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Context
•
•
•
•

Secular stagnation, on the demand side
Monetary policy has done a great deal of job
The output gap remains negative
New fiscal policy? Yes, actively required!
– Fiscal space?
– Lack of net public investment during downturns
advocates the adoption of a golden rule of public
finance
• with possible extension to green investment and social
investment

Striking!

“(T)he results suggest that reconciling the
secular stagnation hypothesis with the core
inflation data is a challenge and may imply
that policies aimed at stimulating demand
should complement supply side policies in
the economic policy mix.” (Jarocinski &
Lenza, 2016, ECB WP)

Fiscal policy
• It has been back since the Global financial
crisis!

Fiscal policy (cn’d)
• Many questions, still
– On-going discussion about the value of fiscal
multiplier over the cycle
• Barnichon & Matthes (CEPR WP, 2016): multiplier larger
in recessions only because contractionary multiplier
larger during recessions

– High deficits since GFC have produced large debts
• Crowding-out or crowding-in?
• Ricardian or non-Ricardian consumers?

– Should fiscal austerity continue?
– Should another set of fiscal rules be applied?

Dealing with austerity
• iAGS (independent Annual Growth Survey)
project has shown austerity was self-defeating
• The “defeat” was a double-dip recession

Sources: iAGS 2017 with OECD data

• We need another fiscal framework

Why a golden rule of public finance?
• Implementation: Net public investment exempted from
SGP rules and the Fiscal compact
• Summary of main arguments and counter-arguments
• The pros:
–
–
–
–

economically sensible;
fiscal leeway;
end of sharp net investment decrease;
possibly positive for potential output

• The cons:
–
–
–
–

crowding-out;
incentivising tangible assets at the expense of intangible assets;
creative accounting bias;
debt increase

A golden rule for the short run
• Multiplier effect: the composition effect
• The impact on GDP: an example with French
data
• Crowding-out vs. crowding in: an example
with French data

Why a fiscal
stimulus on
investment?
• Most effective tool
on average, very
effective during
downturns!

Source: Gechert and Rannenberg (2014) [meta-analysis]

Why a fiscal stimulus on investment?
(cn’d)
• Positive impact of a 1-pt-of-GDP increase in
public investment in France (without impact on
the supply side)

Source: OFCE (2016, Investissement public, capital public et croissance, Rapport pour la FNTP)

Why a fiscal stimulus on investment?
(cn’d)
• Crowding-out vs. Crowding-in: estimates for
France point to a positive impact of public
investment on private investment

Source: OFCE (2016, Investissement public, capital public et croissance, Rapport pour la FNTP)

Why not a fiscal stimulus only in
countries with “fiscal space”?

Source: iAGS 2017 [variants from the baseline scenario]

A golden rule for the long run
• The long run effect of public capital
• The issue of debt sustainability
• The impact of a small but steady rise in public
investment in the Euro area

The long run effect of public capital on
growth

Why doesn’t the golden rule threaten
debt sustainability?
• First, the golden rule must aim at generating a higher GDP
• Second, the golden rule inherently includes a self-correcting device (Creel,
2003)
– Under the golden rule of public investment, the cyclically-adjusted deficit
target would not account for expenditures on net investment.
– But the deficit target would not be free of interest payments.
– A higher net investment financed with public debt leads to higher interest
payments (all else equal) which weigh on the deficit target.
– Matching the deficit target requires that if interest payments grow, cyclicallyadjusted primary expenditures would have to decline.
– Interest payments would face a ceiling due to the existence of a floor on
cyclically-adjusted primary expenditures.
– The ceiling on interest payments is, at constant interest rates, a ceiling on debt
to GDP ratio.
– Consequently, the golden rule does not prevent effective debt management
– It also incentivizes the implementation of the most-productive investments as
they will facilitate debt stabilization and sustainability via economic growth.

The impact of a rise in public inv. to GDP in
the Euro area: fiscal space for (almost) all!

Source: iAGS 2017
Main assumptions: annual increase of 0.1 % of GDP of public investment during 20 years; long run
elasticity of GDP vis-à-vis public capital equal to 0.1; non-linear fiscal multiplier; backloading; no risk
premia; symmetric nominal adjustments to limit EA current account imbalances; € appreciation to 1.2
from 2020 onwards

Conclusions (1)
• Change of fiscal rule (pro-investment) to:
– benefit potential output
– boost demand and prices under low inflation
– increase public bond’s supply under high demand or
increase (future) interest rates under ZLB (would help
escape the so-called secular stagnation)

• Possible?
– Needs close cooperation btw gvts & the ECB
• No retaliation from the ECB required

– The most challenging issue would be to target public
inv. impacting potential output
• Micro issue

Conclusions (2)
• Feasability in the short run
– Public investment and capital are not only favourable on
the demand side, but also on the supply side
– Structural reforms are planned to enhance the supply side
– Then public investment can be “ancillary to structural
reforms”
– A public investment stimulus would strengthen the
investment rule of the SGP

• Feasability in the long run
– The impetus for public investment needs to be long-lasting
to produce full effects
– A Treaty change is certainly required to move to a golden
rule…

