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We look back on a very inspiring and captivating conference, hosted by

Kommunalkredit Austria. They did all possible efforts to make

this congress a festive event for all the participants. Not only interesting

themes, points of view and opinions around Public-Private Partnerships,

the enlargement of the European Union and the Stability Pact

were exchanged. The organization also succeeded in giving the

participants insight in the dynamics, the history and the traditions of the

Austrian community. All honour to Reinhard Platzer and his staff! 

This newsletter is an extra edition. It is fully dedicated to the Congress.

In this edition you will find summaries of the speeches. 

I hope they will keep the memory alive to this very successful event! 

Pim Vermeulen, Secretary General 

There is a strong link between the
increasing popularity of PPP and the

criteria of the Stability Pact. This is not sur-
prising, given the circumstance that many
countries do not meet one or more of the
criteria. Non accounted forms of funding
can be very helpful to get the financial situ-
ation straight again.

Local authorities can help the central
government to meet the criteria in terms of
local deficit and debt. The contribution to
the EMU-deficit and debt of local authori-
ties are very small; the activities that con-
tribute to the national economy can be very
huge. Nevertheless, the virtues of local au-
thorities do not prevent the central govern-
ment to take measures to tighten the budgets
of them. A few examples: In Germany, ar-
rangements have been made to reduce the
growth of local authorities’ expenditure. In
Italy, municipalities have to reduce their
financial expenditures below a certain per-
centage of their current resources. Belgian
authorities and regions have a financing
capacity, expressed in a percentage of the
GDP. And in Portugal new loans are limited

to the amount of the previous amortization. 
These constraints initialized the trend,

that (local) authorities are handing over
competences to the market sector. Sectors,
that were considered to be fields of national
solidarity, like transport, are being trans-
formed into market sectors (increase of
tariffs, less public subsidies). In other coun-
tries, market activities that were performed
by the public sector – for example the water
supply in Austria – have been delegated to

the market sector. Also, some non-market
activities, like prisons in France, have been
delegated to the private sector. 

But the financial situation should not be
the only reason to use PPP’s. PPP’s can be –
and that is more important – very helpful to
get more things done, get it faster done, or
get it better done.

Non accounted forms of funding
Public-Private Partnerships:

gain in projects, improving financial situation
François Durollet, Vice General Manager of Dexia Crédit Local; 

Head of the International Department

The virtues of local authorities
do not prevent the central

government to take measures to
tighten the budgets of them

‘



Less project delays, speeding up the
pace of investment, optimization of total
construction and maintenance costs are
examples of this. Fixed-price contracts with
penalties for underperformance give addi-
tional security. Long-term contracts pro-
vide a strong incentive for the competitive
private sector, while better definition of
needs, thanks to the competitive dialogue,
also contributes to achieve a higher quality. 

Wide panorama

The panorama of PPP-structures in Europe
is wide. At one side is the German system,
where construction risks are the only risks
to be borne by the private sector, and conse-
quently the financing of it is within the
Maastricht criteria. At the other hand we
see the French system, where construction,
performance and usage risks are laid with
the private sector. In between we see the
Private Financing Initiative (PFI) in the
United Kingdom, where construction and
performance risks have been transferred to
the private sector. 

These PFI’s have an increasing popular-
ity with the public authorities in the UK,
despite opposition in media, Trades Unions
and much of the workforce. Since 1994, 400
projects have been finished with an aggre-
gate capital value of £ 27 billion. The yearly
amount involved with PFI, is approximately
£ 4 - £ 5 billion. The National Audit Office
reported a saving of 10-15 per cent com-
pared to traditional projects. Only 24 per
cent of PFI projects have been delivered
with delays, vs. 70 per cent of public projects. 

Successful securitization

A lot of countries establish now taskforces
to improve the usage of PPP’s. It is interest-
ing to see that in the United Kingdom some
innovation has been put through, that
could be seen in other countries in the near
future. The market there has achieved a
critical mass, with a healthy volume of
smaller transactions. PFI’s enjoy stable rat-
ings. Even severe difficulties with contrac-
tors don’t bother the PFI-contracts, as the
Jarvis case illustrates. This company was
close to a bankruptcy, but it didn’t have any
effects on the contracts and there were no
effects for the banks involved in the PPP. In
recent times we also have seen the first suc-
cessful securitization of a PFI portfolio in

the UK (by DePfa). An interesting pilot, the
Credit Guarantee Facility has closed now. 

Where the British government uses
PFI’s to save money, it is in some way expen-
sive money, with a spread of 50 bp over
treasury. Therefore, the government decid-
ed to finance by themselves in a special pur-
pose vehicle, with guarantee from banks to
avoid construction risk. The government
tries to let the PFI benefit in this way from
state price for funding. In the United
Kingdom  this is considered to be a non-
accounted form of funding, because the
guarantees prevent the government from
contract failure. After the successful pilot
for 2 hospitals, the government plans to
extend this form of financing to 20 per cent
of the number of projects, while asking
guarantees for 50 per cent of banks, and 50
per cent of monoline companies. 

Eurostat approach

It is interesting to see how the British point
of view fits in the Eurostat approach. In
February 2004, Eurostat published rules for
PPS. PPS should be treated as off-balance if
both construction risk and availability risk
or demand risk have been transferred to
the private sector. Transfer of the construc-
tion risk alone, the ‘Forfaitierung’, there-
fore, should be considered as on-balance
financing. PFI’s for accommodation, for
instance hospitals, prisons, where construc-
tion and availability risks are transferred,
are considered to be off-balance, under the
condition that penalties are potentially
high enough. The category of concessions
is considered to be off-balance.  

It is interesting to see, that the PFI mod-
el has been transposed and adapted wide-
spread in Europe. Examples of transposi-
tion are the wastewater treatment plant
near The Hague in the Netherlands and
the Portuguese SCUT-project, a develop-
ment program for highway infrastructure.
Continuation of this project, however, is
unclear since the government change in
the beginning of 2005  Examples of adapta-
tion can be found in Germany, where 88
schools in the Offenbach region are being
build in a so called Forfaitierung arrange-
ment. There is a 15-year financing, with risk
on the promoter during the construction
and on the public agency after assignment
of receivables, once works are approved.
This construction has lead to savings of app.

19 per cent, compared with a procurement
contract structure. 

In Spain, a line of the Barcelona subway
system has been build, using the ‘Sistema
Aleman’. The public agency launched an
invitation to tender for civil engineering
work, electrical contracting and signage.
Three groups of Spanish builders bid suc-
cessfully on contracts, totaling EUR 1 bil-
lion. The public agency is expected to hon-
or receivables assigned to the banks, either
60 days after works are approved or in
accordance with a pre-established schedule
spread over five years. Both projects are, as
has been stated before, forms of on-balance
projects.

Health care interesting
sector for ppp

In France, legal framework has been adapt-
ed in 2004. A lot of large projects are in
preparation. In the health care sector, two
projects are worth mentioning. The Uni-
versity Hospital Centre in Caen, an invest-
ment of approx. EUR 100 million and the
Sud Francilien Hospital Centre, a new hos-
pital, an investment of EUR 250 million. 

The health care sector is an interesting
sector for PPP’s. Within the national budg-
ets, health care expenditures are dramati-
cally increasing, due to the ageing popula-
tion and the advances in medical technolo-
gy. Traditionally, the three key players in the
investments of the health care sector are
the central governments, the local authori-
ties and regions and the hospitals them-
selves. In Greece and Ireland, the contribu-
tion of the public sector is the unique way of
financing investments. In Germany, Bel-
gium, Denmark, Luxembourg and Sweden,
the minor part of the investments is paid by
the hospitals. In France, Finland an the
Netherlands, the major part of the invest-
ments come on the account of the hospi-
tals, with additional support from the pub-
lic sector. In Austria, Spain, Portugal and
Italy, we see a mixed financing, and the
development of PPP’s. A specific case is the
United Kingdom, where PFI’s/PPP’s are
common within the sector. 

The high budgetary constraints met by
this three key players overall in Europe
should lead them to look at cheaper solu-
tions for their future investments. The PPP
model can be one of them. 
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International comparison of government guarantees
in the rental sector and the Dutch guarantee system

Johan Conijn, Partner of RIGO Research & Advies, Amsterdam

Recently, a study was done by Research
Institute OTB of the Technical Uni-

versity of Delft and RIGO Research & Ad-
vies, to make an inventory of government-
backed guarantee systems in various coun-
tries and to compare the different guarantee
systems. It should contribute, among other
things, to the discussion of the role of gov-
ernment-backed guarantees as an instru-
ment of housing policy.

For this purpose, a quick scan was made
all around the world. From the many coun-
tries with a guarantee system, 12 countries
were selected. Criteria were: different guar-
antee systems, representation of Western,
Eastern and Non-European countries. One
European country without government
guarantees – the United Kingdom – was
included. 

To evaluate the functioning of a guaran-
tee system, we have to see the system as part
of the institutional, economical and social
framework. Therefore, accessibility of in-
formation is an important factor. 

With the exception of Germany, all the
countries that have a government-backed
system for the rental sector, also have a sys-
tem for the owner-occupied sector. In his
speech, Mr Conijn concentrated his atten-
tion to the rental sector. 

The study showed considerable differ-
ences in the size of the rental sector in the
various countries, Opposite to the large
rental sector in Germany and the Neth-
erlands, the sector is particularly small in
Lithuania and Slovakia. After the fall of the
communist regimes, the social sector was
sold to the residents. Many of the high rise
buildings are in a deplorable state now. 

The large rental sector in Germany and the
Netherlands is totally different organized.
In Germany most of the sector is in control
of private owners, while in the Netherlands,
housing associations are the owners of the
greater part of the sector. The transforma-
tion that took place in Germany was dis-
cussed in the Netherlands but did not take
place. Housing associations are quite au-

tonomous, have a substantial own equity
and are relatively independent of the gov-
ernment. 

Status and role of the rental sector vary
enormously, Mr Conijn said. In Lithuania
and Slovakia, there is almost no attention
for the rental sector in government policy.

At the other end, the rental sector is a
central point in housing policy in for exam-
ple Sweden, Denmark and the Netherlands.
But there is a general trend of reducing gov-
ernmental involvement. Less demanding
alternatives for the public budget have
been sought, which have lead to an increas-
ing market orientation, reduction or aboli-
tion of social housing subsidies, and made
an end to public ownership of the dwell-
ings.

Housing subsidies

Concerning the government involvement
with the rental sector, Mr Conijn showed
that most of the countries are granting
housing subsidies, small they may be in
some cases. In 8 of the 12 countries a guar-
antee fund is active. The absence in the oth-
er four countries is partly explained by the
ownership of local authorities, the circum-
stance that part of the loans are provided by
public bodies or explained by the substan-
tial investment subsidies that are granted.
All the guarantee funds are public funds
with the exception of the Netherlands, where
the Social Housing Guarantee Fund has a
private character, with a backstop facility of
the government. 

Interesting is, that for instance in
Belgium and France, the restructuring of
housing bodies is carried out by the guaran-
tee institute itself, while in the Netherlands
a separate institute does so, financed by the
housing associations themselves. 

Dutch solution

Direct comparison of the guarantee funds is
difficult, as funds have different functions
and adequate information is lacking. The

ratio of the risk capital to the outstanding
guarantees is different. 

In the USA, this ratio is high, while in
the Netherlands this ratio is particularly
low. Parallel with this, the guarantee fund
in the USA has faced concrete claims, while
in the Netherlands, the fund never had to
pay out until now.

In his speech, Mr Conijn explained the spe-
cial position of the Dutch Social Housing
Fund. The role of the government has been
kept to a minimum. This is possible, as the
sector is financial sound, has a professional
attitude towards financial management and
has a great freedom in its policy. The con-
struction of the fund spreads the credit risk
of an individual association over all the par-
ticipants. The present role of the govern-
ment as a backstop, however a minimal one,
is nevertheless essential for the financial
world to grant loans to the housing associa-
tions under favourable conditions. Without
any governmental involvement, the future
would be uncertain.

Most countries use several instruments
for their social housing policy. Guarantee
funds can be seen as instruments with the
same purpose. It is then relevant to pay
attention to costs and revenues. That
depends on the content of the guarantee,
the terms of the guarantee, if a restructur-
ing organisation exists and if the guarantee
is given for housing project or on a organi-
sational level.

In his conclusion, Mr Conijn summarised
the advantages of guarantee funds in the
rental sector: In can be seen as an instru-
ment to reduce the role of the government;
it is a cost-efficient instrument for housing
policy. A prerequisite for a guarantee struc-
ture is a satisfactory institutional and legal
framework. 
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Albertina Museum successful thanks to private partnerships
Klaus Albrecht Schröder

One year after the EU-enlargement

Austria has much profit of EU-enlargement
Martin Bartenstein, Austrian Federal minister of Economic Affairs

The Albertina museum was founded in
the 18th century by duke Albert of

Saksen and Hessen. He was married with
Maria Theresia. With her fortune he started
a collection of art. Nowedays the collection
consists of 1.5 mln. art works from the 13th
century till contemporary art like for exam-
ple American Pop Art. The most famous
collections of the Albertina museum are
the art works of Dürer, Michelangelo, Ru-
bens and Rembrandt. 

The museum was founded on the 4th of
July 1776, the American Independence day.
It was a typical foundation of the Age of
Enlightment. The collection was not in-
tended for representation purposes or to
show his wealth. Albert had the purpose to
educate people. He made success immedi-
atly. ‘Everyone’ could visit the museum, al-
though one can understand that he actually
meant the upper class of 10 per cent of the
people. Anyway, one could say that it was
the first democratic step of the so called
ancien regime.

The Albertine museum was reopened
two years ago. It is the most successful muse-
um of Austria. And it had to be, because the
legal position of the museum was changed.
At the 1st of January 2000, the museum
became independent from the ministery. It
was no longer part of the public service. Mr
Schröder became director for a period of

five years. His contract was renewed for
another period of five years at the begin-
ning of this year. 

Since 1999 the Albertina museum has
expanded fast. In the past the musuem had
7,000 till 11,000 visitors a year, nowadays
800,000. Until 1999, the area of the muse-
um was 2,500 square meters, now 24,000.
Today the museum has 160 employees,
before 1999 only 60 employees.  

The museum changed thus dramatically
since 1999. That was not possible without
private sponsors. The operational costs of
the museum of about EUR 5 mln. are paid
by the state. But on top of that the museum
has to earn about EUR 10-12 mln. Most of
this amount comes from selling of tickets
and catalogues. The museum has quite an
educational impact on the city and the
country.   

But even more than that. About 50 per
cent of the visitors are Austrian, the other
50 per cent come from abroad. About 80
per cent of the visitors are from German
speaking countries, the other 20 per cent
from other countries. The Albertina muse-
um has close relations with (among others)
the Munch museum and the National
Gallery in Oslo, the Louvre (Paris), the
Rijksmuseum (Amsterdam) and the Tel
Aviv museum. 

The museum got EUR 47 mln. from the

state, mostly from the federal Ministery of
Economics. The museum spent EUR 73
mln. The funding gap was closed by the city
of Vienna (through public private partner-
ship). This was estabilished by the former
minister of Finance Mr Anros, who said that
the museum could agree a public private
partnership if the private sector con-
tributed 1/3 of the costs. 

A lot of investments were financed by
private sponsors. Examples are the new
entrance of the museum, the renovation of
new exibition hall and the renovation of
the state rooms. Sponsoring is necessary
because of the high costs. For example, the
Albertina museum paid the last two years
EUR 2 mln. on insurance premiums. Al-
though the museum has government in-
demnity, many of our lenders insist on having
insurance contracts. Sponsors are located
all over the world: Daimler Crysler, Tele-
com Austria, San Paulo Bank etc. In the
future the policy of the Albertina museum
is to engage more long term partnerships.
Therefore a three year sponsorcontract
with Kommunalkredit was signed. This con-
tract does not refer to a specific exhibition,
but to all activities of the museum during
the coming years. It helps to continue the
success of the Albertina museum in the
future. 

For Austria, the enlargement of the
European Union was of great impor-

tance. It has a central geographic position
within the enlarged Union. With more than
half of its borders with the former socialist
states, it has made the maximum of the new
opportunities. Mr Martin Bartenstein, the
Austrian Federal minister of Economic

Affairs, gave in his presentation the back-
grounds of the Austrian success.

In his speech, Mr Bartenstein gave the
background of Austria’s economic situa-
tion.  Compared to the European Union as
a whole, Austria is in a very good shape.
Where globally the economy shows a high
growth rate, in the EU the results are a

mixed bag. The ten new member states
show growth rates of approximately 5 per
cent, the 15 ‘old’ states are lagging behind
with rates of 1 per cent or less. That is far
too little to address social security problems
or to reduce unemployment. 

Austria is in a better position than most
of its neighboring countries. It had an opti-
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mistic view on the opportunities that the
opening of the markets with the former
socialist countries would bring. Germany,
for example, did not take the chance and
saw it as a further threat. And Austria has a
decisive difference with Germany, said the
minister: Austria had no need to be reunit-
ed, and did not have to bear all the costs of
the reunion.  

Low growth rates main problem

The European Union should focus more
on its efforts to address the problem of low
growth rates, according to Mr Bartenstein.
The actions being taken on national and
European level are not efficient enough.
The decision making about greater flexibil-
ity of working hours and the new Services
Directive have not yet been brought to a
successful conclusion.  But economists are
of the opinion that opportunities for
growth lie in particular in a flexible labour
market and in the establishment of one
internal market for services.

While the lack of growth has much to do
with unemployment, many unions do not
address this problem to a significant extent.
There is a lot of social cohesion in Europe,
a lot of sustainability, but in jobs, Europe
does not fare well. There are 20 million
unemployed people in Europe with little
perspective so far to see it diminished. 

In Austria, only 30 per cent of the peo-
ple between 55 and 64 are still working, as
compared to 40 per cent in Europe and
even 60 per cent in Sweden. One of the
toughest items, said Mr Bartenstein, was the
reform of the Austrian pension system.  The
new system will raise the number of
employed people between 55 and 64 years
of age to almost 40 per cent in 2010, which
comes closer to the 50 per cent the EU is
aiming for. 

Austria is one of the wealthiest countries
in the Union. It shares its leading position
with some smaller countries. But also the
Unites Kingdom is in a good position
because of its solid policy in terms of econo-
my and labour market. The per capita GDP
of the new member states is far behind. The
Purchasing Power Parity is 40-70 per cent
below the EU average. Even if growth rate
would continue to stay around 5 per cent, it
will take the new members 20-30 years to
come at a par with EU average.  But the new
member states need this rate to prevent
unemployment from growing, due to the

sharp increase of pro capita productivity.

Key success factors

Mr Bartenstein pointed out a number of
items as key factors for the relative success
of Austria. The unit labour cost and manu-
facturing cost have shown a favourable
development, partly thanks to the very sen-
sible approach by Austrian Unions. The
trade balance deficit, which was traditional-
ly negative, is in balance now and the cur-
rent account is positive as well.

The last ten years saw a strong develop-
ment in foreign direct investment, thanks
to the opening of the borders to the East.
In 1995 the FDI was of no significance, but
in 2004, investment amounted to EUR 52
billion, app. 20 per cent of Austrian GDP.
In many of the new member states, Austria
is the number one foreign direct investor
with a specific strength in the Southeastern
European countries. But Austria has a lot of
work to do to maintain its position. We
make a clear political statement on behalf
of an accession of Romania and Bulgaria,
said Mr Bartenstein, but Croatia and the
other Western Balkan Countries should be
actively approached with the perspective of
EU membership as well. 

Austria did much to create a better tax
climate and to reduce social expenditure.
Although it is very difficult to reduce social
expenditure, said Mr Bartenstein, he men-
tioned a stable 27-28 per cent GDP for
social expenditure, compared with the rise
to above 30 per cent in Germany. The tax
reform and the sluggish economy were the
reasons for the present budget deficit of 2
per cent GDP.  Part of the tax reform is a
reduction of the corporate tax from 34 to
25 per cent. KPMG consultants compared

the 25 per cent rate with the 19 per cent flat
tax in Slovakia. Due to attractive tax breaks
for research and development in Austria
and less flexible depreciation possibilities
in Slovakia, the corporate tax burden is
almost at a par.

Wagedumping prevented

The attractiveness of Vienna – 1,000 region-
al headquarters of international companies
have an office in Vienna nowadays – is not
only caused by the attractive taxation. It
also has to do with history (the connections
that have always existed with Central and
Eastern Europe), but certainly with the
position of Vienna Airport as well. It was
established as an ideal hub to those coun-
tries.

Harmonisation of corporate tax as an
answer to the complaints about tax dump-
ing of the new member states does not
make sense, Mr Bartenstein said. The tax
base should be comparable, and a common
minimum tax rate could be taken into con-
sideration. On being asked, Mr Bartenstein
said that the fear for a large inflow of cheap
work forces would be much less if unem-
ployment were decreasing. In Austria work-
ers from foreign countries have to be paid
according to Austrian rules. That prevents
problems with possible wage dumping.

As a conclusion, Mr Bartenstein declared
Austria as a winner in the enlargement
process of the Union. Austria’s only 2 per
cent of the total population of the Union
conduct 8 per cent of the trade with Central
and Eastern European countries.  Austria
has a strategic position there, not only in
industry but also in banking. 

Enlargement costs, but it pays off more
Wolfgang Roth, Vice Chairman of the European Investment Bank

One year after the EU-enlargement, we
can ask ourselves whether the expec-

tations have been met.  There are many
points of view from which this question can
be answered: the expectations of the so
called old member states; that of the new

members, and that of the outside world. 
First of all, however, we should never

forget that the enlargement is a political
and not primarily an economic issue. The
first and most important expectation of EU
membership is, that the enlargement will
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further cause peace and stability in Europe. 
In 1989/1990 a new age started, historically
spoken. For millions true freedom was only
to come then, and not with the end of the
Second World War.  The time between these
two events was a time of growing gaps in
democracy and living standards. EU be-
came more and more an attraction.  After
the Velvet Revolution, the EU became tar-
get and motor of reforms. It provoked the
extraordinary efforts of the people of the
new member states. In so far all problems
and difficulties which remain in the politi-
cal and economic area are normal in the
context of a longer process. Enlargement is
a political, not primarily an economic issue.

The EU convergence and enlargement
process itself has had a considerable stabi-
lizing effect. In none of the candidate coun-
tries have the ethnic tensions and conflicts,
that are common in the region, escalated
into the kind of war or attempts of geno-
cide, that have blighted development in the
western Balkans over the last 15 years.
Border disputes and minority rights have
mostly been sorted out in a constructive

way. And almost everywhere the prospect of
entry has encouraged continuity in the poli-
tics of reform. 

With the enlargement, the transition
period ended symbolically. New as well as
old members face substantial political and
economical challenges, but the emerging
trends are very positive. The catching-up
and convergence process continues with
growth rates for the new members, twice as
high as those in the EU-15. 

New EU-members saw their GDP rise
with 5 per cent in 2004, from 3.7 per cent in
2003. Economics forecast a growth rate of 4
per cent in 2005, more than twice the rate
of EU 15. 

And with forecasts for strong growth in
2005 and 2006, put against the low growth
rates in the EU 15, it is not unexpectedly
that people have very different views on this
dilemma. 

Boost in investment, trade

EU structural and cohesion funds have
poured in boosting investment in outdated

infrastructure. All the new members were
net beneficiaries of the EU budget last year.
The overall balance in their favour was 2.8
billion euro. This represents a big invest-
ment, beyond infrastructure, with money
going into research, promoting enterprise,
environmental protection, tourism, train-
ing, democracy building and innovation.
The EIB increased lending to the new
member states to app. 4.2 billion Euro. 

The boost of enlargement can be seen
in other ways as well. Tourists are flocking
to the region. Students and young people
from the 10 have seized the opportunity to
travel and learn languages abroad. 

But the arrival of the 10 new members
has been beneficial for the old member
states as well. Accession has boosted trade.
Imports and exports between the EU 15
and the EU 10  have risen substantially since
accession. But already the prospect of
enlargement, and the boost from that for
the economies of EU 10, led to an increase
of the Euro-area exports to those states of
140 per cent between 1993 and 2003.
Companies of the EU-15 are among the
biggest investors.  The outstanding feature
of last year’s economic developments in the
new member states was a boost in foreign
trade and their export sector strengthen-
ing. Today 86 per cent of their exports and
72 per cent of their imports represent intra-
EU trade.

On the downside, the situation on the new
Member States’ labor market remains pre-
carious, while in the old member states peo-
ple are losing their jobs due to transfer of
production facilities to the new member
states. But before blaming the enlarge-
ment, the question should be posed where
production facilities would be without the
enlargement. China, perhaps?

It is also very important to notice, that
the fears of a  great exodus of workers from
the east have not been become reality. 

Put challenges in EU-wide
perspective

Now that we celebrate the first birthday of
the enlargement, reflections go more to the
future. How will development continue?  

First thing is, that discussions on the
challenges of the enlarged EU should be
rational and sober, and not be too much
driven by fears and other emotions. We
should avoid to look at the EU-wide chal-

lenges too much along the border lines  of
old and new Member States. 

In this context we should look at the dis-
cussions around the new services directive.
Principally, the free movement of services is
already implemented. The introduction of
the country of origin principle would mate-
rially change the service market, and many
questions arise on quality standards, legal
position etc. arise. These questions are par-
ticularly relevant with regard to health and
social services. But, before objecting to the
Services Directive it might be preferable to
look systematically to the problems of each
sector and branch, to analyze the complex
issues involved, and then to decide on ex-
ceptions and further necessary harmoniza-
tion. If we are convinced that further inte-
gration could boost growth and employ-
ment and could lower consumer prices, we
should further investigate into the issue
and not stop asking questions. The debate
should not be held from the East West per-
spective, but from an EU-wide perspective. 

Distribution conflicts will become in-
creasingly fierce in the enlarged European
Union. They make a genuine reform of the
decision making system all the more
urgent.  While the new member states wish
to obtain as much as possible from the EU’s
structural funds, the southwestern coun-
tries will expect the same amount of grants
as for the last 6 years, while the net payers
must ask for a redistribution from south-
west to northeast.

This will lead to a deep conflict, even a
political crisis on the financial perspectives
and the regional policies of the Union, dur-
ing the UK presidency in the second half of
2005. 

Although  European’s attention will be pri-
marily directed inward during the coming
years. An enlarged Europe will also be part

of a changed international situation. It will
border directly on areas of instability and
weak democracies. An enlarged Europe will
need an active ‘Ostpolitik’ and active
Balkan policy to process the political conse-

Enlargement is a
political, not primarily

an economic issue

Europe’s greater weight in 
the world economy and

world trade will arouse new
expectations on the

European’s role
in the world politics 



quences of economic and social asymmetry
along its external borders. Europe’s greater
weight in the world economy and world
trade will arouse new expectations on the
European’s role in the world politics. It
should be avoided that that policy remains
paralyzed by the need to square positions of
the various member countries.  From the
candidates for accession, especially the
membership of Turkey will have a great
impact. Turkey is the first large country with
a Moslem population to have committed
itself to the realization of democracy, rule
of law, respect for human rights and the
protection of minorities. If Turkey succeeds
in this task, we will have the first viable
bridge to understanding between the west-
ern democracies and the countries of the
Islamic world.

Operating contraints

What is de role of the European Investment
Bank in the new Member States?  The capi-
tal investment requirement in Central and
Eastern Europe is enormous. Moderni-
zation and development of basic infrastruc-
ture alone will require an amount of EUR
285 billion, merely to adept the transport,
water, waste management and energy infra-
structure of the ‘10’ to EU standards and to
integrate it into Western European net-
works. Such amounts exceed by far the
financial and institutional capabilities of
the new member states. Spreading the
investments over a period of 10 years would
lead to a burden of 7-8 per cent of the GDP
of the ‘10’.  

Notwithstanding the enormous growth,
EIB experienced and expect to experience
a number of operating constraints that are
common to almost all new member states.
Budgetary restrictions – driven partly by a
desire to comply in short term with the
Maastricht criteria – lead to reluctance to
assume additional borrowings by local
authorities. Lead times for most projects in
the region remain long. Arrangements for
guarantees or security are often complex. 

Furthermore, the capacity of the indi-
vidual countries to absorb relatively high
volumes of financial resources is tested over
time.  The analysis of the EIB is, than ad-
ministrative and organisational bottlenecks
or domestic resource constraints could hin-
der absorption capacity mainly in the mid-
dle term.  

On these areas EIB seeks to support

local administrations to limit the impact of
such constraints. 

Giving their low starting levels in terms
of income, almost all the new member
states benefit from substantial EU grants to
support their catching-up process. The EIB
accompanies this process through active

coordination of its lending with the main
EU budgetary instruments financing struc-
tural actions.

After one year it is too early to draw final
conclusions. But the long-term evaluation
is quite clear. Enlargement costs, but it pays
also and the net result will be positive. 
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One year after the EU-enlargement – 
are Polish expectations met?

Jacek Przemyslaw Rynski, Chief Executive Office, Dexia Kommunalkredit Polska

May 1st 2005 was the first anniversary of
the historical 5th EU enlargement.

Marek Belka, the Polish Prime Minister,
declared that the first year of membership
was clearly positive for the country. That
remains to be seen. Poland is still in a
process. The real results are to be assessed
in the longer time perspective. 

Before accession, citizens and compa-
nies had many fears about the conse-
quences of accession on the economy. Mr
Rynski mentioned:
• Adverse impact of rising zloty on export.
• Mass-scale imports of second hand cars.
• Flooding the Polish market with cheap

food from the (old) EU.
• Deterioration of the situation of farmers.
• Mass-scale bankruptcies of SME’s.
• Buy-out of real estate by foreigners.
• Rise in food prices. 
• Fears of local government authorities

(availability of EU-funds).

Reliable partner

Inflation in Poland rose fast around the
time of accession, namely from 2.2 per cent
in April to 4.4 - 4.6 per cent in the following
months. However, this rise was not due to
EU accession, but to rising prices of raw
materials and oil.  Food en beverage prices
increased by 6.3 per cent.

However, the accession has many posi-
tive effects to the new member states, in-
cluding Poland. The  economy is growing,
foreign investment is rising. 

Poland is perceived as a reliable partner.
The economy is well integrated with the sta-

ble and wealthy EU market. The interna-
tional rating agencies have upgraded the
outlook of Poland’s sovereign rating from
stable to positive at the beginning of 2005.
Poland had become a serious partner on
the European diplomatic stage.

According to the European Com-
mission the GDP of Poland will grow 4.4 per
cent in 2005 and 4.5 per cent in 2006. Last
year the economy grew 5.3 per cent, the
highest rate since 1997. The economic
expansion is partly due to the inflow of EU-
funds. Nevertheless, the distance with the
old EU-member states is still huge. Mr
Rynski seas a role for Kommunalkredit to
speed up the economic development of
Poland.

The western European demand for
Polish products has soared, generating a 39
per cent increase in agricultural exports
and a positive agricultural trade balance of
EUR 853 mln. in 2004.    

After the EU accession the inflow of for-
eign investment increased. In 2004 foreign
investments on the basis of transactions
amounted to USD 6 bln., 50 per cent higher
than in 2003. The interest of the financial
markets was high. That was reflected by a
inflow of portfolio capital of about USD 11
bln. Poland needs every dollar and euro to
reduce the social problems, to decrease
unemployment and to stop the emigration
of well educated workers to the old member
states of the EU. 

The increased credibility has led to the
strengthening of the Polish currency. The
exchange rate of EUR/PLN decreased
from 4.76 to 3.98.  The appreciation of the



Polish Zloty did not become a barrier to the
expansion of exports. Positive factors are
the tax shield of 19 per cent and  very low
labour costs. The development of the Zloty
was similar to the Czech Koruna, but unlike
the development of the currencies of the
Baltic states. 

Local government benefits from
structural funds

Before the accession Poland was benefici-
ary of the ISPA, Sapard and Phare fund. As
an EU member Poland benefits from the
following structural funds European Region-
al Development Fund, European Social
Fund, European Agriculture Guidance and
Guarantee Fund and the Financial Instru-
ment for Fisheries Guidance. 

The farmers and the local governments
authorities are the main beneficiaries of
these funds. Because of the legal restric-
tions on borrowing and the small budgets,
the government promotes those projects
which are financed by funds from the EU.
Poland is a net beneficiary of the EU budg-
et. The net balance was EUR 1.5 bln. in

2004. The bilateral balance between the EU
and the state of Poland was negative. The
aid for farmers amounted to PLN 6.5 bln.
The support for the EU in the traditionally
conservative agriculture sector has increased
since the accession from 20 to 70 per cent.     

The role of the communal bank is to
identify the financial needs of local commu-
nities and to manage projects. Mr Rynski
stressed that it’s important that one chooses
projects which attract private investments
and promote economic development.  

Municipalities are restricted by law to
borrow funds. Therefore Kommunalkredit
developed a solution: off statutory financ-
ing through liabilities restructuring. The
first case was the City of Gdansk. The city
had overdue liabilities towards housing
companies, which resulted from overdue
rental payments. The default interest ac-
cording to the applicable Polish law amount-
ed to 13 per cent.The City of Gdansk and
the housing companies reached an agree-
ment on the transition of liabilities restruc-
turing. Kom-munalkredit purchased the
restructured liabilities from the housing
companies. The advantages of the transac-

tion were according to Rynski: 
• Interest rate reduction from 13 per cent

to 5.9 per cent.
• Reduction of the city’s indebtness.
• Improvement of the city’s financial indi-

cators.

Local government benefits from
structural funds

Mr Rynski concludes that the accession of
10 new countries was different from previ-
ous accessions, because these countries
were economically so different from the
present member states. The EU was not love
at first sight for the Eastern European coun-
tries. For many Polish it took time to get
used to the new membership. One year after
the accession the public opinion has be-
come clearly positive of the membership of
EU. The economy is growing, foreign invest-
ment is soaring and the farmers are satis-
fied. Poland is a serious player on the Eu-
ropean diplomatic stage. Now the chal-
lenge is to make the accession successful in
the next ten years. The Dexia Kommunal-
kredit Polska wants to contribute to that goal.
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One year after the enlargement – are the Slovak expectations met?
Ludovit Odor, Ministry of Finance of the Slovak Republic

Slovakia looked eagerly forward to the 1st
of May 2004, the day the entry to the

European Union would be effective.
Expectations for the economic develop-
ment in the future were very high, the road
to prosperity was opened, was the common
view under the population. Now, one year
later, it’s time to look back on what the
entry has brought to us so far, but, even
more important, what future is going to
bring for Slovakia.

First the basic economic facts. When it
was made clear, that Slovakia would be invit-
ed to join the European Union, a huge
impulse in investments got going as well as
efforts to improve basic economic circum-
stances.  Those efforts paid off. Growth rate
of GDP improved, inflation was tamed and
the public finance deficit shrank consider-
ably. In the three years before the entry, the

average GDP growth was 3.7 per cent. In
2004 we saw 5.5 per cent growth, and for
the period to 2008 we foresee an average of
5.4 per cent. Inflation fell from 7.7 per cent
to an expected 2.4 per cent. Public deficit
will come down from 6.9 per cent to 2.4 per
cent in 2008, thus meeting the Maastricht
criteria. And the popularity of the Union in
Slovakia grew. In 2004, 77.6 per cent sup-
ported the EU-membership. One year later
it has increased to 83.3 per cent. 

The Union has helped to create a very
supportive reform environment in Slova-
kia. Change in legislation, restructuring
public finance in order to meet the Maas-
tricht criteria, the sharp increase in Foreign
Direct Investments, the support of EU
funds, functioned as a catalyst to economic
changes. 

But is it all roses in the Union? No, we

have some negative experiences as well. We
see overregulation, high administration
costs and a complicated decision making as
point that have to be improved. The neces-
sary reforms suffer from lack in momen-
tum. ‘Brussels’ has too many priorities, and
sometimes in our view a wrong focus. And
the existing barriers in free movement of
working force is a considerable point on the
downside too.  

Although Slovakia is a small country, we
think that in a joint effort we can put pres-
sure to establish the in our view necessary
reforms. But in general, Slovakia is happy to
be part of the enlarged Union. 

Crucial factors to stay happy will be an
effective use of the EU funds and a substan-
tial reform of the economic priorities of the
Union. Active participation is a key element
in this. 
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European Stability Pact and Capital Markets

Maastricht – The role of the ‘new’ Stability and Growth Pact
for Capital Markets

Gertrude Tumpel-Gugerell, Member of the Executive Board of the European Central Bank

In this speech the attendees got a clear
overview of a topical issue in financial

markets: the new Stability and Growth Pact. 
There are several reasons why a mone-

tary union needs fiscal rules. First of all, pre-
serving sustainable public finances is in the
interest of the countries themselves, for
instance to prepare for the ageing of the
population of the member states in the
euro area, that  leads to an expansion of
expenditures in the coming decade.
Secondly, a high fiscal deficit leads to high-
er interest rates. There is only one pool of
savings. Without rules a country with a high-
er deficit could grow at the expense of oth-
ers, the so-called free rider behaviour. The
criticism that the US has sound public
finances without a Pact is not correct, as
states in the United States often have self-
imposed budget constraints and limited tax
powers.  

‘What have we achieved till now?’ was
the question that Ms Tumpel-Gugerell gave
an answer to. All countries made great
efforts to reduce fiscal deficits since the
Treaty of Maastricht was agreed in 1991.
And indeed, the deficits were reduced sig-
nificantly. But after 2000, on the back of a
decline in the growth of the economy, some
countries did not keep the public deficit
below 3 per cent of GDP, leading to the col-
lapse of the old pact.

ecb concerns about
new stability Pact

In March of this year, the European
Council agreed upon a new pact. In this
pact, more attention is paid to governance:
the governments must give more accurate
data. The second arm is that the definition
of close to balance depends also upon cir-
cumstances in the specific country. Euro
area countries must also aim for more con-
solidation in ‘good’ times. In the third
place, the new pact gives countries under

some circumstances more time to correct
fiscal imbalances. In such circumstances,
euro area countries may keep a higher
deficit than 3 per cent if the crossing is
small and temporary. 

The new pact still has to be implement-
ed, but the ECB has serious concerns about
the new rules. First, there is a risk that the
guiding role of the 3 per cent reference val-
ue dilutes because of all the exceptions.
Secondly, concern of the ECB is that the
new rules may again not be implemented
strictly.  In the third place, it is important
that governments recommit to the princi-
ple of sound fiscal policy in deeds. The cur-
rent situation in Portugal (ed.: and Italy)
will be a first test case for the new pact.

In the current discussion we tend to for-
get, said Ms Tumpel-Gugerell, that the
introduction of the euro in 1999 has had
big advantages for euro area countries. First
of all, nowadays there is one big and liquid
financial market. The exchange risk be-
came much smaller for citizens and compa-
nies. Moreover, it is much easier to trade
and to sell or buy securities across borders
in the euro area. The long term bond yields
in the euro area came down in de years
ahead of 1999 and thereafter. The borrow-
ing costs of governments had come down in
the last decade. This advantage can not taken
for granted. Therefore, it is necessary ac-
cording to Ms Tumpel-Gugerell that gov-
ernments stick to the new fiscal rules agreed
upon. 

Advantage for local governments

Local governments have also taken advan-
tage of the big euro financial market. In
2004 they issued new bonds for a total
amount of EUR 45 bln., 2 percent of the
total issues in that year. The bond yields are
at historical low levels. This is partly due to
the credibility of the EMU concept. 

Effects of the new Pact on financial mar-

kets are twofold. First, there is a risk of high-
er public deficits. Secondly, investors are
uncertain about the fiscal prospects.  We
see a strong interest in bonds with very long
maturities. Investors want to bring the dura-
tion of assets more in line with the duration
of liabilities.       

Because of the disappearance of the
exchange rate risks between the euro area
countries the interest rate spreads has come
down to 30 basis points or less. Countries
with a high debt (Italy, Greece and Bel-
gium) have a slightly higher interest rate
spread than other countries. It’s not the
task of the ECB to correct the behaviour
and assessment of financial markets. There-
fore the ECB does not intend to make dif-
ferences in the treatment of collateral
beyond those generated by the market.  

On the long term, fiscal prudence is
necessary. Ageing will put a large burden
on pension and health care expenditures.
Standard & Poor’s has warned that if the
governments take no measures, the ratings
of the big European countries will worsen
strongly. The ratings of Germany and
France for example would decrease from
AAA to ‘speculative’. This is of course a
purely technical analysis, but we cannot
ignore the problem of ageing. The risk is
that the new pact leads towards higher pub-
lic sector deficits and debts. First, because
in the new pact there are more exceptions
to the fiscal rules. Secondly the monitoring
of deficits and debts becomes more compli-
cated, because the new pact is more diffi-
cult to read. Sound finances are in the long
term interest of financial markets, so
believes Ms Tumpel-Gugerell. There are
opportunities to work more with private
partners, to develop new concepts of long
term financing of public services.

Pirority for infrastructure

In the public debate the need for infra-



structure investments in the EU should be
stressed. 

In practice it is politically easier to cut
public investments, because the effects will
only appear in the long term. The need for
infrastructure investments is also an impor-
tant element in the Lisbon Strategy.
Restrictive behaviour of governments in

respect of investments creates problems in
the long term.

Ms Tumpel-Gugerell concludes that fis-
cal discipline is an essential part of EMU.
Strict interpretation of the newly agreed
rules is very important in respect of the pub-
lic confidence in the euro. Countries have
to step up efforts to come to necessary struc-

tural economic reforms. Public investments
are also important to stimulate economic
growth. One may not underestimate the
consequences of public investments for
long term competitiveness of the European
economy. Finally, sound public finances
create opportunities for financial innova-
tions. 
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Which opportunities does the Stability Pact offer to
Communal Banks?

Reinhard Platzer, Chief Executive Officer Kommunalkredit Austria

The Stability and Growth Pact has
changed the behaviour of the public

sector. Infrastructure projects are out-
sourced in state-owned companies. Projects
are financed with involvement of the pri-
vate sector (PPP). In some cases that is caus-
ing grey areas. Eurostat had to decide,
whether a certain solution is permitted
according to the accounting rules. 

In the case of Austria there are several
successful examples, Mr Reinhard Platzer
said. The first case is water management. In
1996 Austria has chosen  to create market
producers in this sector. According to the
ESA 1995, a public producer can be classi-
fied as a market producer, if  it has decision-
making autonomy, it keeps a complete set
of accounts (or is able to do that) and if
more than 50 per cent of production costs
are covered by sales. This has been a great
success. Even though the whole water man-
agement sector remained within the full
responsibility of the municipalities, more
than 90 per cent of the whole water man-
agement sector were ‘statistically’  trans-
ferred from the public to the private sector
and the averaged cost recovery rate
reached more than 80 per cent of the pro-
duction costs. The concept of market pro-
ducer was also implemented in health care
and waste management. The deficit of the
public sector decreased EUR 500 million
p.a. or 0.2 per cent GDP. The Maastricht
debt of Austria was reduced by EUR 4.7 bln.
or 1.9 per cent GDP. Secondly, the efficien-
cy of the activities has increased significant-
ly.

The banking role of the state makes no

sense in the EMU. Austria decided to sell
loans of the environmental and water man-
agement sector followed by the provinces
which sold housing loans since 2001. The
total proceeds were EUR 6.7 bln. About
EUR 3.5 bln. was sold to Kommunalkredit.
The operation led to a decrease of the
deficit with EUR 2,000 million each year
and a reduction of debt by 3 per cent GDP. 

But there were also mistakes. An Austrian
province sold housing loans by ABS struc-
ture with guarantee for the Special Purpose
Vehicle (SPV). Eurostat decided that the
SPV was still part of the province. Public
debt was not decreased as planned.
Eurostat made the same decision in the
case of state owned companies, which were
funded by the Austrian Federal Financing
Agency. 

Kommunalkredit performs well

As result of these activities Kommunal-
kredit Austria has performed well, accord-
ing to Mr Platzer. In the first four months of
2005 it already realised 50 per cent of the
total income of last year. The return on
investment is about 20 per cent. Kommu-
nalkredit is the best rated bank of Austria
without public guarantees. This guarantees
will disappear in 2007. 

The strategy of Kommunalkredit is to
use assets for covered bonds. Along this way
it can refinance against AAA conditions. In
the last 2.5 years Kommunalkredit realised
covered bond transactions for a total
amount of EUR 3 bln.

Kommunalkredit is also active in health-

care, construction, culture and social hous-
ing in Austria. We also have public entities
in Switzerland and several Eastern Euro-
pean countries, Mr Platzer said. 

Kommunalkredit has created a new
company for its activities in Eastern Europe,
Dexia Kommunalkredit Bank. In this bank
Dexia Crédit Local has an ownership of
50.84 per cent and Kommunalkredit 49.16
per cent. The headquarters is located in
Austria, the staff is the same as the staff of
Kommunalkredit.   

Kommunalkredit has entities in Poland,
Czech Republic, Slovenia, Bulgaria and (in
one month) Rumania. Clients in other
countries are served from its headquarters
in Austria. In the whole area live about 136
mln. people. 

In Slovakia, Mr Platzer said, our entity is
the main bank in public finance with a mar-
ket share of more than 75 per cent. In
Poland, Kommunalkredit is active with a
greenfield company, but it is already num-
ber three in the market. Kommunalkredit
participated in debt rescheduling opera-
tions of EUR 700 mln. within the frame-
work of the Paris Club. The bank is also
active in the Czech Republic. That market is
complicated, because of the very low mar-
gins. In Bulgaria Kommunalkredit cooper-
ate with two local banks. 

Low maturity public debt

Eastern Europe is an expanding market. In
2002- 2004 GDP in the EU-15 grew on aver-
age 1.3 per cent. Many countries in Eastern
Europe grew significantly higher: Czech



republic 2.6 per cent, Poland 2.8 per cent,
Hungary 2.9 per cent and the Baltic coun-
tries between 4.9 and 6.5 per cent. Incomes
per capita in the area are increasing fast.

The assets of the new entities are gain-
ing in value. Margins are coming down, but
are still above Western European stan-
dards. 

The need for public investments in the
region is high, but there is lack of public
resources. The countries get huge amounts
of EU funds.: EUR 22 bln. in 2004-2006 and
EUR 48 bln. in 2007-2013. Funds have to be
co-financed. Each year these countries
invest about 3.5 per cent GDP. 

The alternative for governments in
these countries is access to long-term capi-
tal. At the moment  the maturity of the pub-
lic debt of Czech Republic and Slovakia is
low compared to the debt of Austria.     

Transactions as in Austria and Germany
will take place here. The private sector can
participate. The construction risk and the
demand or availability risk can be trans-
ferred to the private sector. The public sec-
tor should provide the strategic framework
and can use its financing advantages to
bring down costs. PPP’s are an opportunity
to implement infrastructure projects and
to improve economic growth and wealth in
Eastern Europe and Western Europe.       

All in all, Mr Platzer concluded that the
Maastricht criteria and the Stability and
growth pact have a strong influence on the
financing of infrastructure. The example
of Kommunalkredit shows that banks which
act fast to benefit from arising opportuni-
ties, can boost their own development and
growth.   
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The Stability Pact and the Non-Accounted
Funding of Infrastructure: 

The Austrian ‘ASFINAG Approach’
Mag. Lukas Julinek, Head of Finance & Treasury ASFINAG

ASFINAG was established in 1982 by the
Austrian parliament as a financing

company. In 1997 the company was given
the competence to plan, build and main-
tain roads and collect tolls. It’s a public lim-
ited company which is responsible for the
complete highway network of Austria. More
than 50 per cent of the operative costs are
covered by operative income. This is the so
called ‘Maastricht-Criteria’, which deter-
mines that ASFINAG’s balance sheet debt
does not have to be consolidated with the
state debt.

ASFINAG has got the following sources
of income: the vignette, which is a toll stick-
er for personal cars. Other sources of
income are the special toll of the six toll sta-
tions and the lorry toll which was imple-
mented in 2004.

At the moment the operating network
of highways has a length of 2,081 km. The
main new investments are planned in the
eastern region of Austria. The objective is
to improve the roads with the new member
countries of the EU. Substantial amounts
are required to maintain existing highways,
for example the well known Brenner pass. 

Long Term Planning

In an economic and political environment
of ‘quick results’ it is not easy to manage an
asset with a life cycle of 50+ years. It can easi-
ly take 20 years until a new highway has
passed all planning phases and is approved
by public authorities. After that it takes a
few years to construct the highway. During
the operation period there will also be a
need for construction efforts to maintain
the quality of the top layer. The costs of
maintenance as well as the traffic implica-
tions must not be underestimated. In
Germany for instance there exists a sub-
stantial backlog in structural maintenance.
Germany has already shown interest in the
ASFINAG concept.  

To build and maintain a highway is a
long term investment project which is diffi-

cult to finance by private sources. It takes at
least 25 - 30 years to reach the break even
situation, interest costs not included.      

ppp tested

Since 1997 ASFINAG’s long term finance
was raised indirectly in the form of loans
granted by  the Austrian Federal Financing
Agency. The agency issued governments
bonds in a very efficient way, and forwarded
the proceeds of these bonds to ASFINAG in
the form of loans. The Republic of Austria
was of the opinion that these loans could be
deducted from the gross state debt, as long
as ASFINAG met the ‘Maastricht-Criteria’.
Eurostat saw that differently, and ignored
the netting of state debt. 

For that reason ASFINAG returned in
2003 to the capital market as an issuer in its
own name, and installed a medium term
notes program (MTN program) of EUR 10
bln. ASFINAG’s annual issuance volume
will exceed EUR 1 bln. for the years to
come. Because ASFINAG benefits from an
unconditional and irrevocable guarantee
from the Republic of Austria this program
has a top grade rating and the resulting
interest rate is only 2-3 basis points higher
than that of the Republic of Austria. 

ASFINAG currently tests the possibility
to build and finance new highway projects
in the form of Public Private Partnerships
(PPP). The first stretch of 50 kilometres in
Eastern Austria has an estimated construc-
tion volume of EUR 800 mln. Beginning of
construction is planned for 2006. The PPP
contract contains design, construction,
finance and operation. The concession
period is 33 years, 3 years for construction
and 30 years for operation. The project
shall be financed by private debt and pri-
vate equity. ASFINAG will contribute the
tolling system. It is simply not efficient and
compatible with existing electronic tolling
systems in Austria to implement a new
tolling infrastructure along this new high-
way stretch.
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Financing a highway in the form of a PPP is
only economically feasible if certain ele-
ments of the project have a critical size:
• Value of the project: At least EUR 500

mln. to attract enough international
interest for participating in the tender.
This translates into a stretch length of
approximately 50 kilometers. (Closer to
cities it can be less because of expensive
areas that have to be expropriated and
the expected higher traffic volume). 

• Operational maintenance starts to
become efficient for network sizes of at
least 500 kilometers.

• The third element is the tolling system: In
case of electronic systems, they can’t be
big enough, because of substantial econo-
mies of scale. Because of the many exits
(each 7 kilometers) along Austria’s high-
ways it would be extremely expensive to
build and maintain toll plazas and it would
also contradict the main target of high-
ways, namely to improve traffic flow and
safety. Therefore in the case of Austria,
electronic tolling is the only sensible solu-
tion. 

The PPP revenue concept consists of an
availability fee (70 per cent) and a shadow
toll (30 per cent), which ensures that the
project qualifies as a concession, rather
than a construction contract. 

There are other, mostly more expensive
projects in the ASFINAG ‘investment
pipeline’. The first ‘PPP’ is a test case.  ASFI-
NAG hopes that increased competition will
reduce particularly construction prices,
which constitute approx. 75 per cent of the
operative life cycle cost of a highway.
Financing cost is a function of depreciation
and repayment possibilities. A key element
of this PPP is the functional tender concept
that amongst others includes the transfer of
the soil risk to the bidder.

Debt and Budget-optimized Financing Options
The ‘Maastricht’ Context
Günther Hanreich, Director-General Eurostat  

The evaluation of financing operations of
governments and the potential impact on
the Maastricht criteria of budget and debt
has raised the interest of the banking com-
munity in the work of Eurostat substantially. 
With reference to the recent reforms, Mr
Hanreich stresses that these criteria are not
changed. 

Because of these constraints govern-
ments are exploring new and innovative
ways to finance public services. The objec-
tive is of course to avoid negative impact of
investment expenditures on debt and
deficit numbers. Therefore the involve-
ment of the private sector in the financing
and operating of large investment projects
in public services, mostly through PPP's has
increased. 

Eurostat has to asses the impact of these
projects on public debt and deficit. This is
always a rather complex process. There-
fore, Günther Hanreich explained in his
lecture only the general criteria that Euro-
stat uses to assess the impact of a project on
public finance. Eurostat has developed
these criteria in the last two years in cooper-
ation with member states and the ECB. The
main condition is that the company can be
classified as ‘market producer’ by national
accountants. Therefore at least 50 per cent
of costs must be covered by sales made on
normal commercial terms. A public compa-
ny can be a market producer if in addition
to the above: 
• The management can make independ-

ent day-to-day decisions.
• There are no hidden subsidies.
• A full set of accounts is available.

Mr Hanreich warns that attempts to make
an entity merely look like a ‘market produc-
er’, without actually meeting the condi-
tions, will eventually fail. In many cases in
the past, Eurostat had to make adverse deci-
sions. The potential political fall-out could
be avoided if the authorities had consulted
Eurostat before engaging the project. 

Joint financing becomes actual, if the
private sector is reluctant to finance a proj-
ect alone. That is often the case by defence
projects, large infrastructure projects and

more general by all projects with highly
uncertain investment returns. PPP is often
the only solution in this cases. 

But what qualifies as a PPP? In the begin-
ning of 2004 Eurostat presented new ac-
counting rules. The main conditions are:
• A long term contract of generally 20-30

years.
• PPP asset is used to deliver typical public

services, such as transportation, educa-
tion, health care etc.

• Truly ‘private’ partner. 
• Government is the main purchaser of

PPP-derived services (unlike most con-
cessions).

• Government generally provides some
capital or physical property.

• Private partner must assume key risks,
notably the construction risk and either
availability risk or demand risk.

• PPP asset returns eventually to govern-
ment at zero cost or at reasonable price
reflecting actual asset value.

If these conditions are met PPP asset can be
removed from the government balance
sheet. The budget impact is then limited to
yearly scheduled payments to the private
partner. The impact on debt is limited to
any debt raised for government’s financial
participation in the project. 

The national statistical institute and the
ministry of Finance of the country need to
make an careful assessment of the deal,
including for example an analysis of the
impact of government guarantees. Eurostat
will then start a constructive dialog with the
member state if it comes to verifying
whether or not the project has an impact
on the public budget or debt. 

Mr Hanreich concludes that the demand for
long term capital investments for public
services remains high. On the other hand,
governments are confronted with limits on
budget deficit and debt. PPP is the only
option to reconcile these conflicting objec-
tives. UK and Luxembourg played a pioneer-
ing role. Nowadays we can find PPP in a
wide variety of sectors and in many countries.
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