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0 Summary 

i. As the Euro area economy is still far away from recovery and seems to be on the 

verge of deflationary stagnation the insight of both the public and policy makers as 

to the necessity of a macroeconomic policy change has increased. The calls for a 

more expansionary fiscal stance, above all to boost public – or publically supported 

– investment, have become louder. The Juncker-Plan is the most prominent official 

policy reaction.     

 

ii. The Golden Rule for public investment proposed in this study can contribute to bet-

ter fiscal policies and to economic recovery in several ways. The rule is widely ac-

cepted in the traditional public finance literature and would allow financing public 

investment by government deficits, thus promoting intergenerational fairness as 

well as economic growth. Public investment increases the public and/or social capi-

tal stock and creates growth to the benefit of future generations. Therefore, it can 

be justified that future generations contribute to financing those investments via the 

debt service. Failure to allow for debt financing will lead to a disproportionate bur-

den for the present generation via higher taxes or expenditure cuts and therefore 

most probably to underprovision of public investment. 

 

iii. In fact, the adverse incentives produced by the current European fiscal policy 

framework have already led to a severe neglect of public investment. Within the 

general regime of austerity imposed, particularly on the countries in the periphery, 

cuts in public investment have played a disproportionately large role. Recent multi-

plier estimates find particularly large values for the public investment multiplier es-

pecially in economic downturns and recessions, suggesting that the economic 

damage caused by those investment cuts in terms of deepening and prolonging the 

economic crisis were substantial. Furthermore, as many studies in the literature find 

public investment to be growth enhancing also in the long run, the neglect of public 

investment will most probably decrease the growth potential of the Euro area econ-

omy and thereby turn out to be harmful for future generations. 

 

iv. Although the basic idea of the Golden Rule for public investment is most obvious 

the operationalization of the concept is not straightforward. In economic terms the 

most plausible definition would focus on those government expenditures that pro-

vide a substantial future payoff in terms of higher growth or avoided future costs. 

This definition would in some respect be more narrow and in others more compre-

hensive than the standard definition of public investment in the national accounts. It 

would be narrower, because military weapon systems, which have just been in-

cluded in the recent revision of the system of national accounts, would have to be 

excluded again, as not growth enhancing in the long run. It would be more compre-

hensive, because some types of public expenditure, most importantly education 

expenditure, but also some types of social preventative spending would have to be 

classified as growth enhancing or beneficial for future generations. Additionally it 


