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even in the case of all public capital for national and regional investment with 20.8 and 

28 per cent are considerably high. 

Furthermore, the IMF (2014: 87-90) ran simulations with its DSGE model for advanced 

economies, incorporating the aforementioned estimates for the output elasticity. The 

results are encouraging for the use of public investment to boost the economy and in-

duce growth. If monetary policy is accommodative and the output elasticity is large, 

there is a strong output effect, crowding in of private investment and a substantial de-

crease in the public debt to GDP ratio. The results remain positive with respect to out-

put even if monetary policy is not accommodative or the output elasticity is low. With 

respect to the debt level the result remains positive in the latter case, but the debt level 

increases slightly in the former case. In a panel regression for 15 European countries 

for the period 1980 to 2013 Hakhu et al. (2014) conclude that increases in the public 

capital expenditures to GDP ratio lead to long-run decreases in the debt to GDP ratio. 

All in all, therefore, one may safely assume traditional public investment to have con-

siderably positive growth effects. 

   

3.3 (Traditional) public investment and economic performance 
in the short run 

In addition to the more long-run supply-side effects the more short-run demand-side 

effects of public investment must also be addressed. In the present economic context 

in Europe these effects are obviously of particular importance both for assessing the 

impact of austerity programmes in retrospect and – symmetrically – of investment re-

lated debt financed fiscal stimulus programmes to overcome the crisis. The analysis 

proceeds in two steps. In the first step the question of fiscal policy effectiveness as 

such, irrespective of the particular instrument, must be clarified, before in the second 

step the comparative effectiveness of the different instruments, i.e. different expendi-

ture or revenue side categories can be addressed. 

Obviously, the answer to the question of fiscal policy effectiveness depends very much 

on the macroeconomic theory employed. Keynesian approaches will predict relatively 

high fiscal multipliers whereas most of the standard mainstream models will predict 

small or even zero multipliers. Adherents of non-Keynesian effects may even assume 

negative multipliers, which would render fiscal policy completely counterproductive. 

From a theoretical point of view, therefore, almost anything is possible which means 

that one has to take a look at empirical multiplier estimates to see whether fiscal policy 

is effective or not.  


