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Agenda

* German Institute on Urban Affairs (Difu)

* Financial situation of German municipalities

* Financial needs for the transition (energy transition, climate
mitigation and adaptation, etc.)

* Challenges and instruments for financing the transition
* Difu’s contribution in supporting the municipal transition
* Conclusion and outlook
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Fact Sheet: German Institute on Urban Affairs (Difu)

 Founded in 1973 by the
Association of German Cities

» 75% third-party funded (federal and
state ministries, foundations,
NGOs)

« 100+ contributing cities

* 4 research departments + seminar
division

« around 200 employees

» Application-oriented research for
urban development

» politically neutral

* Mission: Sustainable and
cooperative cities .| | FU
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Financial distress: Budget balances of municipalities
Core budgets, 1992-2028
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Daten: Destatis, amtliche Kassenstatistik Gemeinden und Gemeindeverbande; ab 2025: Prognose der kommunalen Spitzenverbande fiir Urbanistik



Trends in municipal debt

1970-2023
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Municipal spending on social welfare and investments
2005-2026
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Assessment of the future financial situation

...in the coming fiscal year (2025)
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Perceived investment backlog

Total: €215.7 billion (increase of €29.6 billion or 15.9% compared to the

previous year)
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Perceived investment backlog over time since 2009
(nominal and real)

Comparing this to the rise in construction costs (specifically for roads) indicates that the nominal
increase in the perceived investment backlog has tracked construction cost developments fairly closely
since 2018.
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Quelle: KIW-Kommunalpanel 2025, durchgefiihrt vom Difu Jan. bis Marz 2025. fiir Urbanistik




Planned and actual investments: Projection

47 Mrd. Euro 48 Mrd. Euro
50.0
450 —— 4.6
Investment levels are 4.5 Sonst
400 +— 4.2 —36% lower than % onstiges
— planned. Schutz
2.6 Inf
360+ 25 nio
11 Wohnen
200 | 38 30 Mrd. Euro Gesund
2.7 Sport
250 - 23 = Kultur
1.7 Kinder
20.0 2 m Schulen
/lWasser
15.0 - Abfall
\l Energie
10.0 - m Off. Verwgeb.
u OPNV
50 - m Strallen
00 i T T

geplante Investitionen 2024
(laut Haushaltsplan)

tatsachl. verausgabte
Investitionen 2024

geplante Investitionen 2025

®lifu

Quelle: KIW-Kommunalpanel 2025, durchgefihrt vom Difu Jan. bis Marz 2025.

Deutsches Institut
far Urbanistik



Future investment needs for the transition until 2030
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Local investment needs for
climate mitigation and adaptation

Core Budget of the Muncipalities

Abbildung 34 | Jahrliche kommunale Investitionsbedarfe in Klimaanpassung und Klimaschutz auf Basis
vorliegender Studien, in Mrd. Euro
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Publicly owned companies

Energy transition: According to associations of the municipal economy, transforming the energy
and heating infrastructure will require investments of around €721 billion by 2030 and €1.2

trillion by 2035. .| | fu
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Current challenges of municipal finance

Challenge 1: Municipalities and public enterprises are unable to meet existing
investment needs through their own funds.

Challenge 2: Debt financing is also limited because...

* on the side of banks, regulatory and balance sheet constraints limit their ability to
issue traditional loans at the required scale.

* on the side of municipalities, borrowing is subject to regulatory restrictions —
particularly for municipalities under budgetary supervision (“Haushaltssicherung”).

* on the side of public enterprises, high levels of debt financing would reduce equity
ratios, impairing debt sustainability.

Challenge 3: As a result, financing models that mobilize private capital will gain in
importance in the future.

At the same time, sustainability disclosure requirements of debt-financed municipal
investments is becoming increasingly relevant.

®ifu

Deutsches Institut
far Urbanistik




Examples of financing approaches for the transition

Green bonds issued by (development) banks to refinance green
promotional loans

Equity financing of public enterprises (e.g., through fund-based
models)

Citizen participation models (e.g., energy cooperatives)

Capital market instruments (e.g., municipal bonds)
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New sustainability disclosure requirements for the
financial management within the ‘Municipal Group’
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Digital platform for sustainable municipalities

1N PORTAL FUR
U NACHHALTIGE Kommunalprofile
A# KOMMUNEN

Nachhaltige Entwicklung
beginnt vor Ort

Das Portal fiir Nachhaltige Kommunen unterstiitzt Stadte,
Landkreise und Gemeinden auf dem Weg zur Nachhaltigkeit.

Starten Sie Ihre Suche nach einer Kommune direkt hier.

Q

Zum Kommunalprofil

Wissen zu kommunalen Nachhaltigkeitsthemen

Wabhlen Sie ein Thema aus und erhalten Sie passende Inhalte fiir
Nachhaltigkeitsaktivitaten vor Ort.

Provision of various digital tools
(sustainability budgeting,
sustainability reporting,
sustainability check, etc.)

Integration with a digital platform
for loan facilitation (?)

Preparation of sustainability
certifications for debt-financed
investment projects

Provision of dashboards to
monitor long-term progress on
the SDGs

Provision of tools for projecting
climate impacts
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Conclusion and outlook

* German municipalities are facing a substantial investment
backlog

* Growing financial needs for social-ecological transformation
— increasing demands for sustainability disclosure

* Sustainability expectations remain strong despite general
backlash (driven by EU Sustainable Finance regulations &
EBA guidelines)

* Legal framework for municipal financing needs flexibility to
enable innovative approaches.
@lifu
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Thanks for your Attention!

Dr. Henrik Scheller
Team Wirtschaft, Finanzen und Nachhaltigkeitsindikatorik

Deutsches Institut fur Urbanistik

Forschungsbereich Infrastruktur, Wirtschaft und Finanzen
Zimmerstral3e 13 - 15

10969 Berlin

Tel: +49 (0)30 39001-295

E-Mail:
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