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Operating revenue 
(EURm) 

10,134.8 9,815.6 

Debt (EURm) 20,299.2 20,051.4 
Operating balance/ 
operating revenue (%) 

14.88 15.24 

Debt service/current 
revenue (%) 

54.18 58.48 

Debt/current balance 
(yrs) 

20.2 21.0 

Operating balance/ 
interest paid (x) 

3.00 2.70 

Capital expenditure/ 
total expenditure (%) 

7.37 9.11 

Surplus (deficit) before 
debt variation/total 
revenues (excluding 
new debt) (%) 

5.10 4.77 

Current balance/capital 
expenditure (%) 

89.49 67.67 
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Key Rating Drivers 

Solidarity System Intact: The ratings of the State of Saxony-Anhalt (ST) reflect the stability 

and sustainability of the solidarity mechanism for German Laender. According to German 

federalism, underpinned by the constitution, the central government (Bund) and the states 

(Laender) are jointly responsible for supporting a state in financial distress. 

Strong Access to Liquidity: German Laender may offer their excess liquidity to each other on 

a daily basis at interbank rates. Active liquidity management, access to a EUR2 billion 

commercial paper (CP) programme and adequate treasury facilities prevent any temporary 

delays in the provision of liquidity. 

Financial Equalisation System: Through the financial equalisation system, different taxation 

powers and financial strengths are compensated through horizontal financial transfers among 

the Laender (see Institutional Framework for German Subnationals). ST is net recipient in the 

financial equalisation system, receiving transfers amounting to EUR3.4 billion (33% of 

operating revenue) in 2016. 

High Debt but Declining Trend: From 2020, Laender will have to achieve balanced budgets 

without new borrowing. ST implemented the national debt brake rule in November 2012 and 

has reduced its net new debt requirements almost to zero in its budget since 2012. At end-

2016, direct debt was EUR20.3 billion, up 1.2% yoy; according to the state’s medium-term 

financial plan, ST will reduce its direct debt on a consecutive basis to EUR19.9 billion in 2020. 

Its direct debt/current revenue ratio declined to 200% in 2016 (2015: 204%) and is expected to 

further decline to 198% in 2020, but it remains high on international standards. 

Stable Operating Margin: In 2016, ST’s operating margin was 14.9% (2015: 15.2%) following 

opex growth of 3.7% driven by current transfers to municipalities and a slightly lower growth of 

revenues (3.3%). However, due to a decrease of interest expenses, the current margin 

improved to 9.9% (2015: 9.7%) and the current balance covered capex by 89% (2015: 68%). 

ST’s plan to reduce its staff by almost 20%, to about 41,000 by end-2019, and to reduce the 

current transfers to municipalities by 2.2% annually, should support cost consolidation. 

Declining Interest Expenses: Interest expenses continued to decline in 2016, falling by 7.5% 

yoy to EUR509 million (2015: EUR551 million). ST applies active debt management and is a 

frequent issuer in the capital markets. The low interest environment coupled with active debt 

management helps the administration to contain its annual interest expenses.  

High Capex Ahead: In 2016, ST spent 7.4% of its total expenditure on capital investments, 

below the average for the last five years (8.6%) – of which transfers to municipalities 

constituted the largest share. According to its medium-term financial plan, investments are 

expected to peak in 2018, at EUR1.83 billion (16.2% of total spending), and then decline to 

15% (2019) and 13.6% (2020) of total expenditure. We assume ST will use some leeway, as 

the state has never spent more than 15% of total expenditure over the past five years. 

Rating Sensitivities 

Sovereign Downgrade: A negative rating action would be triggered by a change in the ratings 

of Germany (AAA/F1+/Stable). Any change in the support scheme would necessitate a review 

of the ratings. 
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Principal Rating Factors 

 

Summary: Strengths and Weaknesses 

 
Institutional 
framework 

Debt and other 
liabilities Economy  Finances 

Management  
and admin. 

Status Strength Weakness Neutral Neutral Strength 
Trend Stable Positive Stable Stable Stable 

Source: Fitch 

 

Overall Strengths 

 Strong institutional framework 

 Prudent debt management resulting in almost zero net new borrowing since 2012, leading 

to a slight reduction in debt stock 

 Proactive approach to the coverage of future pension liabilities of employed staff 

 Stringent expenditure policy 

Overall Weaknesses 

 High debt burden; one of the highest debt/current revenue ratios in international context 

 Declining population due to emigration and ageing; consequent decrease in the workforce 

 Less diversified economy 

Institutional Framework 

The ratings of ST are linked to those of Germany on the back of a strong mutual support 

system between the Laender, the extensive financial equalisation system and the Laender’s 

very good access to liquidity coupled with sophisticated cash management. This is 

underpinned by Article 20 of the German Constitution, which states that 16 Laender are equal 

partners with the federal government and have the same rights and duties, even though in 

practice they are subordinate in some areas. 

Debt and Other Long-term Liabilities 

Driven by good economic progress and cost-consolidating measures established ahead of the 

debt brake starting from 2020, ST’s debt growth decelerated and the state aims to start 

reducing debt in 2017. However, indebtedness remains high compared to the other German 

states. Based on preliminary figures, its debt per capita was EUR9,040 at end-2016, well above 

the Laender’s average of EUR6,633. Consequently, its high debt-to-current revenue ratio in an 

international context limits the administration’s expenditure flexibility. At end-2016, ST’s debt-

to-current revenue ratio was at 200% (2015: 204%). According to the state’s medium-term 

financial plan, the debt-to-current revenue ratio will remain high but is likely to decline to below 

200% by 2020. 

ST’s debt slightly increased by 1.2% in 2016 and amounted to EUR20.3 billion at year-end. The 

increase of direct debt was due to a higher growth of operating expenditure (+3.7%) than 

operating revenue (+3.3%). Further, the financial balance shrank after the financial revenue 

decline was not compensated for by a further decline in interest expenditure.  

According to the state’s budget for 2017, ST aims to reduce debt by EUR100 million annually. 

The medium-term financial plan 2018-2020 is following this trend, with an annual decline of 

debt by EUR100 million in 2018-2020; total debt is expected to amount to EUR19.9 billion by 

end-2020. Fitch views this as realistic.  

Provided that the annual growth rate of operating revenue remains in line with the compound 

annual growth rate (CAGR) of 2.6% achieved 2012-2016, ST will be on track to slightly reduce 
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its debt, through limiting opex growth (CAGR 1.8% in 2012-2016) and interest expenditure; 

capital expenditure may also decline in line with the state’s forecast. However, this 

performance may partly be compensated for by additional spending related to the influx of 

refugees and some adjustments on capex. 

Considering the state’s mid-term budgetary planning, the trend shown above will help to slightly 

improve its debt and debt coverage ratios. The 2017 budget foresees a decline of operating 

revenues of 3%, while opex may increase by 4%. However, according to 1Q17 results, ST 

reported an overall surplus before debt variation of 3.1%. For 2017-2020, the debt payback ratio, 

which is a measure for the debt sustainability (direct debt to current balance), will be well above 

the 20 years shown in 2016, varying between 50 years in 2017 and 27 years in 2019. However, 

we forecast the debt payback ratio to decline further and to remain below 20 years in 2017-2020.  

Direct debt servicing was 54% (2015: 59%) in terms of current revenue and 364% (2015: 

384%) in terms of operating balance. This ratio may deteriorate in a particular year depending 

on the state’s maturity profile, but the track record for 2012-2016 shows an improving trend, 

supported by a stabilisation of the operating performance, an increase of operating revenues 

and an ongoing decline of interest expenditure; therefore, ST is likely to reduce its debt burden. 

A declining population puts pressure on the tax base and lower revenues reduce the debt 

coverage; ST will remain obliged to cut debt to remain on track with its current debt coverage.  

For its civil servants’ pension liabilities, ST has been applying a proactive approach and has 

been setting up actuarial provisions since 2006. The aim is to fully cover the pension liabilities 

of the civil servants employed since 2007 and partially cover those of staff employed before 

2007 (these are not included in Appendices A & B of this report). 

Other Fitch classified debt consisting of private public partnership (PPP) financial leasing 

slightly declined to EUR125.2 million (2015: EUR82.3 million) in 2016.  

Like the other German Laender, ST can tap the “Inter-Laender Cash Pool” among the German 

states, which enables the state good access to liquidity in case of a shortfall. ST also has a 

EUR2 billion CP programme and the programme was more or less entirely used during 2016. 

Contingent Liabilities Moderate 

ST’s contingent liabilities mostly consist of guarantees, which remained at EUR1.9 billion at end-

2016. In 2016, ST held shares in 58 companies and 12 public sector entities (Anstalten oeffentlichen 

Rechts). The total debt of those entities that Fitch assumes the state is ultimately liable for (where 

ST has more than 50% equity holdings) amounted to a low EUR115.1 million (latest data available: 

2014). The business activities of these companies are diversified and the share of their debt with 

regard to ST’s budget is relatively small, limiting the risk to the Land’s budgetary performance. 

Like other German states, ST wholly owns a development bank (Investitionsbank Sachsen-

Anhalt) to support the state’s economic and infrastructural development, as well as to provide 

loans to business activities that are in the interest of ST and may not be financed by 

commercial banks. The bank enjoys a deficiency guarantee (Gewaehrtraegerhaftung) and 

maintenance obligation (Anstaltslast) from ST: ST is ultimately liable for all obligations of the 

bank. At end-2016, the bank had liabilities of about EUR1.8 billion (not included in Appendices 

A & B). Fitch assumes risk stemming from these liabilities as limited for the state given the 

bank’s assets and its conservative business profile, as well as the tight control from ST. 

Fitch views the municipalities’ and the districts’ support of the state as likely in case of financial 

hardship, although they are not legally liable to the state. Accordingly, Fitch considers 

municipalities’ and districts’ debt as contingent liabilities to the Land. At end-2016, the total debt 

of the municipalities and districts of ST was EUR3.15 billion (including EUR1.5 billion of short-

term loans (Kassenkredite)), slightly below the 2015 level. 

Debta Per Capita of the 
Laender, End-2016 
Land (EUR) 

Bremen 31,096 
Berlin 16,477 
Saarland 14,270 
Hamburg  12,880 
Schleswig-Holstein  9,244 
Saxony-Anhalt  9,040 
Rhineland-Palatinate 8,011 
North Rhine-Westphalia 7,780 
Lower Saxony 7,226 
Hessen 6,909 
Thuringia 6,761 
Brandenburg 6,446 
Mecklenburg-Western 
Pomerania 

5,380 

Baden-Wuerttemberg 4,256 
Bavaria 1,614 
Saxony 1,223 
Laender average 6,633 
Bund 12,755 
a
 Capital market debt, preliminary 

Source: Federal ministry of finance 
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Economy  

Cyclicality of the Local Economy 

ST’s economy has a concentration risk; it is focussed on the manufacturing industry, primarily 

on the production of intermediate goods, and the construction sector. In terms of gross value 

added, the construction sector accounted for 6.9% in 2016, above the German average of 

4.8%, whereas the manufacturing industry’s share of 25.7% of GVA was in line with the 

German average of 25.7%.  

ST’s wealth levels are well below the German average, with GDP per capita at EUR25,828 in 

2016 (Germany: EUR 37,128). ST’s real economic growth was 1.0%, below Germany’s 

average of 1.9% in 2016, as ST’s economy is less dynamic compared to that of Germany.  

Economic Structure of Saxony-Anhalt, 2016 

 

Saxony-Anhalt Germany 

Agriculture and forestry 1.6 0.6 
Production 32.6 30.5 
  Of which construction 6.9 4.8 
Services 65.8 68.9 
Total 100.0 100.0 

Source: Arbeitskreis "Volkswirtschafltiche Gesamtrechnung der Laender" 

 

Compared to the German average, ST has one of the highest unemployment rates (April 2017: 

8.6%; Germany: 5.8%). The unemployment rate has been on a decreasing trend, but this was 

mainly due to the declining demographic effects from emigration. 

According to ST’s Statistic Office, the population declined by 12% in 2000-2012, and the 

working age population declined by 18.5% during the same period. However, the net 

emigration rate has been declining since 2010: at end-2013 it was -0.4% per 1,000 inhabitants; 

at end-2015 ST had a population of 2.231 million. ST also has a lower share of working-age 

people (18-65 years) compared to the German average: they constituted 61% of the total 

population in ST at end-2014 versus 63% for Germany.  

As a result of this demographic trend, ST merged several municipalities and districts in 2009. 

However, attracting a skilled workforce remains one of ST’s main challenges in the wake of the 

declining working age.  

Against this backdrop, ST has launched an innovation strategy for 2014-2020, in which clusters 

in leading key sectors, such as manufacturing, health and medicine, logistics, pharmaceuticals 

and agriculture, should be established. This should help foster cooperation between traditional 

industries and scientific sectors, by exhausting regional added value and generating new jobs. 
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(Yrs)

GDPa Per Capita of the 
Laender, 2015 
Land (EUR) 

Hamburg 60,912 
Bremen 46,755 
Bavaria 42,950 
Hessen 42,732 
Baden-Wuerttemberg 42,623 
North Rhine-Westphalia 36,544 
Berlin 35,428 
Saarland 34,893 
Rhineland-Palatinate 33,589 
Lower Saxony 32,591 
Schleswig-Holstein 30,482 
Saxony 27,899 
Thuringia 27,172 
Brandenburg 26,848 
Saxony-Anhalt 25,828 
Mecklenburg-Western 
Pomerania 

25,025 

Germany 37,128 
a
 At current prices  

Source: VGR der Laender 

Unemployment Rates 

(%) 2013 2014 2015 2016 0617 

Germany 6.9 6.7 6.4 6.1 5.5 
 West 5.9 5.7 5.7 5.6 5.1 
 East 9.9 9.3 9.2 8.5 7.3 
 ST 11.2 10.7 10.2 9.6 8.1 

Source: Arbeitsagentur, Fitch  
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Finances  

Stable Operating Performance  

In 2016, ST’s operating margin remained almost flat at 14.9% (2015: 15.2%). The slight decline 

was due to opex growth (3.7%) exceeding operating revenue growth (3.3%). Opex was well 

above the average of its last five years (1.8%), mainly driven by transfers to municipalities, 

particularly relating to the refugee crisis. The current margin slightly improved to 9.9% (2015: 

9.7%) due to a further decline in interest expenditure in 2016, and the current balance covered 

the state’s capex requirements by 89% (2015: 68%). Consequently, the surplus before debt 

variation increased to 5.1% in 2016 from 4.8% in 2015.  

According to the state’s budget and medium-term financial plan, the operating margin is likely 

to decline to 8.7% in 2017 and recover to 10.6% in 2020. Assuming Fitch’s baseline scenario, 

considering average growth rate for the last five years (2012-2016 of revenue and expenditure, 

the margin is expected to be 15.6% at end-2017 and further improve to about 17.5% in 2020. 

The last 5yr average growth rate of ST’s operating revenue is roughly in line with the tax 

revenue growth of 2.6% assumed in the most recent tax estimate as of November 2016 for the 

entire Laender. ST’s 1Q17 results are showing an operating margin of 11.1%, exceeding the 

budgeted 8.7%. 

The further good progress of its tax revenues is very important for the state. Like the other 

eastern states of Berlin, Brandenburg, Mecklenburg-Western Pomerania, Saxony and 

Thuringia, ST is receiving additional transfers under Germany’s Solidarity Pact II (development 

aid) and current EU grants, which will end by 2020. Transfers from the Solidarity Pact II are on 

a declining trend. As in 2016, ST will receive EUR563 million in 2017, EUR442 million in 2018 

and EUR330 million in 2019 when the transfers mature. According to our baseline scenario, 

taxes would increase on average by 2.6% during the same period and if the state remains on 

target with the current limit of opex growth, ST should be able to cope with the end of transfers 

payments from 2020. 

Capital expenditure declined to 7.4% in 2016 from 9.1% in 2015. Current transfers to 

municipalities constitute the largest share of capex. The administration may use additional 

leeway stemming from the expected progress of its operating performance for additional 

investments. According to the state’s 2017 budget  and medium-term financial plan for 2018-

2020, the share of capex on total expenditure may increase to about 16% in 2017 and then 

slightly decline to 13.6% in 2020. Capital revenues covered capex by 60% in 2016 and is 

envisaged to slightly increase to 62% in 2017, but to sharply decline to 38% in 2020. However, 

according to our baseline scenario, we do not expect ST to take on net new debt in 2017-2020 

to finance their capex, in line with the state’s budget and own forecasts. 

Management and Administration 

The most recent elections (Landtagswahlen) took place on 13 March 2016 and the Christian 

Democrats (CDU) remain the ruling party. The coalition with the Social Democrats (SPD), 

which has been in place since 2006, was needed to form a government to achieve the absolute 

majority. The current government is therefore made up of the CDU, SPD and the Green Party 

(Gruene). The governing body of the Land consists of eight ministries and the state 

chancellery. Dr Reiner Haseloff (CDU) is the prime minister. The Landtagswahlen are held 

every five years, with the next election taking place in 2021. 

The administration demonstrates prudent debt management. Although the debt brake begins in 

2020, it has applied the debt brake rule since 2012, and has not acquired any new borrowings 

since then. Furthermore, ST is keen to maintain its expenditure discipline income, even after 

the rule is no longer in effect, by applying several cost cutting measures to gain additional 

leeway for investments without taking on net new debt. 

ST: Parliament 2016-2021 

Party Seats 

CDU 30 
Alternative fuer Deutschland 
(AfD) 

25 

DIE LINKE 16 
SPD 11 
GRÜNE 5 
Total 87 

Source: Fitch 
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Appendix A 

 

State of Saxony-Anhalt 

(EURm) 2012 2013 2014 2015 2016 

Taxes 5,443.8 5,612.3 5,612.4 6,075.2 6,523.1 
Transfers received 3,579.8 3,705.7 3,641.0 3,553.0 3,450.3 
Fees, Fines and other operating revenue 225.1 190.0 189.9 187.4 161.4 
Operating revenue 9,248.7 9,508.0 9,443.3 9,815.6 10,134.8 
      
Operating expenditure -7,783.5 -8,000.7 -8,068.3 -8,320.0 -8,626.4 
      
Operating balance 1,465.2 1,507.3 1,375.0 1,495.6 1,508.4 
      
Financial revenue 27.6 12.3 12.2 8.7 6.9 
Interest paid -712.0 -632.4 -632.4 -550.8 -509.4 
      
Current balance 780.8 887.2 754.8 953.5 1,005.9 
      
Capital revenue 537.4 597.8 662.7 970.6 669.7 
Capital expenditure -1,287.6 -1,235.7 -1,235.8 -1,409.1 -1,124.0 
      
Capital balance -750.2 -637.9 -573.1 -438.5 -454.3 
      
Surplus (deficit) before debt variation 30.6 249.3 181.7 515.0 551.6 
      
New borrowing 4,319.0 4,018.0 4,207.0 4,425.2 5,233.2 
Debt repayment -4,352.0 -4,278.4 -4,257.0 -5,194.4 -4,985.4 
      
Net debt movement -33.0 -260.4 -50.0 -769.2 247.8 
      
Overall results -2.4 -11.1 131.7 -254.2 799.4 
      
Debt      
Short-term 0.0  -   -   -   -  
Long-term 20,631.0 20,394.8 20,520.6 20,051.4 20,299.2 
Direct debt 20,631.0 20,394.8 20,520.6 20,051.4 20,299.2 
+ Other Fitch classified debt - pre-financing 157.7 118.1 118.1 82.3 82.3 
Direct risk 20,788.7 20,512.9 20,638.7 20,133.7 20,381.5 
- Cash, liquid deposits, sinking fund  -  858.9 1,173.0  -   -  
Net direct risk 20,788.7 19,654.0 19,465.7 20,133.7 20,381.5 
Guarantees and other contingent liabilities 2,782.0 2,742.0 2,257.4 1,905.5 1,932.7 
Net indirect debt (public sector entities exc. gteed amount) 158.1 102.5 102.5 102.5 115.1 
Net overall risk 23,728.8 22,498.5 21,825.6 22,141.7 22,429.3 
      
Memo for direct debt      
% in foreign currency  -   -   -   -   -  
% issued debt 100.0 100.0 100.0 100.0 100.0 
% fixed interest rate debt 85.8 86.7 84.8 86.8 85.8 

Source: Issuer and Fitch calculations 
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Appendix B  

 

State of Saxony-Anhalt 

 2012 2013 2014 2015 2016 

Fiscal performance ratios      
Operating balance/operating revenue (%) 15.84 15.85 14.56 15.24 14.88 
Current balance/current revenue

a
 (%)   8.42 9.32 7.98 9.71 9.92 

Surplus (deficit) before debt variation/total revenue
b
 (%) 0.31 2.46 1.8 4.77 5.1 

Overall results/total revenue (%) -0.02 -0.11 1.3 -2.35 7.39 
Operating revenue growth (annual % change) 1.89 2.8 -0.68 3.94 3.25 
Operating expenditure growth (annual % change) -0.22 2.79 0.84 3.12 3.68 
Current balance growth (annual % change) 50.15 13.63 -14.92 26.32 5.5 
      
Debt ratios      
Direct debt growth (annual % change) -0.16 -1.14 0.62 -2.29 1.24 
Interest paid/operating revenue (%) 7.7 6.65 6.7 5.61 5.03 
Operating balance/Interest paid (x) 2.1 2.4 2.2 2.7 3 
Direct debt servicing/current revenue (%) 54.59 51.58 51.71 58.48 54.18 
Direct debt servicing/operating balance (%) 345.62 325.8 355.59 384.14 364.28 
Direct debt/current revenue (%) 222.41 214.22 217.02 204.1 200.16 
Direct risk/current revenue (%) 224.11 215.46 218.27 204.94 200.97 
Direct debt/current balance (yrs) 26.42 22.99 27.19 21.03 20.18 
Net overall risk/current revenue (%) 255.8 236.32 230.82 225.38 221.16 
Direct risk/current balance (yrs) 26.62 23.12 27.34 21.12 20.26 
Direct debt/GDP (%)   38.37 37.33 37.24 35.67 35.51 
Direct debt per capita (EUR) 8,974 8,879 9,141 8,988 9,099 
      
Revenue ratios      
Operating revenue/budget operating revenue (%) 101.92 104.1 100.87 104.39 105.62 
Tax revenue/operating revenue (%) 58.86 59.03 59.43 61.89 64.36 
Modifiable tax revenue/total tax revenue (%)  -   -   -   -   -  
Current transfers received/operating revenue (%) 38.71 38.97 38.56 36.2 34.04 
Operating revenue/total revenue

b
 (%) 94.24 93.97 93.33 90.93 93.74 

Total revenue
b
 per capita (EUR) 4,269 4,405 4,507 4,839 4,846 

      
Expenditure ratios      
Operating expenditure/budget operating expenditure (%) 99.95 101.37 99.21 102.63 100.71 
Staff expenditure/operating expenditure (%) 31.04 30.6 30.34 29.95 29.7 
Current transfer made/operating expenditure (%) 57.46 58.1 58.45 58.57 58.37 
Capital expenditure/budget capital expenditure (%) 91.36 90.69 65.67 109.99 64.8 
Capital expenditure/total expenditure (%) 9.11 8.73 8.71 9.11 7.37 
Capital expenditure/local GDP (%) 2.39 2.26 2.24 2.51 1.97 
Total expenditure per capita (EUR) 6,148 6,159 6,322 6,936 6,833 
      
Capital expenditure financing      
Current balance/capital expenditure (%) 60.64 71.8 61.08 67.67 89.49 
Capital revenue/capital expenditure (%) 41.74 48.38 53.63 68.88 59.58 
Net debt movement/capital expenditure (%) -2.56 -21.07 -4.05 -54.59 22.05 

n.a.: Not available 
a
 Includes financial revenue 

b
 Excluding new borrowing 

Source: Issuer and Fitch calculations 

 
 
 



Public Finance 

     
 State of Saxony-Anhalt 

August 2017 
9  

Appendix C 

State of Saxony-Anhalt 

Peer Comparison 
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