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Figure 3: MRC of Contributing and Receiving States since 1970 

 

 

 
*States that changed their status as contributor or receiver are classified according to the status which  
they hold for more years. Municipal revenues fully included. Source: Own depiction based on simulations.  
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tariff, with a relative financial strength that equaled the average financial strength of all states, 

Lower-Saxony neither paid nor received transfers out of one of the horizontal components of 

the equalization scheme. Thus, the simulated MRC of 47% can be fully attributed to the general 

federal transfers (see Figures 3 and 4).  

5.3 Reform Period III: Solidarity Package I and Integration of the Eastern States 

The transition from the second to the third reform period (1995-2004) shows a pronounced 

increase in the MRC for most of the states. The reason for this is the integration of the East 

German states into the equalization scheme and the associated deferrals of the relative per-

capita financial strengths of the West German states. While in the previous periods only Saar-

land, Bremen and Schleswig-Holstein were confronted with MRC of above 90%, from 1995 

onwards all East German states were additionally confronted with MRC of above 90%. The 

reason for this was the high volume of received transfers compared to weak own tax base of the 

eastern states in the years after the German reunification (see Figures 3 and 5).  

Figure 5: MRC and Equalization Tariff in the Reform Period III (1995-2004) 

 
Source: Own depiction based on simulations. Municipal revenues fully included. 

The equalization tariff was slightly changed in 1995. Additional revenues that overshot 110% 

of the average financial strength of all states were not skimmed completely anymore. However, 

the differential tariff and the full replenishment to a per-capita financial strength of 93% of the 

average per-capita financial strength of all states remained and so did most of the unfavorable 

fiscal incentives discussed above (see Figures 3 and 5).  




































