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(section 3.5), finally a pragmatic proposal for a European Golden Investment Rule will 

be presented (section 3.6).  

 

3.2 (Traditional) public investment and economic performance 
in the long run 

The central question of the long-run growth effects of public investment has received 

much attention in the literature (for an overview see Romp and de Haan 2005; Ragnitz 

et al. 2013: 49-81; Melo et al. 2013; Bom and Ligthart 2011 and forthcoming). From a 

theoretical point of view it is most plausible that public investment, especially if it focus-

ses on “core” infrastructure like transport facilities (roads, railways, ports, airports), 

communication systems as well as power generation and other utilities should be pro-

ductive and growth enhancing. The public infrastructure stock in this sense is simply 

indispensable for most productive processes: Without water and energy supply, without 

transport capacities most production processes would simply be unthinkable. It is, 

therefore, plausible to think of public infrastructure as an input factor that is comple-

mentary to private capital and labour inducing additional private investment and labour 

supply. 

However, at least two qualifications should be made. First, for additional public infra-

structure to be productive it should not be abundant. Although the quantity and quality 

of infrastructure is difficult to measure, on the basis of the World Economic Forum’s 

Competitiveness report the IMF (2014: 79-81) concludes that the overall quality of in-

frastructure and that of roads has clearly (slightly) decreased from 2006 to 2012 in 

Germany ( France) and that it is lagging behind in Italy. This is at least a hint that there 

is room for improvement. It is also a hint that net public investment must not necessari-

ly be into completely new infrastructure projects, but that maintenance investment may 

also have an important role to play (see Rioja 2013). Second, although positive growth 

effects from core infrastructure investment are most plausible from a theoretical point 

of view, not all of public investment as defined in the national accounts is into core in-

frastructure. In fact, a substantial part of public investment is investment into equipment 

as well as public buildings, e.g. for administration, education and hospitals. For such 

investment a direct positive contribution to private production processes may be more 

difficult to establish. However, for those countries for which data on both the public 

capital stock as a whole as well as specifically on public infrastructure is available, the 

correlation between the two is strong, so that overall public investment may serve as a 

proxy for infrastructure investment (IMF 2014:  80). 


