. (Bremen)



Municipalities in the German multi-level state

Levels

1 European Union

1 Federal Republic

of Germany
(Federation)

16 federal states

284 districts

107 district-free cities

11 091 municipalities
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Tasks

Single market,
agriculture,
regional policy,
currency, etc.

Foreign affairs,
social affairs,
defence,
environment,
energy, economy,
transport, etc.

Administration,
education,
research, police,
justice etc.

Social affairs,
education, culture,
services of
general interest,
housing,
infrastructure, etc.

Cooperation

—
(8]
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Taxes
(proprietary)

Customs duties,
indirect: Own
resources

Energy and mineral
oil tax, tobacco tax,
motor vehicle tax,
solidarity
surcharge, social
security
contributions

Inheritance tax,
real estate transfer
tax, minor taxes

Property tax, trade
tax, dog tax, minor
taxes

Corporate income tax, parts of

Taxes

(shared)

3
o
=
e}
o
£

Value added tax, income tax

Financial

equalisation

Indirect: own resources + regional

policy

!

© Michael Théne (2017).



Allocation of tasks between federation - Lander - municipalities

wp Federation '

Foreign Service
National defence
Social security

Federal finance
administration

Pan-regional economic
development

Transport

Climate protection

Legislature

Federal

Council

Judicial review
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Lander

Education

Research and Science

. Municipalities

Municipal supervision and
municipal financing

Culture

State finance administration
Local public transport
Police and Justice

Regional economic
development

Regional

gov.

Sewage and waste disposal
Urban land-use planning
Child and youth welfare
Museums, sports facilities
Local schools

Local transport

Local water and energy
supply
Street cleaning

Local social welfare

Federal Constitutional Court State Constitutional Courts



Principles of the municipal system and its finances

Municipalities are assigned to the state level of the Lander. They have the right to
regulate all matters of the local community on their own responsibility. The following
principles must be observed:

e Decisions as decentralized as possible. A higher level only intervenes
when uniform regulation is clearly advantageous.

Principle of subsidiarity

* "He who orders pays." Centralized legislation requires centralized

Principle of connectedness | assumption.

e Correspondence between the revenue generated and the services

Principle of equivalence B e

Principle of solidarity e Redistribution from financially strong to weak municipalities

Equivalence of living

. e Justifies centrally organised regional compensation
conditions

Loyalty to other members EENRCEINEHERR e8]
of the federation:
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Regional planning and municipalities

Regional planning: Determines certain tasks for certain municipalities that others do

not have to / must not fulfil.

Overall objective: To achieve equal living conditions in all regions / areas, especially

in the area of public services.

Responsibilities: Federation - Lander - planning regions - municipalities

- From setting the frame down to minute details.

Concept of area categories

e Agglomerations and rural areas

Concept of central places and
axes

e Upper, middle and basic centres;
development axes

Concept of the regions

e For balanced functional spaces

Concept of large-scale priority
areas

e Not in all Linder, e.g. densely
populated areas

Currently: Federal and State Commission on the Equivalence of Living Conditions.




Key data for municipal finances 2016-2021

Mrd. Euro 2016 2017 2018* 2019* 2020* 2021*

Personnel

Material expenditure

Social benefits

Interest

Investments in tangible assets
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* Projektionen. Quelle: Deutscher Stadtetag (2018)
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Taxes, contributions, fees

Levies

Compulsory levies

. ; . Financing a specific Cost/benefit: service
SIS O B service has a certain "price"
(AO)
. .. Payment independent Administrative
Ability-to-pay principle of actual use fees

Examples: health
Examples: income tax, insurance contribution, User

sales tax, property tax road construction fees
contribution

Jens Bullerjahn / Michael Théne 10



German taxes and their distribution

2018 Federation

Community taxes

Wage and income taxes 117 208
Sales tax 116 513
Corporate income tax + withholding taxes 28 301

Federal taxes

Energy tax 40 882
Vehicle tax 9047
Tobacco tax 14 339
Electricity tax 6 858
Insurance tax 13779
Solidarity surcharge 18 327
Other 5 354
State taxes
Real estate transfer tax
Inheritance tax
Beer tax
Other
Municipal taxes
Property tax
Business tax (pseudo community tax) 2058
Other

Level totals 372 666
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Lander

117 208
110 841
28 301

14 084
6 813
655
2361

7020

287 283

Municipalities

41 182
7484

14 202
46 795
1710

111 373
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Trade tax: Local tax rates (2017)

The right to determine the local tax rate on company
profits ("business tax") in each municipality has a
long tradition, but is economically very controversial
because of tax competition.

Local tax rate
Collection rate points (2017)

B bis 325

[ 325-350
[ 1350-375
(1375 - 400
1400 - 425
[ 425 - 450
Bl 450 und mehr

[ Landergrenzen Lander borders

The map shows how strongly the state finances also

affect the collection rates:

e Strong municipalities do not need high rates (BY,
BW)

* Economically weak municipalities do not allow
high rates (MV, BB, ST...)

¢ Underfunding of municipalities forces high rates
(NW)

Quellen: Geobasisdaten € GeoBasis-DE /
BKG 2018; Hebesétze Deutsche
Industrie- und Handelskanmer
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Land Property tax: Local tax rates (2017)

Quellen: Geobasisdaten © GeoBasis-DE /
BKG 2018; Hebesatze Deutsche
Industrie- und Handelskammer
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The right to determine the amount of local land and
property tax in each municipality has a long tradition
and, unlike business tax, is not economically
controversial.

Local tax rate tax B

Collection rate points (2017)

I bis 350

[ 350 - 380
[1380-410
[1410 - 440
[ 440 - 500
B 500 und mehr

Lander borders

The map shows how strongly the state finances also

affect the collection rates:

* Strong municipalities do not need high rates (BY,
BW)

* Economically weak municipalities do not allow
high rates (MV, BB, ST...)

* Underfunding of municipalities forces high rates

(NW)

* Financial equalization laws of the Lander have

additional influence (hetero- / homogeneous)

13



Vertical municipal financial equalisations

*  Only a few municipalities finance themselves solely from levies —i.e. are "abundant".

e By far the majority of municipalities are integrated into the tax-revenue scheme of their federal
state ("tax association"). The funds flow into the municipal financial equalisation schemes (KFA).

* The KFA are designed as vertical financial equalisation tools with horizontal effect.

e  Models of vertical resource allocation:

e Fixed percentage of federal states' tax revenues

Pure association quota model * Baden-Wurttemberg, Bavaria, Lower Saxony, NRW, Saarland

Association quota model with [ Symmetrical state and municipal finances (revenue/expenditure)
symmetry requirement * Brandenburg, Schleswig-Holstein

¢ Relative uniformity of state and municipal revenues
e Mecklenburg-Western Pomerania, Saxony

Uniformity principle

¢ Association model with economic compensation

Stabilisation model ¢ Rhineland-Palatinate

¢ Municipal financial requirements on a cost basis

Demand model e Saxony Anhalt, Thuringia, Hesse

Jens Bullerjahn / Michael Théne 14



Structure of municipal financial equalisation schemes

Requirements

Allocations to municipalities *  Subsidiarity: Exploiting your
own revenue potential first.

R e 7 ] fisati *  Appropriate determination
ithin the financial equalisation . : : : :
< Outside the financial of needs: Appropriate
.sy.stem equalisation volume standards for determining
(association volume) financial neds and financial
Reimbursement for streng th'. . .
Earmarked administration of * No levelling out: financial
d d oth strength sequence not to be
allocations Oroers and other changed by equalization
Key allocations from the geabyeq '
! g q Land * Transparency requirement:
allocations Demand- In order to ensure
base.d Forwarded reimbur acceptance of the results of
allocations sements from equalization, it must be as
federation or EU comprehensible as possible

for the municipalities.
Local financial equalisation in a narrow sense

e Flat-rate financial requirements > flat-rate fiscal capacity -> key allocations
* Financial requirements are calculated on the basis of independent indicators.
Often:
e Main approach: number of inhabitants x size of town ("inhabitant scaling")
» Secondary approaches: Surface area, pupils, centrality, social charges ...~
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Examples of different financial equalisation systems:
Mecklenburg-Western Pomerania

Landesanteil an Einkommen-, Korperschaft- u. Umsatzstauer sowie der Gewerbesteuerumiage, Aufkommen d. Landesstausrn erhohter Landeranteil Merheinnahmen d. Landes Feverschutzstevaraui- sonstige Oberassung d.
{ohne Feusrschutzsteuer) an d. Umsatzstauer filr aus dem 5-MndE-Pakst des kommen abzgl. Untarhal- Lsistungen nach bei d. Erfiillung
» zzgl. d. Ausgleichszuwsisungen aus d. Landerfinanzausgleich u. d. Linderanteils an d. Mautesinnahmen d. Bundes Ausgleichszuweisungen Bundes tung d. Landesfeuerwshr- d FAr.(?aus d ibernommener u.
= zzgl. d. Ergénzungszuweisungen d. Bundes abzgl. 227,358 Mio. £ (2047}, 240,782 Mic. € (2048) und 195,310 Mic. £ (2049) aufgrund d. Familian- 2018 w2019 {insgj: schule u. weiterer gesatzl. Landashaushalt | | Gbertragener Aufgaben
sowie jahriich der Betrag der SoBEZ Hartz IV abegl. des Landesfinanzierungsantsils leistungsausgleichs 70.23 Mio € Aufgaben d. Landes entsishendan
= abzgl. Umsatzsteusrmehrainnahmen d. Landes z. Finanzierung v. Kindertagesbetreuungsbatriebekosten (2016 16,148 Mio. €, l l l Verwslungsainnahman
2047 und 2048 18,068 Mio. € und ab 2019 16,148 Mio. €), z. Verbesserung der Kinderbetreuung (2016: 6,479 Mio. €, 2047:
14,794 Mio. € und 2018: 16,629 Mio. €), z. teilw. Ausgleich der Kosten  Asyl® {2046 204F-63.836 Wie—er 2016: 111,678 Mio. €, *
2047: 28,835 Mio. €, 2018:und 201 % 6,68 Mio. € ) u. d. Integrationspauschale (2016-2018: 38 086 Mio. £) _ Kommunaler 100%
= Einnahmen des Landes vom Bund zum Ausgleich der wegfallenden Einnahmen aus der Kiz-Steuer und der Lkw-Maut | Anteil: 26,00% | | Entschuldungsfonds | | Verbundquote: 1007% | [soweit nicht durch
¥ * + Gesetz anders
. - E— " bestimemt)
Verbundquote: 20,658938 % (2017), 20,065102 % (2018) und 19,816051 % (2019) Gem.auBerhalb v. § 22 FAG Investitionan im vorbeu-
(jahri. Bestimmung nach d. GleichmaRighsitsgrundsatz) 52231, Il FAG genden u. abwehrenden agf. Auf-
! + 2MBu 2049 Brandschutz stockung
17,615 Mio. € §15FAG menden
k.a. Gemeindsn Finanzaus- -;| Finanzausgleichsmasse |
gleichsumlage L I

L] ¥ [ v

jew. Landkreis Beteiligung d. Gemsinden an d. Umsatzsteusr- a Schlissetzuweisungsn
nach gew. mehrzinnahmen {. d. Familienlsistungsausgleich Vorwegabziige § 10 G101 NC2FAG |l e e (z2al. 9.7 Mio. € pa. zum Ausgleich
Kreisum- 2018 u_ 2049 verteilt n. Antsil an Zahl der I Nr.1 FAG (steuerkrafiabhingig) Kostensisig. tibert. Aufg. sait 1-1-2014)
l:?r_lz Kinder 0-18 Z018:
- ium fir Bildung , Wissenschaft und 35 Mio. € kreisangehdrigs Finanzausgk -
Kultur for die Bildung langir. tragf. Theater- davon investiv als Gemeinden (mit o0 in Au:aandun das
und Orchesterstrukturen 24 9 Mio. € Kapitalzuschuss zu Ausnahmelder Kg itats n.dfanz -+
verwenden groBen kreisan- onnexitatsgn =
- hérigen Gem.) [ §4 FAG
erhaht. V.- und Betrauungsaufw. i. 5§11 1INr 1 FAG gehorige -
Integration anerk. Schutzbedirftiger B,7% (4%, soweit der g1 N'_' 1FAG
7.5 Mio. € (2017 u. 2018) Haushaltsausgleich a-a-gea :_
beesintrachtiat ist) 38,904 %

{zzgl. insg. 100 Mio. £)

Zuwseisungen zum kommunalzn Haushalis-
konsolidisrungsfonds § 22 FAG
15 Mic. €

kreisfraie Stadte
{und grofe ka.
Gemeinden) §

devaon investiv als Kapitalzuschuss
zu verwenden

Sonderbadart i 20 FAG m ;
Amier u. amisfreie Gemeinden lQ:'Ii:. € szuweisungen § & 11 1l Nr. 3 FAG {11 N2 PAG | ﬁ‘;rﬁzgﬂ&: fiir Kreisaufgaben |
444 Mis£45,2 Mio. € 8,2% (4%, sowsit der Haushalts- by § 12 Abs.
_ ~ ausgleich besintréchtigt ist] . .
|Landkreise 1052 £ 004 Mi. € | T imerbafaraemng § 17 FAG : 5= 28555 davon £7,930 % fir Gemeindsauigabsn
. 512 Abs. 2 FAG

|kr9is1‘reie Stadto 968-Mie-€ 34,2 Mio. € | Zuweisungen fur d. Wahmehmung von Aufgaben daveon investiv als Kapitalzuschuss .

TE K - d. ibertragenen Wirkungskreises u. d. untsran 2u verwenden Lirildl.lur‘:ls; EAG

!rEager_mnE Z;laar::ra:tem staatlichen Verwaltungsbehorde §§ 14 u. 15 FAG 11 I Nr. 3FAG | § T

= = AL L ERSHe—E 216.7 Mic. £ T3 (4%, sowsit der Haushaltsaus- 36 456 %

14,8 Mio. €

Oberzentren als kommunale Trager der
Mehrspartentheater und ihrer Orchester
10,9 Mio. €

groBe kreisangehdrige Gemeinden
4t
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Trager des OPNV § 18 FAG
18 Mic. €

Zuweisungen fir dbergemeindliche Aufgaben an
zentrale Orte § 16 FAG
148,2 Mio. € (70 Mio. € als Kapitalzuschuss)

Kommunaler Aufbaufonds Mecklenburg-Vorpom-

rf f TTT?\

mem § 21 FAG -

7 Mio. €

Zufidhrung zum Sondervermagen Kommunaler f—
Ausgleichsfonds Mecklenburg-Viorpommern

0 € (2048 und 2048) -

gleich besintréchtigt ist)

DEUTSCHER
LANDKREISTAG
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Examples of different financial equalisation systems:
North Rhine-Westfalia

Landesantsil an Einkommen-, Kdrperschait-, u. Umsatzsteuwsr (abzgl. d. Kompensationsleistungen auigrund d. Meuregelung
d. Familienleistungsausgleiche), 47 der Einnahmen aus der Grunderwerbsteuer

Umsatzsteusrmehreinnahmen d. Landes aus d.

= zuzgl. d. interkommunalen Entlastungeausgleichs zugunsten d. neuen Lander ("Hartz V") ;:;ﬁ!:mg;?:ls:z?;?:ix:;:g-lNS;r:a?tEJaﬂu:g:r. Ga:é\?;ga? I:j:':"f::dr:ch';:;
= zu-/abzgl. d. Betrages aus dem Landerfinanzausgleich . - > B . :
=+ abzgl. der Kompensationsleistung (USt) far Einnahmeausialle d. Landes aus der Spielbankabgabe d:‘faﬁ'g;;’?ﬂi: :ef:sr;smz:dmdzgig:bﬂ_ halt (au BEE:]I;:S' Steuverver-
= ghzgl. der Mehreinnehmen des Landes nach Art. 2 KiFdG einschl. der Beteiligungen des Bundes fiir die Erweiterung des vercinfachungegesetzes 201 )

Ausbauvolumens im Rahmen des Gesetzes zur zusatzlichen Forderung U2
= gbzgl. Kompensationsleistungen an Gemeinden zum Ausgleich der Mindersinnahmen aufgrund des Steuerversinfachungsgesstzes 2011
= abzgl. Mehraufk. USt "Asyl® nach Gesetz v. 20.10.2045 (BGBI. |, 1722) sowie USt-Anteil "Integration”

v

Verbundquote: 23%
(darin enthalten: 1,17%-Punkte zur vorl. pauschale Abgeltung von Ausgleichsansprichen aus der Beteiligung der Gem. und GV an den
finanz. Belastungen des Landes aus der Dt. Einheit im HH-Jahr 2847 2018
zzgl 247 4 Mio. € Landeranted 5 Mrd. €-Paket des Bundes

+ Y

origindre Finanzausgleichsmasse Anteil: 26%
[
Vorwegabzige:
* 327 5 286 Mio. € fir d. in 2847 2018 vom Land ¥ L
fir Gem. u. GV zu entrichtenden Tantiemen sowie - . e .
« 485 154 Mio. £ filr die kommunale Betsiligung an Ausgleich fir Belastungen aus isung Hostendtast
der Finanzierung der Kensolidierungshilien nach d. Ne”"’ge'“'."g d. Familienlsis- 5 walieng-{Rhein i
§ 2 Il Starkungspakigeseiz tungs-ausgleichs Nmi-ﬂ—andeaw—zmaﬂde
§3GFG 2018 & 20 GFG 2018 u. SESGFEEHT
¢ & 21 GFG 2048 e hte— e Sttt

o |Gemeinden § 7 GFG 2018
| ZBoo s4c 000 £ TTRD 444,500 €

Kreise § 10 GFG 2018
+0ET4E2 200 € { {E0.025.900 £
Schiissslzuweisungen

P Landechafisverbande § 13 GFG 2018
» (steverkraftabhangig)
T f-a. L
£5 56,6 GFG 2018 S2E400.600.£ 073.181.700 &

9.03E700400-€£ D.023.522 100 €

vertellbare Finanzausgleichsmasse

Y

1 ]

Beteiligung a.d. Zins- und Tilgungsleist. d. Sondervarmdgens
| "Zukunftsimvestitions- und Tilgungsfonds Nerdrhein-Westfalen®
[ Set5-500-E 33.419.000 €

| allgemsine Investitionspauschale _
| FEOOE 00 £ 883.105.300 € - _Gemelﬂdﬂn

pauschale Zuweisungen fir kommu-

|| nale Investitionsmafnahmen Investitionspauschale fiir MaBnahmen zur Verbessarung d. kreisiraia Stadte
§ 16 GFG 2018 | Altenhilie u. -pllags
9238582008 1.080.572.700 € 75-785-800-€ B3 J37.800 € Kreise

| IMvestitionspauschale fir MaBnahmen d. Eingliederungshilie -
53-5d4-566-€ 74 810,600 £ Landschaftsverbande

Schulpauschale / Bildungspauschale § 17 GFG 2048
SL0-We—E G09 377800 £

— g?‘;’fﬁ;ﬂg g’g:';""’a”“ha'e” Sportpauschale § 18 GFG 2018

! SeHte—E 53.367.900 €

| Ausgleich besondersr Belastungen von Kurorten

Bedarfzuweisungen L bis zu B-867-736€ 9.750.700 €
= § 19 GFG 2018 Harteausgleich bai d. Erhebung von Abwassergebihren
939956806 353.909.400 € bis zu G456+ 6.004.500 £
Milderung von Aufwendungen bei d. Stationierung von Gaststreithraften
bis zu +-A36-585-F 1.266.800 €

. |Milderung d. Kosten d. landschaftlichen Kulturpflege
T |oRenEe0 £ 10874200 €

L

L J

| Zuwsisungen zur Uberwindung finanzieller Belastungssituationen u. zur Milderung DEUTSCHER
*"|won Harten bei d. Durchfihrung d. Finanzausgleichs LANDKREISTAG
bis zu A400-430 £ 7 BO7.200 €
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Review and evaluation

Municipal finances in Germany are a constant point of contention between the municipalities and
the Lander; now also involving the federation.

The numerous interests and the complexity of the 13 different municipal fiscal
equalisation scheme create a network of actors and instruments, also in the review and

evaluation of fiscal equalisation laws and their financial resources.

Parliament / State
Government

‘ form

FAG advisory
boards

f form
hire

Local-authority associations Experts / scientific
/ municipalities hire consultants

rule Constitutional courts

call

Jens Bullerjahn / Michael Théne 18



Success factors 1 and 2: Goals and integrated laws

What has proven its worth? Everyone must be able to support the federal
narrative. And federal finances should be handled in one place.

1. Equal living conditions: Semi-specific targets...

e ... as narrative strengthen the integrative power of a equalisation
scheme, because they help to bridge latent contradictions between
equalisation and autonomy.

e |t offers means of identification to all sides, but creates a corridor of
commitment. This creates an understanding the boundaries between
autonomy on the one hand and equalisation on the other hand.

2. integrated legislation for municipal finances

e ensures that the overall effects of adjustments are always taken into
account . All central financing issues are regulated in a (respective )
Financial Equalisation Act.

Jens Bullerjahn / Michael Théne
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Success factors 3 and 4:
Data standards and central balancing

What has proven its worth? With common data standards, everyone is talking about

the same thing. Even if it goes against the principle of transparency, a little horizontal

balancing by the central state makes it much easier for everyone to reach a
consensus.

3. Common data and
accounting standards...
e ...significantly reduce the number of potentially contentious

issues in negotiations, because you do not have to discuss facts,
but can trust them.

4. Compensation by the central (state) level...

e ...creates the political conditions for an indirect balance between

financially strong and financially weak partners in difficult
starting conditions.

Jens Bullerjahn / Michael Théne 20




Success factors 5 and 6:
Uniform taxation and subsidiarity

What has proven its worth? Uniform taxes reduce conflicts. Subsidiarity must be lived.

5. Homogeneous taxes...

* ...facilitate the recording of financial strength, which is decisive for
financial equalisation, enormously. Everyone automatically knows
both amount and composition of everyone else's revenue.

* There still is intermunicipal tax competition though, which should be
constantly recalibrated (which is not always achieved).

6. Municipalities as spaces to live - living and

work - recognised

* Subsidiarity must be lived.

* Powerful municipalities and actors in local politics are needed ->
Not always easy as based on voluntary work

Jens Bullerjahn / Michael Théne
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We have raised many questions and answered
some of them (...partly).

Now we come to your comments and questions!

Continue the dialogue:
thoene@fifo-koeln.de

jens.bullerjahn@t-online.de

Jens Bullerjahn / Michael Théne
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