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2008 to 2015 for the same countries. For the eurozone as 
a whole, the reduction amounted to -11%, resulting from 
signifi cant increases in Germany (+24%), moderate re-
ductions in countries such as France (-4%) and major falls 
in Southern European countries (-23% in Italy and -48% 
in Spain).

Broader evidence on such reductions in public invest-
ment has emerged from most advanced countries; the 
IMF in its 2014 World Economic Outlook documented in 
detail this long-term pattern, showing that for advanced 
economies the share of GDP devoted to public invest-
ment fell from about four per cent of GDP in 1992 to three 
per cent in 2011.2

Major policy initiatives and statements have addressed 
this issue. For example, the fi nal document of the 2014 
G20 summit in Brisbane declared that

[t]ackling global investment and infrastructure short-
falls is crucial to lifting growth, job creation and pro-
ductivity. We endorse the Global Infrastructure Initia-
tive, a multi-year work programme to lift quality pub-
lic and private infrastructure investment. Our growth 
strategies contain major investment initiatives, includ-
ing actions to strengthen public investment and im-
prove our domestic investment and fi nancing climate, 
which is essential to attract new private sector fi nance 
for investment.3

As a follow up, the OECD prepared a detailed documen-
tation of G20 government investment strategies, address-
ing both public capital spending plans and support to 
private investment, documenting the policy relevance of 
such actions, and estimating a signifi cant impact on GDP 
growth.4 Finally, the 2015 G20 summit in Antalya pro-
duced a statement arguing that

we have developed ambitious country-specifi c invest-
ment strategies, which bring together concrete poli-
cies and actions to improve the investment ecosystem, 
foster effi cient and quality infrastructure, including by 

2 See fi gure 3.2 in IMF: World Economic Outlook, Legacies, Clouds, 
Uncentainties, October 2014, p. 80.

3 G20 Leaders’ Communiqué, Brisbane Summit, 15-16 November 2014.
4 OECD: G20/OECD Draft Report on Investment strategies – OECD Re-

port to G20 fi nance ministers and central bank governors, Paris 2015. 

In the continuing stagnation of European economies, the 
persistence of inadequate demand plays a crucial role 
that deserves greater attention. First and foremost, we 
are in a context of slower international growth, in which 
global world trade is growing more slowly than global 
GDP. This implies that exports are not in the position to 
be the driver of renewed growth for Europe. Private con-
sumption has suffered from stagnating growth and from 
the rise in inequality that has compressed lower incomes. 
Public expenditure has been reduced or contained by the 
austerity measures required by current European poli-
cies, further lowering its expansionary potential for the 
economy. Investment – that is by defi nition pro-cyclical 
– has failed to return to growth. This worrying situation, 
which extends well beyond Europe, has been aptly sum-
marised by the title of the most recent IMF World Eco-
nomic Outlook:  “Subdued Demand. Symptoms and 
Remedies”.1

The focus of this article is on the lack of investment and 
on the important role that a public investment plan on a 
European scale could play in ending the long European 
economic stagnation.

Europe’s missing investment

Table 1 summarises the fall of investment in selected eu-
rozone countries. Between 2008 and 2015, total invest-
ment as a share of GDP fell from 23% to 19.8% in the eu-
rozone as a whole, ranging from a modest reduction in 
Germany to major losses of 4.6 percentage points in Italy 
and 9.5 points in Spain.

The fall has been particularly serious for public invest-
ment, as the pressure for cutting public expenditure has 
often led to greater cuts in long-term capital spending – 
that could sometimes be postponed – as opposed to cur-
rent spending for providing everyday services and trans-
fers. Table 2 shows the change in public investment from 

1 See IMF: World Economic Outlook, Subdued Demand: Symptoms 
and Remedies, October 2016.
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defi cit-to-GDP ratio. The “investment clause” was intro-
duced in 2012, allowing temporary deviations from the 
structural defi cit path linked to the realisation of “projects 
co-funded by the EU under the Structural and Cohesion 
policy, Trans-European Networks or Connecting Europe 
Facility with a positive, direct and verifi able long-term 
budgetary effect”.8 However, its use was associated with 
restrictive conditions, and its implementation has been 
limited. Slightly revised conditions for using the “invest-
ment clause” have recently been introduced which also 
take into consideration the business cycle context faced 
by member countries.

An important debate has emerged on the introduction of 
a golden rule that excludes public investment from the re-
strictions on public defi cits. The argument is that public 
investment will mainly benefi t future generations, and it 
is therefore reasonable to fund it not through tax receipts 
but through public debt. Moreover, current cuts in pub-
lic investment are detrimental to future economic growth, 
with possible negative effects on future wellbeing and fi s-
cal budgets. A specifi c proposal for a golden rule that ex-
cludes (some) public investment from defi cit calculations 
has been developed by Achim Truger.9 The activities that 
could be exempted from defi cit restrictions could include 
investments that are growth-enhancing, including infra-
structure projects, investments in education and train-

8 See European Commission: Blueprint for deep and genuine Eco-
nomic and Monetary Union, COM (2012) 777 fi nal/2, 2012; European 
Commission: Communication from the Commission to the European 
Parliament, the Council, the European Central Bank, the Economic 
and Social Committee, the Committee of the Regions and the Euro-
pean Investment Bank: Making the best use of the fl exibility within the 
existing rules of the Stability and Growth Pact, COM(2015) 12 fi nal, 13 
January 2015.

9 A. Tr u g e r : Implementing the Golden Rule for Public Investment in 
Europe. Safeguarding Public Investment and Supporting the Recov-
ery, Working Paper-Reihe der AK Wien, No. 138, 2015. See also G. 
F e i g l , A. Tr u g e r : The Golden Rule of Public Investment: protecting 
fi scal leeway and public infrastructure in the EU, ETUI Policy Brief 12, 
2015.

the public sector, support small and medium sized en-
terprises (SMEs), and enhance knowledge sharing.5

Focusing on the need for public investment, the 2014 IMF 
report investigated in detail the potential of a major effort 
in developing infrastructures and considered the possible 
forms of fi nancing. The conclusions were that

evidence from advanced economies suggests that 
an increase in public investment that is debt fi nanced 
could have larger output effects than one that is budget 
neutral, with both options delivering similar declines in 
the public-debt-to-GDP ratio. . . .  During periods of low 
growth, a public investment spending shock increases 
the level of output by one and a half per cent in the 
same year and by three per cent in the medium term.6

“Improvements in fi scal institutions and some fi scal rules 
could help protect public investment during periods of 
fi scal consolidation.”7 This is followed by an explicit ref-
erence to fi scal austerity rules and to the proposal of a 
“golden rule” that could exclude investment spending 
from them.

The need for a golden rule for public investment in 
Europe

European fi scal rules, from the Maastricht Treaty to the 
Fiscal Compact, have been a major driver of the fall in 
public investment. In recent years, modest openings 
have emerged in this regard. The fi rst one is the “invest-
ment clause”, concerning the opportunity to exclude in-
vestments for co-fi nanced public investments from the 

5 G20 Leaders’ Communiqué, Antalya Summit, 15-16 November 2015.
6 IMF: World Economic Outlook, Legacies . . . , op. cit., pp. 82, 89; see 

in particular Chapter 3, “Is it time for an infrastructure push?”, where 
detailed estimates of the macroeconomic impact of such actions are 
provided.

7 Ibid., p. 77.

Table 1
Gross fi xed capital formation as a share of GDP
in %

Table 2
Change in public sector gross fi xed capital 
formation, 2008-2015

S o u rc e : Eurostat.S o u rc e : Eurostat.

2008 2015 Difference

Eurozone (19 countries) 23.0 19.8 -3.2

Germany 20.3 19.9 -0.4

France 23.6 21.5 -2.1

Italy 21.2 16.6 -4.6

Spain 29.2 19.7 -9.5

Change 2008-2015 in %

Eurozone (19 countries) -11

Germany +24

France -4

Italy -23

Spain -48
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The funding of such capital expenditure is often problem-
atic for countries. Summers argues, however, that

infrastructure investments pay for themselves by ex-
panding the economy and increasing the tax base. 
The McKinsey Global Institute has estimated a 20% 
rate of return. If it is only 6% and the government col-
lects about 25 cents on every dollar of GDP, it will earn 
1.5% on investments, more than the real cost of bor-
rowing over a horizon of 30 years. Debt fi nancing of 
new infrastructure investment would be entirely rea-
sonable.13

This is particularly true given the present conditions of fi -
nancial markets, where “government borrowing costs are 
much lower than the returns demanded by private-sector 
investors”.14

Similar arguments have been put forward by Alberto 
Quadrio Curzio with regard to international trends and 
European problems.15 A more specifi c discussion of pos-
sible ways of fi nancing public investment in Europe has 
included various proposals to introduce Eurobonds.16

In spite of this large consensus in identifying the closing  
of gaps in investment as a major policy priority, modest 
action has been taken, and the expected contribution of 
higher investment to growth has failed to materialise – es-
pecially in Europe.

Juncker’s Investment Plan for Europe

In late 2014, the growing realisation that Europe needed 
a comprehensive solution to the ongoing economic cri-
sis led the European Commission President Jean-Claude 
Juncker to launch the “Investment Plan for Europe”, with 
the aim of supporting public and private investment. In 
2015 the European Fund for Strategic Investments (EFSI) 
was created and “located” within the European Invest-
ment Bank (EIB). EFSI is expected to fund new investment 
projects of up to €315 billion. EU funds are providing €8 
billion, the EU guarantee on the projects is expected to 
bring in an additional €8 billion and €5 billion have come 
from EIB funds. This total of €21 billion is expected to mo-
bilise private funds of an amount 15 times greater, relying 

13 Ibid.
14 Ibid.
15 See A. Q u a d r i o  C u r z i o : Investments: A Global Priority, Il Sole 24 

Ore, English edition, 19 November 2015; A. Q u a d r i o  C u r z i o : The 
fi nancial vehicle that Europe needs, Il Sole 24 Ore, English edition, 
3 May 2016.

16 See A. Q u a d r i o  C u r z i o : On the Different Types of Eurobonds, in: 
Economia Politica, Vol. 28, No. 3, 2011, pp. 279-293.

ing, R&D, and human capital, as well as intangible invest-
ments (innovation, patents, software). Such a golden rule 
could be introduced without a change in the EU treaties. 
However, by itself the rule would be unable to trigger sig-
nifi cant new expenditure and would therefore need to be 
complemented by a large investment plan.10

A parallel proposal by Karl Aiginger concerns the exten-
sion of the built-in fl exibility of the current fi scal pact with 
a “silver rule” for investments. When structural reforms 
are undertaken, member countries could be allowed to 
spend more than what is allowed by the Fiscal Pact for 
debt-fi nanced investments that are relevant for long-term 
growth and for slowing down climate change.11

The adoption of a golden rule would allow a signifi cant 
reduction of austerity in public budgets and would tackle 
the issue of demand shortage. In the short-term, a signifi -
cant extension of “fl exibility” in the calculation of allowed 
budget defi cits for EU countries could represent the most 
immediate possibility for countercyclical fi scal policy sup-
porting domestic demand. A relaxation of fi scal rules lim-
ited to investment expenditure could be a reasonable and 
effective way to implement a much needed policy change.

The economic debate

Several economists have contributed to the debate on the 
need for greater public investment in advanced countries. 
In the United States, Lawrence Summers has repeatedly 
argued for such actions, and in a recent article he points 
out that

there is a consensus that the US should substantially 
raise its level of infrastructure investment. Economists 
and politicians of all persuasions recognise that this 
can create quality jobs and provide economic stimulus 
without posing the risks of easy-money policies in the 
short run.12

His rough estimate of the needed increase in investment 
is about one per cent of GDP. Over a decade, this would 
amount to $2.2 trillion for the US.

10 Ibid.
11 See K. A i g i n g e r : Industrial Policy for a Sustainable Growth Path, 

WIFO Working Papers No. 469, 2014; and K. A i g i n g e r, J. J a n g e r : 
Intangibles and green investments for restarting growth, in: M. L o s c h 
(ed.): Investing in Europe’s Future, Federal Ministry of Science, Re-
search and Economy, 2015.

12 L. S u m m e r s : Building the case for greater infrastructure in-
vestment, 12 September 2016, available at http://larrysummers.
com/2016/09/12/building-the-case-for-greater-infrastructure-invest-
ment.
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attracts private fi nancial resources that have been left 
idle.

As some time has passed since its initiation, it is now pos-
sible to assess some of the Juncker Plan’s achievements 
and the lessons for a broader investment plan in Europe. 
A fi rst study on its macroeconomic effect was carried 
out by the French Economic Observatory, with a rather 
explicit title: “Probably too little, certainly too late”.18 The 
paper develops a simulation of the plan’s economic im-
pact using a DSGE model of Europe’s economy and fi nds 
that “had the Juncker plan been implemented in a timely 
manner, it would have helped to signifi cantly shorten the 
recession”. It concludes that “EU authorities should have 
implemented a much bolder plan. As it is, the Juncker 
plan is likely not going to be effective at all.”19

A second study on the content of the projects EFSI fi -
nanced has been carried out by the think tank Bruegel.20 
The authors examined the available projects and com-
pared them to the ones that have been funded by the 
standard activities of the EIB. They fi nd little additionality 
and little novelty in the projects funded so far and suggest 
that “EFSI should only be used for really innovative and 
risky projects that cannot fi nd funding at the moment be-
cause of market failures”.21 According to this perspective, 
the EIB should increase its share of capital in high-risk 
projects and lower its participation in lower-risk projects 
that could more easily fi nd private fi nancing.

Greater resources and more focused initiatives are there-
fore required in order to introduce an effective policy 
for addressing Europe’s investment gap. The European 
Commission has realised the importance of further action 
in this direction and recently announced novel measures. 
In particular,

the Commission is committed to doubling the EFSI, in 
terms of duration and fi nancial capacity . . .  [with] a legal 
extension that would bring the initial three-year period 
(2015-2018) with a target of EUR 315 billion to at least 
half a trillion euro investments by 2020, the end of the 
current Multiannual Financial Framework.22

18 M. L e  M o i g n e , F. S a r a c e n o , S. V i l l e m o t : Probably too little, 
certainly too late. An assessment of the Juncker investment plan, 
OFCE Working Paper, Paris, March 2016.

19 Ibid.
20 G. C l a e y s , A. L e a n d ro : Assessing the Juncker Plan after one year,  

Bruegel Blog Post, 17 May 2016.
21 Ibid.
22 European Commission: Press release, State of the Union 2016: 

Strengthening European Investments for jobs and growth, Stras-
bourg, 14 September 2016.

on a huge leverage effect in fi nancial markets that assume 
guaranteed returns on investment.

EFSI is expected to fund investments in infrastructure and 
innovation; it also provides fi nance for small and medium-
sized enterprises (SMEs) – with a role for the EIB’s Eu-
ropean Investment Fund. By spring 2015, member states 
had proposed 1,300 projects costing a total of €2 trillion, 
refl ecting the large need for public investment throughout 
the EU.

Since its inception, several criticisms have been direct-
ed at the Juncker Plan and EFSI. First, the EU resources 
available are limited and consist of a repackaging of re-
sources from previous EU programmes, relying on a huge 
leverage effect in fi nancial markets. Second, there is an 
imbalance between private and public interests; private 
investors have guaranteed returns in low-risk activities, 
while public-interest projects may have to generate great-
er income (paid by users) than in the case of traditional 
public investment. In fact, projects funded exclusively 
by public agencies are excluded from the plan. Third, it 
envisages a collection of disparate investment projects 
with no public authority providing a framework strategy 
and coordinating the projects; this may allow large oli-
gopolistic fi rms to expand their market power and their 
involvement in public interest activities.17 Finally, the 
plan does not set specifi c guidelines on the location of 
planned investment. While investment is most needed in 
the “periphery” countries hardest hit by the crisis, there is 
a risk that richer countries may fund projects in their own 
economies only, enhancing – rather than reducing – the 
divergence in economic performances within Europe.

The creation of EFSI and the role assumed by the EIB in 
managing it – including the European Investment Fund for 
investing in SMEs – has opened up an important policy 
space for the possibility of a European investment plan 
and for a broader industrial policy. For the fi rst time, there 
is an EU-level programme that can obtain resources to 
be invested for improving countries’ infrastructures and 
production systems. For the fi rst time, there is a modest 
investment plan driven by public policy that expands de-
mand and tries to fi ll – to a very limited extent – the gap 
left by the collapse of private investment since the 2008 
crisis. For the fi rst time, there is an EU policy action that 
recognises that markets cannot be considered perfectly 
capable of identifying appropriate investment opportuni-
ties. For the fi rst time, a public policy initiative drives and 

17  A critique is in F. D e  M a s i , P. L o p e z , M. V i e g a s : Juncker-Voodoo: 
Why the “Investment Plan for Europe” will not revive the economy, 
Brussels, 18 February 2015, available at http://www.fabio-de-masi.
de/kontext/controllers/document.php/15.d/4/de7f7b.pdf.
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In this regard, the debate on public investment should be 
closely associated with the renewed interest in Europe 
for industrial policy. A special issue of Intereconomics ad-
dressed such a question in 2015, mapping the terms of the 
current debate.25 Additionally, an in-depth discussion has 
analysed Italy in a comparative perspective, documenting 
the importance of industrial and investment policy in South-
ern European countries, where industrial production is still 
20% below pre-crisis levels.26 A comprehensive study has 
also examined the policy space for such initiatives in Eu-
rope.27

In the light of such debates, it would be important to 
shape the extension of EFSI in the direction of invest-
ments whose public good nature is particularly relevant 
(avoiding overlapping with ordinary investment activities) 
and whose potential for innovation is greater (necessarily 
involving a greater risk). In this view, specifi c activities that 
could be targeted include:

Environment and energy: The technological paradigm of 
the future should be based on “green” products, process-
es and social organisations that require entirely new pub-
lic infrastructures, making it possible to use less energy, 
resources and land; to have a much lighter impact on the 
climate and eco-systems; and to transition to renewable 
energy sources and integrated mobility systems.

Knowledge and ICTs: The current ICT-based paradigm has a 
potential for wider applications requiring the diffusion of ad-
vanced infrastructures – starting with broadband networks – 
and the creation of “platforms” for the provision of network-
based services that have to maintain an open (and public) 
nature, avoiding the monopolistic power of dominant fi rms.

Health and welfare: Europe is an ageing continent with the 
best health systems in the world, rooted in their nature as 
a public service provided outside the market. Public invest-
ment and infrastructures are sorely needed to maintain the 
current level of public services and to make it possible that 
advances in care systems, instrumentation, biotechnolo-
gies, genetics and drug research can develop in a carefully 
regulated way.

25 M. M a z z u c a t o  et al., op. cit.
26 A recent special issue of Economia e Politica Industriale is devoted 

to perspectives on industrial policies in Italy and in Europe; see in 
particular M. L u c c h e s e , L. N a s c i a , M. P i a n t a : Industrial policy 
and technology in Italy, in: Economia e Politica Industriale – Journal 
of Industrial and Business Economics, Vol. 43, No. 3, 2016, pp. 233-
260. Eleven additional contributions to this special issue by European 
experts provide a comprehensive comparison between Italy and the 
experiences of other countries.

27 M. P i a n t a , M. L u c c h e s e , L. N a s c i a : What is to be produced? The 
making of a new industrial policy in Europe, Rosa Luxemburg Stiftung 
Report, Brussels 2016.

Future projects are expected to increase their “additional-
ity” compared to current investment activities and to de-
vote more attention to the environmental targets Europe 
has set in the COP21 climate agreement. In addition, the 
Commission wants to introduce a European External In-
vestment Plan “to encourage investment in Africa and 
the EU Neighbourhood to strengthen our partnerships 
and contribute to achieve the Sustainable Development 
Goals”.23

It remains to be seen whether this extension of EFSI will 
be signifi cant enough to have an impact in macroeco-
nomic terms – helping restart growth in Europe – and to 
reshape public investment in the direction of greater sus-
tainability.

Public investment and industrial policy

In fact, public investment is important for reasons that go 
beyond its impact on the demand side of the economy, in 
terms of supporting aggregate growth. It is even more im-
portant due to its role in creating infrastructures and pub-
lic capital that make it possible for new economic activi-
ties to develop. The experience of the 2008 crisis and the 
current stagnation has reminded economists and policy 
makers that markets alone cannot be relied upon to make 
correct investment decisions – in fact, the fi nancial crisis 
resulted from major mistakes in fi nancial markets.

Therefore, public policy – and particularly public invest-
ment and infrastructure – has the crucial role of targeting 
new fi elds whose development is desirable in economic 
and social terms, i.e. with knowledge-intensive, high-
productivity, high-skill, high-wage activities, as well as 
in environmental terms, i.e. reducing climate change and 
improving sustainability. The role of public investment in-
cludes the provision of infrastructures and activities that 
have the nature of public goods and cannot reasonably 
be provided by private fi rms as well as the creation of the 
appropriate context – including knowledge and research, 
institutions and regulations, initial demand, etc. – for the 
successful emergence of new private activities.24

23 Ibid.
24 This is essentially the mission of modern industrial policy. See M. 

M a z z u c a t o , M. C i m o l i , G. D o s i ,  J.E. S t i g l i t z , M.A. L a n d e s -
m a n n , M. P i a n t a , R. Wa l t z , T. P a g e : Which Industrial Policy Does 
Europe Need?, in: Intereconomics, Vol. 50, No. 3, 2015, pp. 120-155; 
M. M a z z u c a t o : The Entrepreneurial State, London 2013, Anthem 
Press; D. R o d r i k : Normalizing industrial policy, The International 
Bank for Reconstruction and Development/The World Bank, Com-
mission on Growth and Development, Working Paper, No. 3, 2008; 
J. S t i g l i t z , J. L i n  Y i f u  (eds.): The Industrial Policy Revolution I. The 
Role of Government Beyond Ideology, Basingstoke 2013, Palgrave 
Macmillan; M. P i a n t a : An industrial policy for Europe, in: Seoul Jour-
nal of Economics, Vol. 27, No. 3, 2014, pp. 277-305.
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Finally, this policy direction is coherent with many of the 
targets of the Europe2020 strategy. Greater cohesion 
could also be assured by a concentration of such public 
investment in the the weaker countries and in the weaker 
regions of all countries, reducing in this way the danger-
ous divergence that has emerged between Europe’s cen-
tre and periphery.

A large European public investment plan could in fact 
address a large number of European problems we face 
– macroeconomic stagnation, industrial decline, ageing 
infrastructure, technological change and lower cohesion 
– with a novel approach and effective policy tools.

A proposal for a major investment plan in these directions 
has been developed in our previous work.28 A European 
initiative could reach a size of two per cent of EU GDP 
over a period of ten years, i.e. about €260 billion per year 
– a magnitude that is similar to that suggested in other 
investment plans proposed by the German Trade Union 
Confederation, the European Trade Union Confederation, 
EU Greens and others. A key role could be played by the 
EIB, and funds could be provided by a special fi nancing 
line of the ECB, by the emission of Eurobonds or by fur-
ther extensions of current EFSI procedures.

28 Ibid.


