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Abstract. The purpose of the study is to develop theoretical principles concerning the content of the economic function of a
modern federal state. The economic policy of the Federal Republic of Germany in terms of state budget stabilization as one of the
objectives of sustainable development is considered as the main element of the economic function and the form of the federal
states’ competence. The main types of the competences (rights and obligations) of the German federated states in financial and
budget sphere are studied. On the basis of the conducted study, it can be concluded that the current legislation does not allow
the federal states to fully implement their tasks. Introduction of the amendment called «debt brake» at the federated states level
is a preventive measure aimed at initiating well-timed corrective actions to balance the budget. However, its implementation
effectiveness in terms of solving the problem of budgets consolidation remains low due to the absence of the regulations providing
a specific procedure for its implementation in German Federal Laws.
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NapiHa O. I.

[OKTOP IOpMANYHNX HayK, npodiecop, AekaH daKynbTeTy Teopii Ta icTopii Aep>kasu i npasa,

MiBpeHHO-3axiaHun aepxaBHu yHiBepeuTeT, Kypcebk, Pocincbka ®enepauia

KykaHos B. B.

acnipaHT, MNiBaeHHo-3axiaHni aepxaBHun yHiBepeuTeT, Kypcebk, Pocincbka ®epepadia

OcobnuBocTi 3micTy ekOHOMiI4HOI (PYHKLUIi heaepaTuBHOI AepkaBu (Ha npuknaai PeaepaTuBHoi Pecnybniku HimeyunHa)
AHoTauia. Line gocnioXeHHA — po3pobuTy TEOPETUYHI MONOXKEHHA LWOAO €SIEMEHTIB eKOHOMIYHOI doyHKLi Ta KOMMneTeHLin
cyb’exTiB chepepauii. B AkocTi npuknagy posrnagaeTbcA eKoHoMivHa nonitnka ®enepatneHoi Pecnybnikn HimewunHa y citni
BUMpILLEHHA OAHOTO 3 3aBAaHb CTINKOro Po3BUTKY — cTabinisauii aep>kaBHOro 6toaxeTy. [ocniaxkytoTbCA OCHOBHI BUAM KOMMETEHLIN
(npaB i 060B’A3KIB) 3eMenb y hiHaHCOBO-610AKETHIN cdepi. POBUTLCA BUCHOBOK, WO YMHHE 3aKOHOAABCTBO HE A03BOMAE 3EMAM
NMOBHOO MIpOIO peani3oByBaTy CBOI 3aBAaHHA. BBeaeHHA npuHUMNy «60proBoro ranbma» Ha piBHi 3eMernb — Baana npodinaktuyHa
Mipa, cnpAMOBaHa Ha KOPUryBaHHA B BUMNAAKY BUHWKHEHHA 6oaxeTHUX ancbanaHcie. OpHak edeKTMBHICTL oro peanisadii B
acnekTi nogonaHHA Npobnemn KoHcorniaawii 6rooXKeTiB 3annwaeTbCA HEBUCOKOIO Yepes BiACYTHICTb Y heaepanbHOMY 3aKOHi HOPM,
Lo nepeabayaroTb KOHKPETHUIA MOPAAOK YNPOBaAXKEHHA.

Knioyosi cnoBa: ekoHOMiYHa (hyHKUIA AepXXaBu; EKOHOMIYHA NONITUKA; KOMMNETEHLIA; hiHaHCOBO-610aKeTHa cdhepa; AepXKaBHUIA
6opr; «6oprose ranbMo»; HimevunHa.

NapuHa O. I.

LOKTOP IOPMANYECKUX HayK, NPodieccop, AeKaH hakynbTeTa TEOpUnN U NCTOPUM roCyaapcTBa 1 npasa,

IOro-3anaaHbiin rocynapcTBeHHbIM yHUBepcuTeT, Kypck, Poccninckaa ®epgepauma

KykaHos B. B.

acnupaHT, lOro-3anagHbiin rocynapcTBeHHbIM yHUBepcuTeT, Kypek, Poccninickaa ®egepaumna

Ocob6eHHOCTM coaepXkaHUA 3KOHOMMYEecKon ¢yHKuumu deaepaTMBHOro rocyaapctBa (Ha npumepe deaepaTUBHOMN
Pecny6nuku lepmanun)

AHHOTauumA. Llenb nccnenosaHna COCTOMT B pa3paboTKe TeOPeTUHECKUX MOMOXEHUNA O COAEPXKaHNN SKOHOMUYECKOW OyHKLMM
COBpPEMEHHOro heaepaTMBHOIO rocygapcTtea. B kayecTBe OCHOBHOMO 3fieMeHTa 3KOHOMMYECKOM (DYHKUMU U BblpaXkeHus
KOMMeTeHUMn Ccy6bekToB hbedepaumm paccMmaTpuBaeTcA 3KOHoOMMYeckaa nonutuka degepatusHon Pecnybnukun lepmanna B
CBeTe peLleHna OAHOM M3 3a4a4 YCTOMYMBOIO pa3BmTUA — CTabunmnsaumm rocyaapcTBeHHoro 6roaxeTa. ViccneaytoTcA OCHOBHbIE
BMAbl KOMNETEHUM (NpaB 1 06A3aHHOCTEeN) 3emenb B (onHaAHCOBO-61oaxeTHOM cdepe. lenaeTca BbIBOA, YTO B HACTOALLEE BpeEMA
OencTBylolee 3aKOHOAATENbCTBO HEe NO3BONAET 3eMAM B MOMHON Mepe peanv3oBbiBaTb CBOW 3ada4qn. BeegeHnve npuHuuna
«[I0NTOBOrO TOPMO3a» Ha YpPOBHE 3emeslb — nNpodnnakTnieckaAa mMepa, HarnpaBneHHaA Ha MHULMMPOBaHWE CBOEBPEMEHHbIX
KOPPEKTMPYIOLWMX OENCTBMI B Cly4ae BO3HUMKHOBEHUA OL0aXKeTHbIX gucbanaHcoB. OaHako ero ahheKTUBHOCTb B acnekrte
pelweHrAa npobnembl KoOHconuaaumn 6HOXKETOB OCTaeTCA HEBbLICOKOW BBUAY OTCYTCTBUA B heaepanbHOM 3aKOHE HOpM,
npegycMaTpuBaloLLmMX KOHKPETHBIV NOPAAOK peanusaumu.

KnioyeBble cnoBa: 3KkoHOMUYecKaa PYHKLUMA rocyAapcTBa; 9IKOHOMUYECKan NOUTUKA; KOMMNEeTEeHUMA; PMHaHCOBO-6l0a)KeTHaA
cepa; rocyaapCTBEHHbIN AOMT; «A0ITOBOA TOPMO3»; [epMaHuAa.

1. Introduction. The economic role which the state must
play in a democratic country with market economy is pro-
bably the most fundamental issue of economy. In the context
of democratic ideas and values, the policy of a state and the
measures it implements should reflect public preferences and
be based on public choice (Petrunya, 2012). The issues of the
state economic role have become particularly important today
because of the continuing financial and economic crisis, which
has a direct impact on the economy of the EU countries. In this
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regard, many studies of the results concerning the policies car-
ried out by different states and the optimization mechanisms
of state impact on economic relations emerged (Reinert, 1999;
Tanzi, 2009). The time to rethink and specify the existing ac-
cepted conceptual approaches to the particular characteristics
of the state economic function and the mechanisms of its im-
plementation has come (Samson, 2014; Kuptsova, 2015).

The financial crisis has had a significant impact on the sus-
tainability of national budgets of the EU member states and ne-
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cessitated the revaluation of national governments activities.
The researchers often do not take into account the fact that in
some EU countries (e.g., Austria, Germany, Spain, Switzerland)
there are several subordinate levels of governance, which have
considerable competence in the field of financial and budget po-
licy, and have a serious impact on the country’s financial status.

Since 2002, Germany has been implementing a national
strategy of sustainable development. Taking into account the exi-
sting financial crisis, it is extremely important to consider the state
activities concerning national budget stabilization. Consolidation
of the national budgets was and still is the priority of the Federal
Government. Amendments to Art. 109 and 115 of the Constitu-
tion of the Federal Republic of Germany established a new per-
missible debt limit for the Federation and the Federated States
(Lander) and set up a binding National Budget Stability Pact.

Based on the comparative analysis of the results of the
theoretical researches of Russian and foreign scientists, eco-
nomists and legal experts, we developed theoretical propo-
sitions concerning the content of the economic function of a
modern federal state. The authors have attempted to analyze
and synthesize the competences of German Federated States
as the constituents of the Federal Republic of Germany in fi-
nancial and budget sphere.

2. Brief literature review. Since the scope of this study is
limited, the essence of the concepts of «economic function of a
state» and «economic function of a federal state» defined by fo-
reign and Russian researchers can be summarized as follows:

1. The specific character of certain social relations, which
are subjected to the impact of the activities of the state, is con-
sidered as the main criterion of distinguishing the functions of
a state (Hintze, 1962; Zagajnov, 1966; Petho, 2010).

2. From a viewpoint of a broadside approach, the economic
function is construed as one of the national objectives, which
shall be implemented by a state (Pashkov, 2012). Economic
function, being both an object and an objective, determines the
existence of a state as a whole. Process approach to the con-
cept of «economic function of a state» requires it to be persona-
lized: it is necessary to have an executor with certain compe-
tencies (rights and obligations). Different levels of a government
can act as such executors (Manuel, 2014). The competence of
a government in the economic sphere is limited to ensure the
effective execution of economic function (Cserne, 2007).

3. Economic policy varies depending on the stage of state
development and is defined by the specific character of the
state’s presence in market economy, maintaining its focus on
performing a unified stable economic function (Pierson, 2004;
Pashkov, 2012; Alberto et all, 2006).

4. Government economic policy covers the content of eco-
nomic function and expresses competencies (rights and obli-
gations) of a federation and its constituent federated entities
(and local authorities) in terms of achieving the national de-
velopment goals. A three-level government, i.e. a federation,
states / provinces / lands and local authorities, is common to
all federal systems. Despite the fact that the place and the role
of the federation and its constituent entities vary considerably
in different states, the federated states play a significant, and
sometimes a primary role in economic policy development and
implementation (Milyukov, 2006; Sokolova, 2007).

3. The Purpose of this study is to develop theoretical prin-
ciples concerning the content of the economic function of a
modern federal state and to analyze the economic policy of the
Federal Republic of Germany as the content of the economic
function and the expression of the competencies (rights and
obligations) of federated states in terms of state budget stabi-
lization as one of the objectives of sustainable development.

4. Results. In the Basic Law for the Federal Republic of
Germany (Grundgesetz fur der Bundesrepublik Deutschland,
the Constitution of the Federal Republic of Germany), the sha-
ring of the competencies of the Federation and the federated
states is connected with interdependent functions of the Fede-
ration. The principle of the federal structure is constitutionally
protected: Article 79 (3) of the Basic Law stipulates that «law
affecting the division of the Federation into Lander, their parti-
cipation on principle in the legislative process, or the principles
laid down in Articles 1 and 20 shall be inadmissible» (Basic Law
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for the Federal Republic of Germany). Therefore, it can be con-
cluded that the state structure (form of government) as well as
the principles of the participation of the Federation and its con-
stituent entities in the legislative process cannot be changed.

In comparative perspective, Germany is often regarded as
a typical example of «cooperative federalism». However, Ger-
man legal experts emphasize the vertical dimension of inter-
governmental relations (Benz, 2009). Accordingly, a characte-
ristic feature of the forms of the structure of the Federal Repub-
lic of Germany is, principally, the interdependent relationship
of federal and regional governments (Watts, 2008). In fact, the
so-called «Politikverflechtung» (interlocking politics or joint de-
cision-making (Scharpf, 1997)) mainly refers to the federation-
federated states (German «Lander») relationship in Germany.

The assessment of the national policy carried out in the
sphere under consideration allows applying spatial develop-
ment theory and identifying high quality economic space (Van-
chikova, Chimitdorzhiyeva Gantamarov, 2012).

The distribution of the competencies and responsibilities be-
tween the Federation and the Lander in Germany are set out
mainly in the Basic Law. In fact, Germany has three levels of ad-
ministration: Federation, the Lander and municipalities. Howe-
ver, this structure is not specified clearly in the Basic Law. Thus,
for example, the German Constitution stipulates relatively clear
provisions that establish the rights and obligations in the area of
budget costs and revenues for only two levels of governance,
i.e. the Federation and the Lander. At the same time, the Lander
plays an important role in lawmaking in the financial and bud-
get sphere. Participation of the Lander in lawmaking and spe-
cific decision-making powers in the financial and budget sphere,
as well as a certain degree of their financial independence (the
latter is established not due to the tax autonomy of the federa-
ted states, but due to the possibility of contracting independent
loans) is another characteristic feature of German federalism.

The distribution of federal tasks is of purely functional character
(Buscher Daniel, 2010). The Basic Law distinguishes between the
general and exclusive legislative powers. Most of the legislative
powers are centralized, while the federated state governments are
generally empowered to implement federal laws. Thus, the Ger
man Federal Government require the Lander authorities to be
competent in lawmaking, and the federated states governments,
which shall have administrative competencies in federal legisla-
tion, shall participate in the process of lawmaking (Hildebrandt,
2009). The Lander uses their legislative powers solving any finan-
cial problems except the cases, which come under the jurisdiction
of the Federation according to the Basic Law.

Section X «Finance» (Art. 104-115) of the Basic Law de-
fines the competencies and responsibilities between the Fe-
deration and the Lander. In this regard, it is important to note
that, in practice, the Federation has a major part of the legis-
lative powers; the rights to distribute the revenues are divided
between the Federation and the Lander, as a rule (Basic Law
for the Federal Republic of Germany).

Federal and Lander governments coordinate their financial
and budget policies in the Financial Planning Council (Finanzpla-
nungsrat) and the Trade Cycle Council (Konjunkturrat). These bo-
dies were created in the late 1960s in order to coordinate medium-
term budget planning and government borrowings at the federal,
federated state and municipal levels. Their decisions are not bin-
ding, but include guidelines for decision-making (Petrunja, 2012).
Currently, the coordination of decision-making is considered as in-
effective, but it should be noted that a significant share of tax reve-
nues in Germany is determined by a joint decision-making, i.e., by
a federal law requiring the Bundesrat consent. Moreover, to some
extent, the Federal Government can influence the amount of the
federated states minimum expenditure level through subsidies.
There are some «extreme» viewpoints that the federated states
are incapable of forming budgetary policies concerning expendi-
tures. However, this is not a case because, for example, the Fede-
ration determines only about 11-25% of the federated states ex-
penditures (Seitz, 2008). Even if we accept the independence of
the federated states in their budgets management as a given, their
autonomy in terms of allocating budget expenditures is limited to a
great extent, i.e. de facto, the Lander autonomy is undermined by
the legislative powers of the Federation (Buscher & Daniel, 2010).



With regard to income generation, except in certain cases
(for instance, only Lander manage some taxes, e.g., property
taxes) the situation is similar. Despite the existence of the ve-
to power, for federated states really autonomous decisions con-
cerning joint taxes are often reduced to income tax and value
added tax (VAT), which are only 3-8% of federated state bud-
gets according to various estimates (Deutsche Bank Research,
2011). In general, tax sharing between the different levels of go-
vernment in Germany has remained relatively constant for the
last fourteen years. The Federation and the Lander generate al-
most equal amounts of tax revenues. However, the share of the
Federation is steadily decreasing. Consequently, the fiscal role of
the Lander is growing. This process results in making and enac-
ting laws to revise and amend the Basic Law, in particular, to di-
vide tax revenues and to create a financial equalization system.

Intergovernmental relations in Germany as in any federal
system developed in parallel with providing federal subsidies to
federated states. In 1969, the amendments made to the Basic
Law regulated the distribution of subsidies and introduced a con-
stitutional basis for common objectives. Currently, vertical inter-
governmental relationships dominate in the German federal sys-
tem, and horizontal relationships between the federated states
are embedded into them. Lander governments coordinate their
financial and budget policies through the negotiations with the
Federal Government and forming a coalition against the Federal
Government. However, the territorial and political fragmentation
is «balanced» to some extent by the cooperation of public offi-
cials interested in solving specific problems and financing their
programs. The strong influence of the integration of political par-
ties and administrative networks explains why Germany is rightly
called the country of unitary federalism (Hesse, 1962).

In the case of Germany, horizontal intergovernmental rela-
tions should not be underestimated. Firstly, they exist in those
areas of governance, in which Lander have exclusive powers,
e.g. education and culture. Secondly, the governments of neigh-
bouring Lander cooperate with each other to coordinate their
policies, enhancing their cooperation in order to advance their
positions within the federal system through joint efforts.

Introduction of the «debt brake» amendment at the Lander
level is recognized as the first effective preventive measure
aimed at initiating timely corrective actions in case of budget
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imbalances. Since the beginning of this year «debt brake» has
restricted normal situation and the highest allowable national
debt to 0.35% of GDP, and by 2020, any federated state debts
will have been forbidden. The provisions of Art. 126 of the Trea-
ty on the Functioning of the European Union [8], which oblige
EU Member States to avoid budget deficits, were incorporated
in the German Act on the Principles of Federation and Lander
Budgetary Law, 1969 (Art. 51) during the second 2009 federal
reform (Act on the Principles of Federation and Lander Budge-
tary Law). Some of the Lander (Berlin, Bremen, Saarland, Sa-
xony-Anhalt, Schleswig-Holstein, etc.) have integrated incre-
mentally relevant provisions into their regulations, and are re-
ducing gradually the structural budget deficit. Regarding other
Lander, the discussion on the implementation of «debt brake»
is being still continued. In this case, the fact that the Basic Law
does not specify exactly how the Lander shall implement «debt
brake», how to calculate the cyclical deficit, and others issues
are of great importance. In addition, from a legal viewpoint,
the principle of «debt brakes», apparently, is not applicable to
municipal budgets (Berlit, 2010). Taking into account the debt
growth in some municipalities in different Lander, a reasonable
question arises: can the financial transfers between the Lander
and the municipalities lead to undesirable consequences for
the budget consolidation objectives and elimination of budget
deficit imbalances?

5. Conclusion. Federal political structure has dynamic and
functional character. Efforts to reform the Federal Constitution
which have been carried out in Germany since 2003 confirm
this conclusion. Giving proper respect to German legislators’
attempts to decentralize legislative powers, it should be poin-
ted out that they failed to change significantly the institutional
framework of cooperative federalism. Besides, the regionali-
zation of the German finance and budgetary policy as part of
the development of the horizontal inter-budgetary relations in-
tegration destabilizes the integration field of administrative re-
lations and eliminates the efforts in achieving uniformity of Ger-
man legislation. The effectiveness of the amendments intro-
duced into the Basic Law and Federal laws is largely due to
the degree of the federated states readiness to integrate these
changes into their laws and to comply with the unity of Lander
and municipal approaches to implement these laws.
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