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The Three 
Levels of 
Germany

2

1 Federal

Population: 83 million

16 states

from 560,000 inhabitants (Bremen)

up to 17.9 million inhabitants 

(North Rhine-Westphalia)

approx. 11,000 

municipalities

from 10 residents (Hallig Gröde)

up to 3.6 million inhabitants (Berlin)

Source: Jens Bullerjahn / Michael Thöne



What does 

decentralization mean?

Decentralization means shifting 

power, decision-making 

authority, and responsibilities 

from a central authority to 

subordinate, smaller units. 

This makes the system more 

flexible, more responsive to 

citizens’ needs, and less prone 

to failure.

Source: studyflix.de
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Division of 
Responsibilities 
Among the Federal 
Government, the 
States, and Local 
Governments

Jens Bullerjahn / Michael Thöne
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Local Governments 
in Germany's Multi-

Level System
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Source: Jens Bullerjahn / Michael Thöne



Legislation

• The federal government has legislative authority when 
regulations must be uniform across all states, such as in 
foreign affairs, defense, railways, and certain areas of tax 
law (exclusive legislative authority)

• States may enact laws for their own jurisdiction when 
authority is not assigned to the federal government and no 
uniform federal regulation is required (concurrent 
legislation), such as education, culture, police, and 
municipalities

• Municipalities have authority over local self-government, 
urban planning, water and sewage systems, and hospitals
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Government in 
Germany

• Federal Administration

• Highest federal authorities, e.g., federal ministries

• Higher federal authorities, e.g., Federal Police, General Customs 

Directorate

• Federal agencies at the intermediate level, e.g., Waterways and 

Shipping Administration

• Lower federal authorities, e.g., Main Customs Office,   

• 16 federal states with their own parliaments and 

governments

• 16 state administrations 

• State supreme authorities, e.g., state ministries

• State higher authorities, e.g., State higher authorities

• State-level agencies, e.g., regional councils

• Lower state authorities, e.g., tax offices

Local self-government, Art. 28 of the Basic Law

including counties, cities, and municipalities
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Fiscal Federalism

• The responsibility of the federal government, states, 

and local governments for financing their own tasks

• Tax revenue sharing based on responsibilities

• Combination of separate and joint taxes

• Distribution formula for joint taxes

• Horizontal and vertical fiscal equalization among the 

states

• Joint responsibilities and financial assistance

• Debt brake
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Structure of German 
Tax Revenue
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Jens Bullerjahn / Michael Thöne



Projected tax 
revenue through 

2030
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Tax revenue sharing 
between the federal 

government and 
local governments

• Vertical tax distribution 
• Federal taxes (e.g., solidarity surcharge, insurance tax, 

motor vehicle tax) 

• State taxes (e.g., inheritance tax, beer tax, real estate 
transfer tax)

• Municipal taxes (e.g., business tax, property tax)

• Joint taxes
• Income tax: 42.5% federal; 42.5% state; 15% municipal 

• Withholding tax on capital gains 44% federal; 44% state; 12% municipal 

• Corporate income tax 50% federal; 50% state

• Value-added tax 8.1% federal; 49.1% state; 2.8% municipal
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Tax Distribution 

Horizontal tax distribution 
• Based on local revenue

• Taxpayer’s residence for income tax 
purposes 

• Company headquarters for corporate 
income tax

• Population for value-added tax
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Joint responsibilities

For certain areas of responsibility, joint funding by 

the federal government and the state;

• usually 50% federal, 50% state

• Improvement of the regional economic 

structure

• Improvement of agricultural infrastructure 

and coastal protection
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Financial Assistance

• The Basic Law allows the federal government to 

provide financial assistance to the states in 

exceptional cases: 

• to prevent a disruption of the overall 

economic balance

• to compensate for differences in economic 

strength

• to promote economic growth

• Investments in educational infrastructure

• Social housing 
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Federal-State Financial 
Equalization

• State taxes based on the revenue from state shares of income 
and corporate income taxes, as well as revenue from state 
taxes 

• State shares of sales tax 

• Financial capacity of the states prior to the financial capacity 
equalization 

• Deductions (-) and surcharges (+) in the financial capacity 
equalization 

• Financial capacity of the states after financial capacity 
equalization 

• Federal supplementary grants (BEZ) 

• Fiscal capacity after fiscal equalization and general and 
municipal tax capacity BEZ

   Goal: Creating equal living conditions in Germany
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Local
Local self-

government 

• Generating its own revenue, determining expenditures, 
managing its own   assets 

• Structure of internal organization 

• Selection, hiring, promotion, and dismissal of civil servants 
and employees

• Independent planning within the municipal area 

• Regulation of its own affairs through statutes 

• Collection of levies such as consumption and expenditure 
taxes, contributions, and fees; setting the assessment rates 
for property and business taxes; tax assessment authority
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Principles of the 
Local Government 
System and Its 
Finances

Jens Bullerjahn / Michael Thöne
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Introduction: 
Our Path to Local 

Currency

Jens Bullerjahn / Michael Thöne
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• Despite all the complexity and the discussions about 

responsibilities, in Germany, too, it ultimately often comes 

down to one big and important question: the question of 

money. 



Taxes, 
Contributions, Fees
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Taxes

Taxes

Non-reimbursable 
mandatory payments 

(AO)

Principle of 
contribution

Examples: Income tax, 
sales tax, property tax

Contributions

Financing of a specific 
service

Payment regardless of 
actual use

Examples: Health 
insurance premium, 

road construction fee

Fees

Cost-benefit ratio: The 
service has a specific 

“price”

Administrative fees
Fees

Users
Fees

Jens Bullerjahn / Michael Thöne



BACKUP
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Structure of the Legislative 
Process in Germany

Source: Bundesrat
21



Composition of the 
Federal Council

22Source: Federal Council



Federalism in 
Germany

- The Provisions of 
the Basic Law -

• Article 20 of the Basic Law states:
“The Federal Republic of Germany is a democratic 
and social federal state.”

• Article 79, Paragraph 3 of the Basic Law:
“An amendment to the Basic Law that affects the 
division of the Federation into states, the 
fundamental participation of the states in the 
legislative process, or the principles laid down in 
Articles 1 and 20 is impermissible.” (Perpetuity 
Clause)

• Article 84 of the Basic Law
The states implement federal laws as their own 
responsibility through their own administration. The 
federal government exercises only legal supervision 
The states implement federal laws on behalf of the 
federal government. The organization remains a 
matter for the states. However, the federal 
government may issue administrative regulations.
The federal government shall, in exceptional cases, 
implement its laws itself if this is provided for in the 
Basic Law.
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Article 28 of the Basic 
Law
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