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cally be satisfied as the additional growth would decrease or at least stabilize the debt 

to GDP ratio (IMF 2014: 110). The optimal approach of defining public investment that 

qualifies for deficit finance would then be to include all public spending projects that 

create sufficient returns in terms of higher future productivity and growth. Obviously, 

such a classification process would be extremely costly and unfeasible in practice. 

Therefore, the central question on a macroeconomic level is, whether general catego-

ries of public spending can be identified that are usually associated with sufficiently 

higher growth and productivity. Of course, such a pragmatic approach necessarily risks 

including types of public spending that should not be qualified as investment as well as 

excluding types of public spending that should correctly be classified as investment.  

However, despite the difficult questions from a theoretical point of view that strives for 

optimality, the concept of the Golden Rule has many advocates in academia starting 

with Richard A. Musgrave (1939 and 1959), one of the founding fathers of modern pub-

lic finance.3 In the context of the fiscal policy debate in the EU many economists have 

criticized the EU fiscal framework of the SGP for its lack of a Golden Rule of public 

investment and correspondingly proposed to introduce such a rule into the framework 

(e.g. Fitoussi and Creel 2002: 63-65; Blanchard and Giavazzi 2004; Barbiero and Dar-

vas 2014; Dervis and Saraceno 2014). And, last but not least, as mentioned in the in-

troduction, the German council of economic experts had delivered a proposal that was 

to become more or less the blueprint for the German debt brake, which explicitly ex-

pressed the need to include the Golden Rule as important element of the fiscal rule 

(SVR 2007 and 2006: 308-311). 

The critical question for the justification of the Golden Investment Rule then is whether 

public investment is productive, i.e. whether it increases productivity and growth. The 

natural starting point for the analysis is the debate about the growth effects of tradition-

al public investment, i.e. mainly traditional infrastructure investment as classified in the 

national accounts, as it has received the most attention in the literature. In this section 

first the long-run supply as well as short-run demand effects of this classical type of 

public investment will be discussed (sections 3.2 and 3.3). After considering other 

types of government expenditure as potential candidates for the classification as public 

investment an economically rational and workable definition of public investment will be 

sketched (section 3.4). After dealing with some technical details of implementation 

                                                
3
 It should be mentioned that the Golden Rule is difficult to justify from a traditionally Keynesian or post-

Keynesian functional finance view: Although it would be seen as a major step forward if compared to bal-
anced budget or similar approaches to budget deficits, investment expenditure as an upper limit to gov-
ernment deficits would usually be considered as an arbitrary and probably too tight constraint for fiscal 
policy. See e.g. Sawyer (2010) as well as Mathieu and Sterdyniak (2012). 


