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Debt limitation is necessary

Over the past decades, the gawaent debt ratio of Organization
for Economic Cooperatioand Develpment (OECD) countries has
registered a dramatia¢rease. Araunting tosome 35 percent at the
start of the 1970s, litas risen to the presentdige of about 70 percent
and by the turn of theentury, according to an OECD sceipaiis
likely to level off at between 70 percent and 75 peréent.

The negative effects oflagh level of government debt are now
generally acknowledged. The extensive borrowingast years has
enlaiged the share ohterest paynents in government spending,
thus restricting thecope for future fiscal policy action. Thereéy
little prospect of being able ipbitiate economic recovery hyay of
expansive fiscal policy. High deiits and rising debtatios may
trigger crowding out induced by interest rates or expectations with
an adverse effct on privateeal capital formatin, sathat the future
national product available for digtution could turn out to be
smaller?

The resulting budtens on futurgenerations argeen as sdisturb-
ing mainlybecause the eenging demographiceinds in cajunction
with contribution-furded ortax-fundedsocial security systems will
lead in mostmdustrial countries to the creation of a subt#hn
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“quasi-government debt” in the form of &mvisible financial gap,

if the claims now acquired on the basis ofreat arrangements are
not covered by future reqais3 Consequently, either benefits will
have to be cut or chargegreasedThese are measures similar to
those used to reduce genug@vernment debt. Demonstrating the
dimensions of the probm, a study carried out bydgmnos AG in
March 1995 estimatesthat social security contributiorates in
Germany, currently 40 percent of the relev@ant of icome, would
have to rise tabout 50 percent by the year 20%¥0/hat is more, in
accordance with this scenario, the subsidies by central government
to the pension insance funds as provided for in the@an system
would increase from the current figure of DM 59 billion to about
DM 440 billion in the year 2030.

In view of this, no additional bdens should be shifted toming
generations. This requirement alone prohibity further increase
in government debt as it nogtands. The vicious circle of rising
deficits, debts, and interesayments must be broken in order to
regain scope for fiscal policy action. Reduciggvernment debt
meanghat capital can be released for private investment—the key
factor behind sustained economic growth.

The prospects for a successfuhsolidation arenow better than
ever. The argument that consolidation leadese growth and more
unemployment has lost force in view of the situation described
above. It is outweighed by theemium-term benefits of deficit
reduction—stabilizing condience in fiscal plicy and creating room
for interest rate cuts as well as a general improvement in aggregate
overall economic condins.

Of course, a policy of consolidatios, as remarked by Karl
Schiller, a well-known former fiance minister respectbdth inside
and outside his own party, “a pretty fragile thing” in a democratic
system. It can be successhuily if it is pursued on a medium- to
long-term basis and if the government demonstrates steadfast-
ness, sying power, and the will toesist special interests. This
requires poltical stability and persuasenessin aler to win support
from the citizens. In @&many before the eleotis to theFederal
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Parliament, we exfained the eed for budetary consolidation to
the voters, who areaditionally aware of the need for stability and
allergic to high budget deficits. The 1995 draft federal budget and
the financial plan through 1998 contained a clear consolidation
objective. This course was confirmed by the reelection of the
government.

The special case of Gmany: the rise in debt since 1989

Germany'’s situatioan sypply valuable information for identi-
fying ways of reducing deficits and debt.

Economically speaking, Geran unification may be termed an
exogenous shock. It came at a time when the budget consolidation
pursued during the 1980s was showing benefits.

From 1983 to 1989, the annual rise in spendingislic authority
budgets at 2.5 percent for cealtand 3.2 percent for genegalvern-
mentwas feld well below the nominal GDRawth of5.1 percent.

In this way, the government spending rasias bought down from
roughly 50 percent to about 46 percent. The general government
deficit of 3.3 percent of GDP wasansformed into a surplus of
0.1 percent of GDP. The success of consolidaticzated scope for

a three-stage tax reform thaas initiated in 1986, and by 1990, had
provided net tax relief afome DM 50 billion. As a result, the tax
ratio declined to 23.6 percent in XB9the lowest ithad been for
almost 30 years. Between 1982d 1989, GDPincreased by an
average of 2.5 percent a year in real terms. Three million new jobs
were created between 1983 and 1991.

Subsequently, German unification required a fiscal policy that led
to substantial debts deriving from the inefficiency of the centrally
planned GDR economy that can rightly be termed “inherited
liabilities.” These debts alone @unt tosome DM 350 billion and
thus represent more than 10 pereget wints of the German GDP.

Debts of some DM 66 billion that were budgeted in thblig
sector in the course ofipatizing German raways in 1994 and the
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debts of the “German Unity Fund” (GUF) sbme DM 95 billion

are also to beegaded as speciabttors. The GURvas set up to
ensure that the public authority budgets in the new Lander had
adequate financial resources at their disposal inthe period from 1990
to 1994, when the newdinder were not fully integrated in the federal
financial equalization system theatens out differences in the finan-
cial strength of the Lander.

Additionally, public authority budgetsrade available a total of
about 5 percent of west German GDP each year as transfer for the
reconstruction of the east German economy. It is evidenstizdt
amounts cannot be financed solely by regtrting expenditure and
raising taxes and that rease to borowingwas also necessary. The
federal governrmant contributed more than DM 500 billion in expen-
diture over the five pastears. Appraimately a third of federal
spending on unificatiowas fnanced from revenue from the new
Lander. A further 15 peent was met through tax measures. About
three quasrs of the fedral government’s remaining net den was
financed by savings, cuts of subsidies, asallocation of funds, the
rest being covered by borrowing.

The enormous capital transfers are bearing fruit. Last yeass
German GDP was a goodhe-third higher than in 991 when
calculated in constantipges, and justinder two-thirds higher when
calculated in prevailing res. (Due to the special price systems
which were used in the planned economy of thené& GDR,
constant pricegslon’'t completely reflecthe development of value
added.) This year, real GDP will again iaase byabout 9 percent.
This puts the new &nder among the fastest-growing regions of
Europe. If the present pace of investmea be maitained, they
will succeed in bringing their capital stock up to western levels
within ten years, according to a sitation calculation made by the
OECD.

The transfer payents encaraged a unificadn-induced upsurge
indemandin 1990 and 1991, which for some time enab&rthany
to escape the recessive trends in tlabgl economy. The turn of
1992 to 1993, however,ally brought a sharp drop in economic
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activity. The agreed response in Germany was to let thenatito
stabilizerstake effectand thus to accept a deficit increase of some
DM 30 billion in 1993.

All in all, we have seen a anked increase in gevnment debt
since1990 which is attribwutble pimarily to German unification.
Within a six-year paod, Germany’s gvernment delditas more¢han
doubed.While it was still well below DM 1 trillion in 189, it may
be expected to exceed DM 2 lich by theend of 1995. The rise is,
of course, lesacute in elation to the GDP, but here too the trend is
very clear. The general government debt ratio willease tabout
58 percent in the current year; in cadt, it stood at aund 41.6
percentin 1989.fis appeciably resticts the scope for fiscabficy
action, particularly in the federal budget. In 1989, only 11 percent
of central government spendingas tied to inteest payments,
whereas his share willincrease to just undet8.5 percent in the
currentyear® For general government (excludiagcial insurance
funds), the share ofiferest payments in ageggate expenditure rose
in the same period from 8.7 percent to 11.4 percent.

Implications for consolidation

Against this backgund, it is obvious thatapital market devel-
opments are of major impance for publi@uthority budgts.Given
a debt stock of over DM 2 trihn, apermanentncrease of only one
percentage point in the interest lewdl restrict the scope for fiscal
policy action by some DM 20 bibin. In thiscontext, gowing
significance attaches to the evident fact that the management of
public authority budgts cantself influence borrowing terms.

In view of this, it is especially gratifying teeethat it was
relatively easy to finance Genany’s capital requirement over the
past few years. Againstoackground of falling interesates abroad,
Germany'’s capital markeatesdeclined as ofdte1990 in a pocess
lasting almost forty months to a historic low ®# percentThey
rose again in the ake of U.S. interest rateawements, but from
January 1994 to April 1995 renmasd ntermittently up to two-thirds
of a percentage point below the U.S. le¥el.
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Germany'’s net externalssets showed aestdy increase up to the
end of the 1980s.Mis trend was interrupted by unificati. Part of
the enormous financing requirement for the reconstruction of east-
ern Germany was also met by drawing on savings abroad. Thisis a
temporary situation which isowreturning to nomal. Germany has
a high aggregate savinggio of something like 20 percent of GDP
and continues a neafreditor nation: at about $200 billion B.S.
dollars, oumet external assets are among the highest in the world.

This flow of capital came about because Germahyiausly
offered attractive investment opporttias. The past fewears have
seen a marked rise in demand &erman government bonds on the
part of foreign investors. The share of German government securi-
ties held by foeign invesbrs roseaccordingly from 22 percent in
1989 to 34 percent in 1993.

This brings us to a decisive point in ec@ttion with government
debt: investors have evidently recozgil the specialeftures of
Germany’s government debt increase and expect to see Germany make
a successfulaturn to the consolidation cee adopted in the 1980s.

This confidencecan be sustained in the long term only if a
convincing and dependable consolidation siggtis proposed and
maintaned, above all in difcult periods. Othenise, foreign inves-
tors could call for a risk prelmm for investment in Germanthus
pushing up interest rates and increasing lihegtt of interest-linked
crowding out.

Expectation-linked crowding outis, in additiorc@nstant attendant
of high government debt. We in Germany wafgo aware of this
danger. In a poll condited in the autumn of 1993 by the Association
of German Chambers of Industand Commerce (DIHT}? the
enterprises designated as risk for their investment decisions for 1994
that consolidation was not making press, that government debt
was continuing to rise, and that plans fax redution had been
deferred. In a situatiosuch as this, it is ghly probable that the rise
ingovernment debt is connected with expieatalinked crowding out
in the private sector, which would rendemy ariicyclical policy
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ineffective. This means that the dgfs additionally incurred would

not consolidate themselves by way of multiplier effects. We would
then be left with more debt without having achieved the envisaged
growth.

Against a background of high government debt, influencing expec-
tations becomes exceépnally important. There is no alternative to
a policy of consolidation with medium-term orientati Consolida-
tion should be geared to thewsttural deficit, whch is progressively
reduced. This implies on the one hand that cyclical additions to the
deficit areaccepted by &wing the automatic stabilizers to work;
on the other hand, deficit reductions resulting froméased reve-
nue when the economy isbming shouldhot be grmitted to lead
to a slackening of consolidation efforts.

The following conclusions may be drawn from this.

(1) Consolidation must remain at the forefront of attention
even during recessions, if only because exdperience
shows that publisperding cuts are very diftult to imple-
ment when economicecoveryhas gnerated a renewed
upturn in revenuél

(2) Consolidation must be geared to the medium or longer
term so that fiscal policy remains dependable for those
engaged in economic activity. We have seen that political
decisionmakers can achieve significant structural improve-
ments in fiscal policy in modern democracies, but also
that it is difficult to preserve the benefits of consolidation
for any length of time. As the positive outcome of consoli-
dation becomes increasingly apgat, atention tends to
focus once again on sociopolitical objectives and other
accumulated needs.

An OECD study3based on inte@tional compasongegards the
following elements as decisive for the credibility of consolidation
strategies:
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— Global targets for the reduction aéficit, debt, and expen-
ditureratios or for the rates at which nominal figures are
to change. Incorporating targets inawstory framework
may help to ensure that they are achieved.

— Sustained political endorsement: multi-year financial
plans may serve to anchor the strategy within the general
policy concept.

— Cautious statements on the expected development of the
economy.

— Selective expenditure cuts based on the evaluatiefiiof
ciency and effectiveess.

— Transparency both in the budget proged in bdgetary
procedure.

The German approach to medium-term consolidation

On the basis of such considerations, Germany embarked in 1993
on a strategy of consolidation secured in the medenm by the
Federal Consolidation Program (FCP) and the Savings, Consolida-
tion, and Growth Program (SCGP).

Against widespread opposition, expenditunesavere made under
the FCP that affected ceatr regional, and local geernment and
totaled over DM 10 billion. This indeed, among thers,measures
to counter the misappropriation of unemployment and other wage-
related benefits, staff cuts in the federal adstiation,savings on
defense spnding, and cuts in subgs.

The FCP, intended firstnd faemost todeal with the settlement
of inherited liabilities and to provide a permanent arrangement for
the financial resources available to the new Lander, came up against
a problem inherent in all federaystems. As theander were not
prepared to finance these arrangementsnbiing corresponding
cuts in expenditure, the federal goamentwas rced to assume
the main burden. A central element is the solidarity surcharge of 7.5
percent on income and corporation taxes, payable as of 1995. This
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will generate revenue of some DM 26 billion inthe@nt year. The
federal government had originallyatde praision for a surcharge
of only 3.5 percent, assung that the Lander would be prepared to
make an adequate coibttion to the consolidation arrangements.

Attention was focused on the expenditure side in the SCGP,
which was the largest consolidation package in the history of the
Federal Republic of Germany. The bulk of sas related to spend-
ing in the labor market, achieved in particular by adjusting
unemployment and other wage-related benefits and by mesatsu
counter the misappropriation of benefits in general. Child benefits
and upbringing allowances were tailored so as to go to those who
really need them, while the rise in personnel spending was limited
in particular by an inarase in civilservice pay thatvas only just
above zero.

These measures have already afforaiéfrof some 1 percent of
GDP on the expenditure side of the public authority letslg

The continuation: a symmetrical fiscal policy

As already mentioned, the adopted couras strengthened con-
fidence in Germany'’s fiscal fioy in the international m&ets.
Despite the extra burdens imposed byfination and the 1992-93
recession, Germany (beside Luxembourgd met as early as 1994
the criteria laid down for budgetary discipline in the Maastricht
Treaty, which in terms of fiscal policy confer the entitkamhto entry
into the European economic union.

But this rotable achievement is not ergh. As a result of the
unprecedented nationand irternatianal fiscal policy tasks, the
government spending ratio, the tax ratio, and the ratio of taxes and
social contbutions have now reachedevel that is unacceptable
in the long term. We shall continuettvour medium-term consoli-
dation in the shpe of asymmetrical fiscal policy, whose central
element is the reduction of the governmgménding atio and the
tax and social security ratios.
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The reduction of the government spending ratio from its pre-
sent level of about 50.5 percent to the préfication figure ofsome
46 percent by the year 2000 is the central aim of the gowat'sn
fiscal policy.

This is an ambitious but attaible goal. It means that we must
hold resolutely and unreservedly to the adopted consolidation course
at all levels of governent. Any resulting scope for fiscal policy
action must be used iroth: to bring down deficits and teduce the
tax burden.

Scenario for the limitation and control
of governmentspending

We have set up aedium-term scenario for attaining this objec-
tive. Theenvisaged eduction in the government spending ratio can
be achieved if the rise igoverment spendingan be helgpperma-
nently well below the increase in the nominal GDP.

The GDPtrend put forward here isased on theefderal govern-
ment's currentdrecast of aggregate economic development made
in early May of thisyear, which extends to the year 1999. The
projected naninal GDP tend of some 5.5 percent a year is rolled
forward for the year 2000.

On this basis, it will be possible to reduce theayament spend-
ing ratio to about 46 percent as early as 1999 and further to about
45.5 percent in 2000 if the awgye annuaincrease in government
spending from 1996 to 2000 is held a good two percentage points
below the aveage annual gwth of nomhal GDP. Withnominal
GDP projected to grow by some 5.5 percent a year, annual expendi-
ture growth in the public sector will have to be limited to 3 percent
to achieve this result.

Deviations from the@ssumed economic data are, of course, pos-
sible. The financial consequences are evideweénBhe trigjering
of the automatic stabilizers in periods of flaggingreamic activity
will lead to a perceptible rise in publicapding. The 2 percent gap
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must be maintained on average over the period under review so as
not to jeopardize the targeted government spending ratio.

If the 2 percent gap between GDP and spending growth were to
be exceeded or undercthe reduction of the g@rnment spending
ratio would accordingly be achieved more quickly or more slowly.
Evenrelatively small deviations from targeted spending or expected
growth of GDP have a substal effect on the development of the
government spending ratio.

— If GDP growth is unchanged and the average annual growth
rate of government spending from 1996 to 2000 is 2.5
percent instead of 3 percent, it will be possible to reduce
the spending ratio to a good 44 percent by the year 2000.

— If GDP growth is unchanged and the average annual
growth rate of government spendin@i8 percent rather
than 3 percenthegovernment spending ratio in 20040l
still amount to some 46.5 percent.

— If average GDP growth is only about one-half of a percent-
age point below the projected figure, given 3 percent expen-
diture growth, the result will be a government spending
ratio of 46.5 percent in the year 2000.

The potential reduction of the government spending ratio by four
to five percerage points by the year 2000 as set out inntloelel
calculation would create substantial scope isrdl policy action to
cut taxes and effect a lasting reductiothef deficit. However, factors
need to be takeinto account that dimish this scopéor action from
the outset. For instance, tax cutscamting to some DM 27 Hibn
(including abolition of the coal subsidy added to electricity and gas
prices) have alreadyebnagreed to take effect as of 1996, so that the
share of tax revenue in GDP will decrease as early as in theiiod)
year. Taking account of developmestgh as this, the renmang
scope for fiscal policy action may be put at roughly 3 percent of GDP.

In keeping with the symmetricaistal policy, we irtend to use
this scope in the coming years to achieve a progressdiection
both in the government deficit and in the tax ratio.
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— Deficit ratio 2000: reduction by 1.5 percent to 1 percent of GDP

On the basis of current data, the governmeritidéf the national
accountsglefinition which is put at some 2.5 percenGidP for 1995
could decline to around 1 percent of GDP in the year 2000, provided
that the economic situation remains indrade. This would provide
an adequate safety margin to the deficit target laid down in the
MaastrichtTreaty (3 pecent of GDP) while appreciably reducing
the debt ratio. A government deficit of 1 pent wouldalso be in
line with the recommendations of the Economic Advisory Council
at the Federal Ministry of Finance and the Council xpétts for
the Assessment #&ggregate Economic Trends.

— Tax ratio 2000: reduction by 1.5 percent of GDP

The other half of the scope faction gained by limiting expendi-
ture, also amonting to aboubne and oa-half percentage points, is
to be used tafford furthertax relief in order to lend additional
impetus to growtlndemployment. Priorityasks will be to disman-
tle the solidarity surchargandreduce directaxes on labor input
and capial. Inaddition, we inénd to continue with the provision of
tax relief for familes.

Common thrust of consolidation efforts
at international level

The consolidation objeatesoutlinedabove are backed up by the
Maastricht Treaty, which lays down a deficit ratio of 3 percent of GDP
and a debt ratio of 60 percent as criteria for budgetary stability. These
supranational targets exercise a disciplinary effect on European Union
(EU) member states, some of which have also adopted additional objec-
tives. In Denmark, for instee, the growth rate of gesnment con-
sumptionis held below real GDP growth, while in the United Kingdom,
as in the United Stes,budget balance has been set up as a target.

The principal instrumentased to achieve consoéiton at the
international ével are global expenditure ceailjs, spending cuts,
personnel reduction, privatization, contracting-out, and modern
management technigs.
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The way to consolidating government finance

How canGermany achieve in mactce the benchmarkigures
given here? The only way is strict expenditure discipline at all levels
of governnent. Clearly stated, this @ansthat the restriction of
expenditure growth to a yearly average of 3 percent as required by
the scenario will imply in real terms a virtually constant level of
government spending.

The federal government has already made allowance for its con-
tribution to the concept in the 1996 draft lgatl and the planning
extending beyond that year. Tbhrent financial fan to 1999 even
makes provision for avage nedium-term expenditure growth of
less than 1.5¢rcent.

The budget moratorium must be consistently adhered to if the
expenditure growthate is to be kept lownavoidable extra spend-
ing must be offset by savings elsewhere. All expenditure categories
must in addition be reviewed in order to render the usenofsimore
efficientand toprevent “pulling effects.” Stretural elements such
as income ceilings for specific trams$ that curb the tendency of
spending to rise must be retained and extended. While subsidies in
general are now on a declining trend, it is still important for them to
be controlled and reduced. We mustgs ahead ith our efforts to
slim down the federal administration and pursue theagidation
policy laid down by the federal goverrmemt.

But in a federal system such as that in Germany, it is not enough
for the central government to adopt the necesaagsures. The
other levels of government making deoiss on public spending,
principally the L&ndeand the communes, must follow the example
set by the éderal government and ex&e the same degree of
stringent expenditure discipline. Onhan is the gogrnment spend-
ing target a feasible one. The Financi&@ring Council, a body
intended in Germany to coordite the pticies of cental, regional,
and locagovernmenthas agreed to a &pcent limit on expenditure
growth. This body, however, cannot makeding decisions. Lander
andcommunes must continue witheir own consolidation efforts
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and keep to the agreedo@rcent expenditure limit. To o, they
will have to make use of the full scope fmotentialsavings. This
comprises the following.

Staff cuts Overstaffing is still widesgad,particularly in

the new Lander antheir conmunes, and must be reduced
without delay. The need teduce personnel is also evident
from the rise impension payments that can be expected in
thelong term. This will mpose a major burden in particular
on the budgets of the&nder, in which personnel costs
constitute a high proportion of spending. In this context
there isalso a need to takefettive meastes to comter the
trend toward early retirement.

Privatization This mustontinue aregionaland conmunal
levels as well. In view of the progress already made at the
federal level, Landeand canmuneshow have the greater
privatization potential, fich siouldnow be exploited more
intensively than hitherto.\Een in those areashere aisks
cannot be transferred completely to the private sector,
appreciable savingsan be made by comicting out, as the
measures taken in Sweden, the United Kingdand the
United States demonste.

Public facilities There is further scope for savings in low-
ering standards in building and equipping public facilities
such as schools,kilergartens, an@ads Compliancewith
standards laid down when funds were freely foothing is

no longer warranted imiew of the financial constraints to
which many Lander and communes aow sibjected.

The scenario is completed by including social iasae. The
social insuance nstitutions are responsible in the projected scenario
for holding contributbns stable angyherever poshie, for reducing
them.

The 1993 Health Structure Law and the 1992 Pension Reform Law
were imporant steps on the road to improving the financial basis of
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the statutory pensins anchealth insurance funds without endanger-
ing the underlyingystem. We must continue on this course.

Efforts must be made in the statut@gnsions insurance to
improve the ratio of pensners to contriburs. In this
connection, measures are needed to counter the trend toward
early retirement.

Priority must be given in the statutory health irmswe to
measures increasing general cost @mass. More compe-
tition and more market-anted regulatory elements can
help to make the health care system naffieient and more
adaptablend thus reduce costs Witut detracting from the
quality of medical care.

Outlook: the correct relationship between market
and government

In the scenario that | have outlined here, we are endeavoring to
proceed in accordance with the conclusion reached in the first part
of this article: we need a dependable, medium-term consolida-
tion perspective. But it is also evident that consolidation is a
process that must be reviewed year for year and rolledafdr
without a break beyond the year 2000 if we are to identify an
effective solution to the generation problems described at the
outset.

Viewed in this ight, consolidation is &ask going beyond mere
figures. We are called upon to find answers to the question of what
tasks the state can and should assume in the future in a market-
oriented system. According to Musgraymints of departure for
fiscal policy intervention are to be found in theas of albcation,
distribution, and stabilization. In view dhe high level of govern-
ment debt, one may safely say that the third area is unlikely to play
a central part for some time to come. All the more attention should
therefore be gien toreviewing public sector activity in thareas of
allocation and distribution.
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There is, for example, much to be done in the field of subsidies.
Here, subject to allocative consideoats, theime-limited natire of
subsidies must be stressed. Permanddidies heighten thesk of
lasting structural proleims. In thiscontext, recourse to the area of
distribution is indicaed. Looking at the aims of distribution policy,
it is evident thathis area could have a great @atial for savings,
in that all measures ultimately serve persoralistributon, to
which regional, sectoral, and functiomatlistribution aresubordi-
nated. In theelection of instruments, thereéy as in other respects,
personal disibution should be d@he center of all ditributive policy.
This impliesconverting to direct transfersl subsidies motivated
by distribution poicy considerations.

The compulsory membership irsacialinsurance system could
also be revewed. Thisrequirenent is, in part, uderpinned by
reference tomerit goods: were there no compulsion, futoseds
would be systematically underestimat€dis argument would appear
to have little \alidity in Germany against a background of estab-
lished prosperity and a growing preference for private insurance.
What is more, the very existence of a “social security network” can
lead to indviduals failing to make any pxasion for the future. Even
if one assumethat individuals act principally in their short-term
interest, compulsioran also bexercised by ensuring that social
insurance on a pay-as-you-gasis is at least pplemented by an
obligation to take private action.

| hope that insights could be dezd from these constdations
that would be most helpful in bringing down government debt.
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Endnotes

1see Leibfritz anabthers (1994).

2This would not be the case only if debtwere used to finance public-sector investment with
high productivity as compared with tbeowded out private investment or if the private sector
were to save more in expectation of subsequent tax rises, thus produchgnge in the
aggregate savings ratio. Neither is vakglly in the current situation.

3See Leibfritz (1994), p. 525.

4prognos AG (1995).

SEmployers and employed each pay-twaéf of the contribution.

6This includes federal governmemtérest relief to the specifinds (“German Unity”
Fund, Debt Processing Fund, Redemp#amd for Irherited Liabilites, Railvay Fund) and
to the east German housing enterprisekd®4 and 1995.

7According to an estimate made by the OECD, a deficit increasaebpercentage point
of the GDP can push up the long-term realrege rate by one-third of a percage point if
the deficitis finaaced entirely from abroad. See Orr and others (1995).

8German rates have againaidtshed theirdad as of May 1995. The decisive fact, however,
is that the lead which is basically a typical feature of German capital market rates tatehnit
showed a marked shift to a lead for U.S. rates.

9See EMI (1995).

10see Deutscher tustrieund Handelstag (1993), p. 17.

lsee U.S. General Accounting Office (1994).

pig.

135ee OECD1995).
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