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Finance for Growth, Finance and Growth, Finance or Growth . . .?

Three Perspectives on the Interaction of Financial Markets and the Real Economy 76
Observers will find at least one common economic theme running through the 20" century:
financial market development (as impressively documented by Kindleberger [1984]). From the
wide range of aspects related to “finance and growth,” to which this entire volume of Focus on
Austria is dedicated, this introductory paper highlights three selected issues that are fundamental
to finding adequate policy prescriptions for economic policy decision-making and that are key to
the current discussion: (i) “does finance matter,” (ii) what are the essential functions of financial
markets and the important characteristics of financial market transactions, and (iii) which
financial system is preferable, a perennial topic of debate. The paper concludes that first, almost
by definition, functional efficiency is the priority a financial system needs to fulfill from a
macroeconomic point of view. Factors determining the transfer of financial funds to investors are
essential for the potential level of investment and the growth path of the economy to be realized.
Second, combining the different historical, economic policy and financial market perspectives,
there seems to be a clear need for a paradigm shift in economics, in the direction of a
macroeconomic theory integrating financial markets and their impact on real developments into

the core of the analysis.

Stock Markets, Shareholder Value and Investment 95
The paper explores the effects of stock markets on business investment. Next to the direct finance
effect several indirect channels are identified and discussed, i.e. the allocation of investment, the
effects through balance sheets on the stability of the financial systems, the wealth effect on
consumption and corporate governance effects. Among these, the intuitively appealing direct effect
and the indirect corporate governance effect are discussed most extensively. The empirical evidence
regarding the financing effect is clear, if surprising. Stock markets play little role in financing
investment and investment reacts little, gf at all, to changes in share prices. Changes in corporate
governance have become prominent recently. The paper proposes a post-Keynesian model thereof
and presents evidence that the increase in shareholder power may have reduced investment.
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Financial Development and Macroeconomic Volatility: Evidence from OECD Countries 111
This paper discusses the link between financial development and macroeconomic volatility by
exploring some of the ways through which financial development may affect business cycle

fluctuations. To be specific, we examine whether stock market development exerts an unambiguous
effect on macroeconomic volatility. Building on theoretical work related to two different strands,
we also investigate the role financial development has in the propagation of real and monetary
shocks. Using a panel data set covering 22 OECD countries over the period 1971 through 2000
we find a robust relationship between stock market development and the severity of the
macroeoconomic cycle, and evidence that well-developed financial systems magnify monetary shocks
and dampen real ones. The results also indicate that the size of the stock market matters when
interacting with stock market volatility.

A Financial Decelerator in Europe? Evidence from Austria 133
This paper analyzes some reasons for the apparent success of financial liberalization in Austria.
Against the odds, Austria’s ambitious program of deregulation between 1977 and 2000 did not
result in a financial crisis, but yielded large and tangible benefits. While the Austrian experience
has so far not attracted much attention in the literature, it may contain important lessons on
policy best practices, and on the transmission mechanism gf monetary policy. Three implications
emerge from this study: First, gradualism worked well. The slicing of reforms into manageable
pieces avoided a cumulation of risk factors and the emergence of financial bubbles. Second,
financial rgform was timed in a countercyclical manner, which added stability to the economy.
Finally, a large banking sector may be more diverse and able to stabilize itself. The predominance
of financial networks and nonprofit banks in Austria gave rise to countercyclical lending behavior,
i.e. a financial decelerator.

Banking Structure and Investment in Austria: Some Empirical Evidence 150
This study confirms that the liquid-assets-to-capital ratio is an important determinant of
investment. Furthermore, given the characteristics of the Austrian financial system, this paper
investigates the role of lending relationships on the investment of a sample of Austrian firms. It is
found that the existence of a house bank matters for investment, but the direction of the change is
not always as expected. This study also deals with the effect of banking structure on investment.
Contrary to expectations and to findings for other countries, small firms benefit more by having
narrow lending relationships with a large bank.
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Editorial

The title of this volume “Finance for Growth” can be read in two different ways:
First, it asks whether financial sector development has an impact on economic
growth, an issue which has become a major topic of empirical research on
economic growth. Second, it involves a normative query: Which structure of
the financial system at the respective development stages of the economy may
better foster growth? This second connotation of our “Finance for Growth”
subject has found its way into the growth literature only recently, despite the
fact that economists and policymakers have debated the relative merits of bank-
based versus market-based financial systems for over a century.

With regard to the first issue, despite the econometric difficulties encoun-
tered, a consensus about the significant role of the financial sector in growth has
been emerging, a finding that has also been confirmed by recently developed
dynamic panel techniques. But part of the literature makes the case that deeper
financial market development may be more vulnerable to crises. When
regulatory capabilities lag behind financial sector development, this may lead
to crises that inhibit growth. Concerning the second issue — which financial
structure better supports growth — the empirical findings in the literature are
less clear. While a recent OECD study has shown that stock market
development has promoted growth in high income countries (Leahy et al.,
2001), Hahn (2002) has found that the significant positive coefficient of stock
market development on growth becomes insignificant when a stock market
indicator is used that is less sensitive to share price effects.

This volume puts together papers presented at the Workshop of the
Oesterreichische Nationalbank on “Finance for Growth” on January 27,
2003. The studies are related not only to these two lines of research, they also
tackle new issues in the area of financial sector development and its impact on
the real economy. The first contribution by Peter Mooslechner (Finance for
Growth, Finance and Growth, Finance or Growth ...? Three Perspectives on
the Interaction of Financial Markets and the Real Economy) highlights three
selected aspects that are key to economic policy decision making. First, the main
lines of economic research on financial markets are reviewed and contrasted
with real life phenomena and our insights derived from historical studies. While
economic history literature attributes an essential role to the financial sector in
determining the real economy, mainstream economic theory has only recently
begun to account for some of the financial market failures in its models, though
the list of failures covered is far from complete. Second, the characteristics of
financial transactions that are fundamentally different from transactions on
product markets and the multiple, mutually nonexclusive functions of financial
markets are analyzed. Third, the debate of the relative merits of a market-based
and a bank-based financial system that was sparked at the end of the past
century is reviewed. While the recent literature does not attest either of the
two models a particular advantage with respect to economic growth, research
has increasingly focused on the developmental state of the financial sector,
concluding that well-developed financial markets have a positive impact on
overall economic performance. Finally, the author is supportive of a paradigm
shift in economics that integrates financial markets and their impact on real
developments into the core of the analysis.
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The paper by Engelbert Stockhammer (Stock Markets, Shareholder Value and
Investment) explores the effects of stock markets on business investment. The
author tests whether the development of a market for corporate control and the
reorientation of management priorities along the lines of creating shareholder
value (financialization) have reduced growth in investment. The study finds
strong support for the hypothesis that “financialization” led to a slowdown in
accumulation in the United States and France, some support for the United
Kingdom and none for Germany.

While the empirical literature linking financial sector development and the
real economy focuses almost exclusively on the impact of the financial sector on
economic growth, only few studies have so far investigated its impact on
the business cycle. Two papers explore this novel research focus. Franz Hahn
(Financial Development and Macroeconomic Volatility: Evidence from OECD
Countries) examines the linkage between financial development and business
cycle fluctuations in 22 OECD countries over the period 1970 through 2000.
More specifically, the role financial development has in the propagation of real
and monetary shocks is explored. In line with economic theory it is shown that
both market-based and bank-based financial systems magnify monetary shocks
and dampen real shocks. Interestingly, the tentative results indicate that stock
markets destabilize the business cycle.

Closely related to the issue of financial sector linkage with macroeconomic
volatility is the study by Benedikt Braumann (A Financial Decelerator in Europe?
Evidence from Austria). The paper more generally analyzes the history of
financial liberalization in Austria, whose financial markets ranked among the
most repressed in Europe until the late 1970s. There are many reasons why
financial market liberalization was not associated with financial crises. Special
attention is given to the large Austrian banking sector, which tended to dampen
monetary shocks through a system of endogenous buffers, and the prevailing
impact of relationship lending that sharply reduced the role of the bank lending
channel. Maria Valderrama (Banking Structure and Investment in Austria: Some
Empirical Evidence) investigates the impact on investment behavior of these
bank-lending relationships, which are important in Austria. This innovative
work determines the effects of banking structure, firm characteristics and lend-
ing relationships simultaneously within one model. It is found that the existence
of a house bank matters for investment in Austria. Interesting results are
reported for the effect of banking structure and firm characteristics on
investment. Contrary to expectations and to findings for other countries, for
example, small firms benefit more from narrow lending relationships with a
large bank.

Klaus Gugler (Corporate Governance, Investment, and the Implications for
Growth) tests the influence of cash constraints on the investment decisions of
firms and shows for Austrian nonfinancial firms that corporate governance has
important implications for the nexus between finance and growth: For family-
controlled firms positive investment-cash flow sensitivities indicate cash
constraints and underinvestment, while positive investment-cash flow sensitiv-
ities found for state-controlled firms suggest managerial discretion and over-
investment. The author does not find cash flow-induced investment spending
for bank-controlled firms.

EDITORIAL
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EDITORIAL

The workshop closed with a panel discussion on the issue: “What Kind of
Financial System Works Best for Europe?” This volume concludes with a reprint
of the statements by the panelists of the workshop. For Engelbert Stockhammer, the
issue of which financial system is preferable should be based not only on
functional efficiency criteria, but also on political economy considerations.
He mentions distribution effects that are closely related to financial
structures and the room for maneuver of national economic policy that can
probably be implemented more easily in bank-dominated financial systems. Peter
Mooslechner argues along similar lines. He states that financial systems have to be
designed to optimize multiple goals, while he also makes the point that the
strong regional differences between European financial systems require
different policy prescriptions. In Austria, e. g, it seems that the implicit risk
allocation that has historically evolved between the state, financial markets and
private agents is no longer viable. A substitute has to be found that serves the
multiple goals of a financial system and safeguards financial stability. Franz Hahn
considers the difference between market- and bank-based financial systems
minor with regard to their financing function. However, the systems diverge
in the way in which they allocate and diversify risks. The governance function
plays only a small role in both systems given the fact that insiders tend to
instrumentalize outsiders.

With respect to the determinants of financial sector development, Engelbert
Stockhammer argues against the prevailing wisdom that the financial system is the
outcome of a natural process, a point which is made by Franz Hahn, according to
whom the transformation towards a market-based financial system is closely
related to the development of civic society. The financial system, according to
Engelbert Stockhammer, is a product of the society it serves: “This setup can be
changed, but it takes a genuine will to change it.”

Helene Schuberth
Martin Schiirz
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Calendar of Monetary and Economic Highlights

Austria
October 2002

4

10

An amendment to the Personal Income Act 1988 (Federal Law Gazette Part |
No. 155/2002) paved the way for the introduction of new state-sub-
sidized personal pension plans as of 2003.

The subsidy for contributions to these new schemes is 5.5% — the same
rate applicable to payments into subsidized pension savings plans as
introduced by the tax reform in 2000 — plus the rate applicable to
savings plans with building and loan associations; thus, the subsidy
currently totals 10%. The maximum contribution qualifying for the
10% subsidy is EUR 1,800, as opposed to EUR 1,000 for other state-
subsidized investment instruments. At least 60% of the pension plan
assets must be invested in stocks which were initially listed at the stock
exchange of an EEA member country; the total stock market capital-
ization of the stocks initially listed in this EEA member country must not
exceed 30% of the national GDP. At the same time, pension plan
members must get a capital guarantee of 100% of contributions plus
the interest credited to the member’s account.

According to a study by the Austrian Institute of Economic Research (WIFO),
the introduction of euro cash did not push up prices on a large-scale.
However, there have apparently been some areas where the cash change-
over was used as a chance for “euro profiteering.”

December 2002

5

10

Reference Rate Cut

Following the monetary policy decision taken by the Governing Council
of the ECB at its meeting on December 5, 2002, to cut the interest rate
on the marginal lending facility by 0.50 percentage point to 3.75% with
effect from December 6, 2002, in Austria the reference rate is reduced by
0.50 percentage point to 4.00% with effect from December 6, 2002, as
required by the first euro-related amendment to civil legislation (Federal
Law Gazette Part I No. 125/1998) and as specified in the corresponding
regulation (Federal Law Gazette Part Il No. 27/1999, as amended).
Base Rate Cut

The marginal interest rate on the main refinancing operation of the
European Central Bank to be settled on December 11, 2002, is
2.82%, down by 0.55 percentage point against the interest rate calcu-
lated for the main refinancing operation (3.37%) settled immediately
after the latest change of the base rate (November 9, 2001). Thus, in
accordance with Article 4 of the corresponding regulation (Federal Law
Gazette Part II No. 27/1999, as amended) the base rate is reduced by
0.55 percentage point to 2.20%, with effect from December 11, 2002.
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CALENDAR OF MONETARY AND EcoNOMIC HIGHLIGHTS

European Union

September 2002

6-8 At its informal meeting in Copenhagen, the Ecofin Council discusses the
world economic situation, the Report on Financial Regulation, Super-
vision and Stability by the Economic and Financial Committee (EFC),
the amendment of the European Investment Bank (EIB) statutes to
account for enlargement, the cross-border clearing and settlement
arrangements, the work of the European Convention and the impact
of the floods in Austria and Germany. Moreover, the meeting serves to
prepare the Annual Meeting of the International Monetary Fund (IMF).
The informal Ecofin Council agrees that EU Member States are to
include “collective action clauses” in new sovereign bond issues.

9 The Joint Employment Report 2002 states that unless efforts are stepped up
to adjust wages and raise the level of qualification and flexibility, mass
unemployment may occur in the problem regions, in particular in the
ten EU accession countries, possibly triggering migration to the more
prosperous regions of the EU.

10 The U. K. Treasury publishes a set of 14 economic test criteria (e.g.
concrete control of budget deficits, possible inflationary effects follow-
ing the introduction of the euro) in preparation for a nation-wide
referendum on joining the single currency. This step means a toughening
of the previous five economic tests to be met by the U.K. and is thus
likely to be a stumbling block on the way to EMU entry.

11 The latest Eurobarometer survey on financial services (survey period:
August/September 2001) shows that consumers feel powerless vis-a-
vis financial services suppliers and ill-informed about financial products.
For reasons of convenience, cash remains the preferred means of pay-
ment (47%). 56% of consumers refuse to use the “electronic purse,”
while 80% have no experience with “distance payment,”i.e. payment via
telephone or the Internet.

12 The European Commission promises to provide funds of up to EUR 1 billion
for flood relief in Austria, Germany and France by end-2002. The
money is earmarked for reconstruction in the flood-stricken areas.

12/13 The EU Convention holds a plenary meeting in Brussels. The main focus
of the debate is the simplification of instruments and procedures in the
European Union (EU). Apart from a first round of orientation talks on
this topic, two working groups (on “Legal Personality” and on “Sub-
sidiarity”) present their interim results. Moreover, the Convention
agrees on the establishment and composition of four additional working
groups (“External Action,” “Defence,” “Simplification of Instruments
and Procedures” and “Security/ Justice”).

13 For the first time, the European Commission presents to the EU accession
countries a working document containing an estimate of their
prospected contribution payments to, and receipts from, the EU budget
for the first three years following EU entry.

According to this working paper, four of the ten applicant countries
would be net contributors in their first year of membership, unless EU
Member States make lump-sum compensation payments, as suggested
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CALENDAR OF MONETARY AND EcoNOMIC HIGHLIGHTS

by the Commission. The Commission paper goes on to state that the ten
new Member States stand to receive EUR 8.8 billion net from the EU
budget during the first three years of membership.

22-24 At the Fourth Asia Europe Meeting (ASEM) Summit in Copenhagen the

24

25

heads of state or government and the president of the European
Commission discuss world economic developments.

They agree, inter alia, on strengthening the economic and fiscal policy
dialogue and on developing joint action plans for financial markets and
capital movement.

Given the unfavorable cyclical situation, the European Commission post-
pones the demand for balanced budgets in the euro area countries from
2004 to 2006. According to European Commission president Romano
Prodi, this decision does not alter the Stability and Growth Pact, as the
Pact does not lay down any deadlines but merely commits euro area
countries to achieve budget positions close to balance or in surplus in the
medium term. The 2004 deadline is defined in the Broad Economic
Policy Guidelines for 2002.

The European Commission opens the excessive deficit procedure (Article
104 EC Treaty) against Portugal. This is the first time such a step is taken
vis-a-vis a Member State. The move was triggered by the official
confirmation that Portugal’s general government deficit had come to
4.1% of GDP in 2001, thus clearly exceeding the agreed 3% threshold.
The deterioration of Portugal’s budgetary position is only partly
attributale to cyclical factors.

October 2002

1

In reaction to the excessive deficit procedure (Article 104 of the Treaty
establishing the European Community) launched against Portugal by the
European Commission, the Portuguese government passes a 2003 draft
budget which envisages 10% cuts in current expenditure at all minis-
tries; by these means, the general government deficit is to be brought
down to 2.5% of GDP in 2003, well below the Maastricht Treaty
reference value of 3% of GDP. Especially administrative costs and invest-
ment are to be reduced, whereas tax revenues are to be raised.

The finance ministers of the Eurogroup approve a proposal put forward by
Commissioner for Economic and Monetary Affairs Pedro Solbes as to
the application of the provisions of the Stability and Growth Pact: 11
euro area countries, i.e. all member countries with the exception of
France, commit themselves to reducing their cyclically adjusted deficits
by a minimum of 0.5 percentage point every year starting from 2003.
Also, the 12 finance ministers pledge to avoid excessive new debts and
to achieve balanced budgets in the medium term.

Issues on the agenda of the ECOFIN council meeting include taxes (taxation
of savings and energy), the streamlining of the annual economic and
employment policy coordination cycles, the evaluation of the European
employment strategy, budgetary and financial aspects of EU enlarge-
ment, insurance for airlines, and Russia. As to financial stability, super-
vision and integration, the EU finance ministers approved a report on
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CALENDAR OF MONETARY AND EcoNOMIC HIGHLIGHTS

harmonized regulatory rules for securities markets, banks and insurance
companies. The proposals on the regulation of European securities
markets drawn up under the chair of former Belgian central bank
governor Alexandre Lamfalussy are to be applied to banks’ and insur-
ance companies’ other fields of business.

9 In its Regular Reports and the Enlargement Strategy Paper, the European
Commission proposes that the EU heads of state and government conclude
accession negotiations with Cyprus, the Czech Republic, Estonia, Hun-
gary, Latvia, Lithuania, Malta, Poland, Slovakia and Slovenia by the end
of the year. Bulgaria’s and Romania’s efforts to achieve their objective of
EU accession by 2007 are to be supported. As regards Turkey, the
European Commission proposes stepping up preaccession assistance.
The accession countries are called upon to make further improvements,
especially in public administration and in the legal system, in order not
to jeopardize the ratification of the accession treaties by the Member
States. Close monitoring and regular reports by the European Commis-
sion are to keep the accession countries on the track of economic
reform. The European Commission’s findings will be reviewed by the
European Council at its meeting on October 24 and 25 in Brussels.

18 European Commission President Romano Prodi harshly criticizes the Stability
and Growth Pact, demanding more financial room for maneuver for
Member States. Commissioner for Economic and Monetary Affairs
Pedro Solbes defends the pact. The European Central Bank (ECB)
reiterates its calls to comply with the provisions of the Stability and
Growth Pact.

19 In a second referendum, a clear majority of Irish voters (62.83%) turns
out in favor of the ratification of the Treaty of Nice, the basis for EU
enlargement. The Treaty of Nice was negotiated in December 2000 and
is to be ratified by end-2002.

21 In Sweden, Prime Minister Goran Persson presented his new cabinet.
Political commentators suggest the ministers have been picked also with
a view to the referendum on the introduction of the euro in Sweden,
which is expected to take place in 2003. The Swedish ambassador to the
EU, Gunnar Lund, was appointed deputy finance minister.

21/22 EU foreign ministers meeting in Luxembourg approve the European Commis-
sion’s recommendation to conclude accession negotiations with ten
accession countries.

24 Germany accepts the excessive deficit procedure the EU is expected to
launch in the near future.

24/25 EU enlargement is the top item on the agenda of the European Council
meeting in Brussels. The European Council approves the European
Commission’s proposal on the selection of the ten future EU Member
States. The EU has committed itself to concluding accession negotiations
with these countries at the European Council in Copenhagen on Decem-
ber 12 and 13, 2002, and to signing the accession treaties in April 2003
in Athens. The European Council declares its support for Bulgaria’s and
Romania’s efforts to fulfill the accession criteria by 2007. The elements
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CALENDAR OF MONETARY AND EcoNOMIC HIGHLIGHTS

25

28

for deciding on the next stage of Turkey’s candidature are to be prepared
by the Council in time for the Copenhagen European Council.
Furthermore, the EU heads of state and government agree on the
financing terms for enlargement. If the projected cash flow balance with
the Community’s budget compared to the year 2003 is negative for
individual accession countries in the years 2004 to 2006, temporary
budgetary compensation will be offered.

The European Council hears a report of the president of the European
Convention, Valery Giscard d’Estaing, on the progress of the Conven-
tion’s proceedings.

The Governing Council of the ECB decides to enhance the TARGET system
for large-value payments between national central banks. In view of the
upcoming EU enlargement, the present multiple platform system is to
be maintained and supplemented by a “shared component.” Further-
more, TARGET 2 will have a broadly defined core service, for which
there will be a single Eurosystem-wide price structure. The new system
is to become operational in 2005 at the earliest.

On the occasion of the plenary meeting of the European Convention,
President Valéry Giscard d’Estaing presents a draft structure of a future
Constitutional Treaty. The first part is to consist of constitutional
provisions laying down the institutional architecture, whereas the second
part is to contain provisions dealing with the Union’s policies and
actions, which can be amended more easily. The Constitutional Treaty
is to be negotiated by the EU national governments during the second
half of 2003. The ECB is to be given the status of an EU institution.
The Convention’s working group on economic governance presents its
final report. As opinions on key questions differ widely, it does not
contain substantial reform proposals. One of the few issues on which
the group has reached agreement is the competence for monetary and
economic policies: the ECB is to retain the exclusive responsibility for
monetary policy, whereas economic policies are to remain in the hands
of the national governments. The ECB is to remain independent of
political influence.

November 2002

5

At their meeting in Brussels, the Eurogroup finance ministers call upon
the European Commission to look into the reasons why inflation rates
are comparatively high in Ireland, Portugal, Spain, the Netherlands
and Italy. Euro area inflation is expected to reach 2.3% in 2002, thus
exceeding the ceiling set by the Eurosystem.

The Ecofin Council discusses the framework proposed by Switzerland for
solving the issue of savings taxation, combining a withholding tax on
interest income accrued to EU citizens, voluntary information sharing
(leaving it up to EU nationals whether to pay withholding tax in Switzer-
land or report the savings income earned abroad to their home tax
authorities), cross-country exchange of information on request and a
revision clause. EU Internal Market Commissioner Frits Bolkestein
reports on the current state of negotiations with Switzerland on the
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CALENDAR OF MONETARY AND EcoNOMIC HIGHLIGHTS

taxation of savings. According to Mr. Bolkestein, Switzerland is
prepared to introduce a 35% withholding tax from January 1, 2004,
provided that Belgium, Luxembourg and Austria, which will apply a
withholding tax until 2010 instead of the envisaged EU-wide automatic
exchange of information, agree to levy 35% as well, rather than initially
15% and later 20% as envisaged. The Directive on the taxation of savings
income should be adopted by the end of 2002.

The Ecofin Council endorses uniform rules for the approval of
prospectuses (“European passport for issuers”). The EU finance minis-
ters agree that issuers will be free to select the authority which is to
approve their prospectus above a threshold value of EUR 5,000, i.e. in
approximately 50% of all securities issues.

The Ecofin Council identifies an excessive deficit in Portugal (under
Article 104.6 of the Treaty) and issues a recommendation to remedy this
situation at the latest by 2003.

7 Positions diverge strongly in a plenary discussion of the report submitted
by the European Convention working group on economic governance. A
broad consensus evolves only on the following issues: the mandate and
the tasks of the European Central Bank (ECB) shall remain unchanged;
the division of competences between the ECB for monetary policy and
the Member States for economic policies is to be left unchanged.
Regarding a strengthening of the role of the European Commission in
coordinating economic policies, a clear majority supports the idea of
empowering the Commission to directly issue an early warning to a
Member State that it finds to be running up an excessive deficit.

11 The European Commission publishes its latest Internal Market Scoreboard
(“Ten years of the Internal Market without frontiers”). Germany is
among the countries with the highest “implementation deficit.” 80%
of Europeans believe that the Internal Market has enlarged the range
of available products; nearly half of all businesses across the EU say that
the dismantling of internal frontiers has improved their competitive
positions.

12 A study conducted for the European Commission provides evidence that
completing the integration of EU financial markets will continually
boost growth across the EU. Conservative estimates put the integra-
tion-related increase in EU-wide real GDP growth over the next decade
at 1.1% or EUR 130 billion or EUR 350 per capita.

13 The European Commission expects Germany to reach a deficit of 3.8% of
GDP in 2002 and a deficit of 3.1% of GDP in 2003. As a result, the
Commission initiates an excessive deficit procedure (according to
Article 104 of the Treaty) against Germany.

At the same time, Pedro Solbes, EU Commissioner for Economic and
Monetary Affairs, recommends to the Council to send an early budget
warning (as set out in regulation 1466/97 of the Stability and Growth
Pact and in line with Article 99.4 of the Treaty) to Fr