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1. Introduction 

The European Union (EU-28) as well as the Eurozone (EU-19) in particular is facing significant 
economic challenges since the Financial Crisis 2008 and the Sovereign Debt Crisis 
starting with Greece in 2010. Nevertheless, the European Commission together with the 
member states have achieved fundamental reforms in a number of areas to stabilize the 
macroeconomic environment, reduce systemic financial risk and initiate further growth in 
Europe. Important measures include the reform of the Stability and Growth Pact (“SGP”) 
including the “Fiscal Compact”, the European Stability Mechanism (ESM) and the European 
Banking Union (EBU). Further achievements include substantial research initiatives like the 
Horizon 2020 programme and the European Fund for Strategic Investments (EFSI) launched in 
2015.

All these measures are important and useful contributions both as stabilizing elements 
in the crisis and as enabling instruments for future growth in the European economy. 
The Quantitative Easing Policy (QE) of the ECB is supposed to ease corporate financing 
across Europe and to help avoiding deflation and stagnation in the Eurozone and beyond. 
Nevertheless, various research studies point out that Europe is below its own growth 
aspirations. To meet the challenges of an aging population, persistent high public debt 
levels and a heterogeneous economic structure Europe needs to embark on a new growth 
trajectory. In order to achieve this, structural reforms both on a national and European level 
need to speed up as a recent study of the McKinsey Global Institute explained.1 

This paper suggests a new European growth initiative “EU 2025”, that combines “National 
Growth and Investment Programs (NGIP)” with a European Cluster Strategy and a “new fiscal 
deal”. The latter aims to unlock more financial resources for public investments by introducing 
some modifications but without violating the basic concept of the Stability and Growth Pact. 

In the next chapter a brief summary of the economic status quo is given to set the framework 
for the following analysis. In chapters 3 and 4 the idea of “National Growth and Investment 
Programs (NGIP)” in combination with a European Cluster Strategy is presented in more 
detail. A particular focus is put on a modified “Fiscal Compact” in chapter 5 that proposes 
a differentiated treatment of government spending depending on whether the public 
expenditures are made for investment purposes or for government consumption. Such a 
concept would lead to revised calculations of budget deficits and public debt levels and thus 
would generate additional headroom for public investment activities without abandoning the 
fiscal consolidations process in Europe.

1 See McKinsey Global Institute (2015).
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2. The economic status quo in the EU28 – a brief overview

GDP growth rates in Europe have been persistently below the US for several years (Figure 1). 

This development is also reflected by higher unemployment rates both in the EU-28 and in the 
Eurozone. Figure 2 shows that improvements of the US labour market have appeared earlier 
and faster through the cycle than in Europe. The reasons for the underperformance of the 
European economy are manifold. But the implosion of public and private investment activities 
in many EU member states since the global financial crisis is widely regarded as an important 
factor. 

FIGURE 1 

Real GDP growth rate 2005 – 2015 (percent) 

FIGURE 2 

Unemployment rates 2000 – Q2/2016 (percent)
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The investment gap in the EU

The EU has been suffering from low levels of investment since 2008. Compared to the 
2007 peak, investments have dropped by around 15 percent in the EU. If one assumes 
that investments account on average for 25 percent of GDP, EU investment activity has 
been substantially below this level since the financial crisis. In 2014 the EU investment gap 
is estimated to be between €240 and 380 billion; over the whole 2009 – 2014 period, the 
cumulative investment shortfall exceeds €1,200 billion.2 Largest drops occurred in Greece 
(-65 percent), Cyprus (-61 percent) and Romania (-53 percent) compared to the pre-crisis 
level.

As capital investments are an important driver of economic growth and employment, the EU 
Commission has put a lot of effort on closing the investment gap by reshaping the regional 
investment policy. Investment Policy is delivered through three main funds: the European 
Regional Development Fund (ERDF), the Cohesion Fund (CF) and the European Social Fund 
(ESF). Approximately €351.8 billion has been designated for Cohesion Policy for 2014-2020.3 
In addition the European Fund for Strategic Investments (EFSI) has been established in 2015 
to help regaining confidence of private investors. But recent data and forecasts suggest that 
even more effort and new stimuli are needed to allow the EU to get back on a sustainable 
growth path.

3. The idea of a European growth initiative “EU 2025” – three pillars

The proposal outlined in this paper consists of three pillars (Figure 3). The first one suggests 
that each country develops its own strategic growth agenda (“National Growth & Investment 
Program,” NGIP) based on its existing resources, skills, capital and innovation potential. The 
design of such an economic policy programme should aim to leverage competitive strengths 
and comparative advantages of the country in the best possible manner by aligning them with 
key success factors of the respective industry. Such a NGIP may include a broad range of 
measures including structural reforms, deregulation, privatization, flexibilisation of the labour 
market and public investments in critical infrastructure.

2 See European Commission (2015a).
3 See European Commission (2015b).

FIGURE 3 

Elements of a growth initiative “EU 2025”

Figure 3: Elements of a growth initiative „EU 2025“
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NGIPs should be discussed with the EU Commission and be complemented by a pan-
European Cluster strategy. The importance of clusters – defined as agglomerations of 
interconnected businesses – as drivers and catalysts for economic development has been 
confirmed by empirical research. However, most cluster initiatives are currently being 
undertaken on a national level. Although the EU Commission already pursues cluster initiatives 
within its cohesion policy, a much stronger focus on a cluster policy backed by substantially 
higher financial investments is necessary to ensure global competitiveness of Europe 
particularly in emerging high growth industries.

The third pillar is a modified “Fiscal Compact” which allows the commitment of additional 
financial resources for public investments both on a national and a European level to regain 
trust by private investors and to break through the underinvestment climate. 

4. National Growth and Investment Programs (NGIP) in combination with a 
European Cluster Strategy

The starting point to set up a European programme for growth and development is given by 
the existing regional and sectoral economic structures as they provide the fundament for 
national growth and investment programmes.

4.1 The economic anatomy of Europe 

The economic structure of Europe is very heterogeneous both in terms of productivity and 
growth rates, which is shown in Figures 4a and 4b.

The combined growth- and productivity perspective (Figure 5) reveals that high productivity 
rates not necessarily imply above average economic growth rates and vice versa. There are 
a number of European countries like Bulgaria, Romania, Czech Republic or Slovakia who 
experience growth rates of more than 3 percent p.a. although their productivity is around 
20 percent to 25 percent below the EU-28 average. Reasons for this include corresponding 
low wages, a relative limited overall size of the economy (basis effect) but also a focus on 
sectors that are less capital- and know-how-intensive.

FIGURES 4A AND 4B
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Figures 6a and 6b show the regional distribution of agricultural and construction activities 
as well as the respective figures of the industrial and service sectors. Agricultural activities 
in a broader sense constitute an important part of the GDP in the so called “GIIPS” states 
(Greece, Italy, Ireland, Portugal and Spain) but also in some Eastern European countries. The 
respective regions benefit e.g. from comparative advantages in terms of climate conditions 
and cost advantages due to lower wages. Regarding the contribution of the construction 
sector to country GDP. Figure 6a underpins that also in some regions of the GIIPs countries 
construction activities are below EU-28 average although a prospering construction sector 
is an important enabler for growth in industrial and service sectors, especially if it leads to 
building and modernizing logistical infrastructures. 

Strict budget restrictions due to high levels of public debt may prevent essential investments 
into basic infrastructure. This is obviously the case in GIIPs countries but this also applies 
to countries like Bulgaria and Romania that apparently need much higher investments into 
infrastructure to bring these countries to the next level and make them more attractive for 
Foreign Direct Investments (FDIs). A modified “Fiscal Compact” could provide more leeway for 
such measure

Furthermore, Figure 6b demonstrates that there are only a few regions in EU-28 that could 
be described as industrial centers. Conversely, there are big parts of the EU-28 that lack 
manufacturing activities. The picture is even clearer regarding the level of service activities 
across the EU-28. More than 80 percent of the economic regions in Europe suffer from a 
below average service intensity. As the service sector is viewed as a major growth engine for 
developed economies, this is also an important observation point when it comes to bringing 
Europe to the next growth trajectory.

FIGURE 5 

Productivity-Growth Portfolio EU28
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FIGURES 6A AND 6B 

Regional economic structure EU-28 
Figure 6a: Regional economic structure EU-28
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4.2 The strategy process for “EU 2025” – NGIP and Cluster Strategy

My proposal suggests that each country prepares a “National Growth & 
Investment Plan (NGIP) while the EU Commission focuses on creating a pan-
European cluster strategy. Both dimensions go hand in hand and need to 
be coordinated accordingly. Figure 7 summarizes the key steps of a strategy 
process “EU 2025”.

4.3 National Growth and Investment Programs (NGIP)

The formulation of country-specific NGIP depends on various factors like e.g. 
the state of economic development, the endowment with production factors or 
the quality of infrastructure in the respective country (Figure 8). 

FIGURE 7 

Alignment of NGIP and European Cluster Strategy

Figure 7: Alignment of NGIP and European Cluster Strategy
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Growth strategies and state of economic development 

Figure 8: Growth strategies according to state of economic development
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In Figure 8 European countries are divided in three groups according to their state of economic 
development and therefore the key growth drivers they could potentially activate. This 
allocation of member states is preliminary and exemplary. 

Countries of the first group usually suffer from a lack of infrastructure, state of the art 
educational and health care systems, a highly skilled workforce and a low level of capital 
inflows. Hence economic growth is fueled by existing resources, capabilities and skills. 
Accordingly important areas of growth are agriculture and basic materials. Besides parts 
of the service sector like e.g. transportation, tourism, crafts and retail are major employers. 
Figure 8 lists a number of emerging economies in EU-28 that could fall into this category. 

It is important to keep a realistic view on what these countries can realistically achieve in the 
short and medium term before they may jump to the next level. Several southern and eastern 
European countries are prevented from fully exploiting their potential in agriculture, basic 
materials or energy as subsidies or other protective measures in major European economies 
preserve non-competitive industry segments. The consequences of such misincentives are 
obvious e.g. in agriculture or the renewable energy sector.

For countries in the second group comprehensive growth programmes and bold investments 
into the infrastructure for logistics, telecommunications and modern government architecture 
are necessary to attract foreign investors and enable countries to increase the proportion 
of manufacturing and service businesses of the GDP. These countries often don´t have the 
financial resources to conduct these investments on their own. A modified “Fiscal Compact” 
would allow a significant increase in the volume of the European investment programme 
in critical infrastructures. The successful establishment of automotive supply clusters or 
the development of logistical hubs in some eastern European countries are encouraging 
examples. Important ingredients for such a development are low barriers to foreign 
investments provided by fast administrative decisions, flexible labour markets and a modern 
infrastructure. Structural measures may also include transferring best practice experience 
from education and training systems into other countries. Dual training as is common in 
German speaking countries could be helpful to reduce unemployment rates in the younger 
population especially in southern European countries. 

Finally, the group of mature European economies has to position themselves in high growth 
markets like Digital Business, Industry 4.0, Biotech, Greentech and Services. To succeed in such 
emerging industries a world class infrastructure, a highly skilled work force, dedicated research 
programmes as well as a number of market leading firms that operate in these fields are important 
ingredients to create new or promote existing clusters. Furthermore, an entrepreneurial culture for 
startups and a sufficient supply of venture capital are important as well. 

The European economy is currently characterised by a large number of smaller clusters. A 
pan-European cluster strategy could help to “connect the dots” of clusters across national 
boundaries to achieve critical mass, avoid double investments and contribute to a higher 
innovation rate.

It should be emphasized that the support of high-tech industries should not be limited to those 
countries that are already well positioned as this could aggravate economic disparities in 
Europe in the long run. Instead the aspiration should be that each member state of the EU-28 
is part of one or more of these cluster initiatives. 

Referring to Figure 7 NGIPs are developed in five steps. Firstly the economic growth base for 
each country needs to be identified as it is crucial to tailor investment incentives to the respective 
profile of each country. Then country profiles are to be matched with key success factors and 
requirements of the various industries. Primary objective of this strategic analysis is to find out 
appropriate sectors that fit country specific resource profiles in the best possible way. 
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Then tailor-made policy measures including investment needs are developed that help to 
unlock inherent growth potential. These measures may cover a wide range of instruments and 
depend very much on the state of the economic development and structural conditions in 
the respective country. Some structural reforms may only be achievable on a European level 
or may require EU funding. It is essential to combine both the geographic and the industry 
dimension to achieve a consistent country-specific growth strategy. Finally a consequent 
implementation of the NGIP is vital and might be subject to a regular monitoring process by the 
EU Commission.

4.3.1 Key requirements per sector

In order to implement country specific growth strategies, a careful analysis of sector specific 
success factors needs to be performed. A preliminary segmentation of sectors and growth 
factors has been made in Figure 9. It should be noted that this is for illustration purposes only 
and by no means exhaustive. Further research is needed to achieve a common understanding 
for such an analytical framework.

Each economic sector can only successfully be established in a given country, if certain 
requirements in terms of resources, technological skills and innovations capabilities are 
fulfilled. Which factors are relevant depend on the nature of the industry and may include 
climate conditions (e.g. for agricultural products or tourism), natural resources (e.g. for mining 
or basic materials), logistical infrastructure (e.g. for transportation services), availability of highly 
qualified people (e.g. for high-tech) as well as a certain level of purchasing power (e.g. for retail). 
Some of the parameters that could foster growth are linked to the geography, others to the 
state of development, the educational system or to the agglomeration of existing enterprises 
that build already clusters. 

The proposal outlined in this paper suggests looking at the following factors to design a 
growth profile for each country:

Resource Base

 � Cost of Labour
 � Availability of qualified personnel
 � Climate Conditions
 � Natural resources
 � Logistical infrastructure
 � Digital infrastructure
 � Cost of Energy
 � Availability of Capital

Technological Capacity

 � Mechanical Engineering
 � Electrical Engineering
 � Process Engineering
 � Assembly Engineering

Innovation Capabilities

 � Digital Business
 � Industry 4.0
 � Biotech
 � Greentech
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The matrix in Figure 9 shows for a number of important sectors the relative importance of 
location factors for investors. The more the circles are filled out, the more important the 
respective factor is considered to be for establishing value added activities in the particular 
sector. Hence the matrix shows for each sector a profile that needs to be matched by the 
available resources, technological capacities and innovation capabilities of a country to attract 
regional operations and investments in that field.

4.3.2 Comparative resource profile per country

Therefore, a profile has to be set up for each country that allows a mapping between sector 
specific requirements and the respective country profile to identify potential growth areas. 
Country profiles are dynamic by nature and can be shaped by appropriate policy measures. 
Figure 10 illustrates a map with country specific economic profiles in terms of resource base, 
technological capacities and innovation capabilities. It should be noted that the relative 
strengths of a country in a given dimension is to be benchmarked against all other EU-28 
member states. The Harvey balls in Figure 10 are exemplary and have to be backed by an 
analytical methodology that may include quantifiable KPIs or qualitative assessments. For 
instance the relative strengths regarding the innovation capabilities in a given field (e.g. Industry 
4.0) could be measured by the number of patents or dedicated R&D expenses (both in 
absolute and relative terms) whereas data on other parameters like the cost of labour or the 
cost of energy are available.

4.3.3 The “European Growth Matrix”

In order to generate a “European Growth Matrix” that displays the most promising areas for 
growth per country, a matching of individual country profiles (Figure 10) with specific sector 
requirements (Figure 9) needs to take place. Figure 11 shows how such a European Sector 
Matrix could look like for illustration purposes. It shows e.g. that most eastern European 
countries could substantially improve their position in the European logistics sector, if the 
infrastructure in these countries gets further modernized. 

This in turn would need further government investments which could in some cases possibly 
not be financed without violating the criteria of the SGP. Therefore, additional funding from EU 
programmes or a modified “Fiscal Compact” would be necessary. Similarly the market shares 
in producing and trading agricultural products especially in the GIIPs countries appear to be 
below their potential due to structural obstacles preserving farming business on a minimum 
level in some countries despite a lack of economic viability. 

FIGURE 9 

Key requirements per sector – exemplary

Figure 9: Key requirements per sector - exemplary

Source: Own illustration
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4.4 A European Cluster Strategy

The second dimension of a growth initiative “EU 2025” alongside the NGIPs is a pan-European 
cluster strategy that can contribute to accelerating growth in Europe by promoting clusters 
across countries. Clusters can arise for different reasons, e.g. they may be a consequence of a 
regional concentration of e.g. natural resources, talent, skills or tradition. Furthermore clusters 
can become the nucleus for further growth as such clusters often show self-enforcing network 
effects e.g. by attracting venture capital, suppliers or service providers. The close interaction 
between members of a cluster may lead to higher innovation rates and thus reinforce the 
relevance of the cluster. 

FIGURE 10 

Competitive profile per country – exemplary

Figure 10: Competitive profile per country – exemplary

Source: Own illustration

FIGURE 11 

Matching sectoral requirements with country-specific profile – exemplary

Figure 11: Matching sectoral requirements with country-specific profile - exemplary

Source: Own illustration
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Although prominent clusters refer often to regional concentrations of high-tech industries 
(e.g. Silicon Valley or Greater Boston Area), the establishment and targeted expansion of 
clusters may apply to almost any industry. Examples in Europe include the agglomeration 
of apparel and footwear in Northern Italy, mechanical engineering in southern Germany or 
Leuven (Belgium), automotive supply in Slovakia, pulp and paper in Scandinavia, software 
development in Helsinki, Stockholm or Budapest, nanotechnology in Grenoble, biotechnology 
in Copenhagen and many more. Cluster-oriented promotion of research intensive areas with 
huge growth potential like Industry 4.0, greentech, biotech or nanotechnology has been part of 
EU sponsored initiatives (e.g. Horizon 2020) for a number of years. 

However, in order to scale up European clusters and achieve a critical size that would be 
competitive on global scale higher investments by the European authorities would be helpful. 
This would require additional funding by the member states which could be made possible 
by a modified “Fiscal Compact” (chapter 5). The European Cluster Observatory, managed 
by the Centre for Strategy and Competitiveness at the Stockholm School of Economics, 
has done a lot of groundwork on which a pan-European cluster strategy could be built on.4 
Another building block of the European cluster strategy should be the approach of “Innovation 
Strategies for Smart Specialization (S3)” which is an important part of the Cohesion Policy 
and intends to accelerate entrepreneurial innovation processes by focusing on regional 
competitive strengths.5 

Cluster Policies should not be confused with traditional industry policy that often tried to 
preserve existing structures and protect or promote alleged industry champions. Modern 
Cluster strategies view clusters as business ecosystems that have a regional dimension 
but comprise of many stakeholders (including established enterprises, startups, investors, 
research institutions etc.).6 The scope of cluster activities usually spans several related sectors 
and builds a network of players and activities. A successful cluster strategy should aim for 
providing a policy framework that helps clusters to unfold their inherent potential. Possible 
policy measures are e.g. the establishment of a cluster organization, a network platform for 
entrepreneurs and investors, the offering of specific Research funding or the provision of a 
state-of-the art digital infrastructure. 

The development of a holistic European growth programme will be only successful, if country 
specific perspectives (condensed in NGIPs) and European cluster initiatives are properly 
financed and executed in parallel (Figure 8).

5. A modified “Fiscal Compact”

The current SGP is based on the Maastricht criteria for government debt. Accordingly the 
budget deficit should not exceed 3 percent of the GDP and total public debt should not be 
above 60 percent of annual GDP. Figure 12 gives an overview of the current public debt 
situation in Europe. 

Total debt-to-GDP ratio (2015) is on average at 85.2 percent for EU28 and 90.7 percent for 
EU19. But there is a big range from 9.7 percent (Estonia) to 176 percent (Greece). This implies 
that there is still a consolidation need for public households in the amount of €4.5 trillion (EU28) 
or €2.5 trillion (EU19) to fully comply with a debt-to-GDP ratio of 60 percent.

 

4 See Ketels, C., Protsiv, S. (2014).
5 See European Commission (2012).
6 See European Commission (2016b).
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As a consequence there is currently a very limited scope to increase government investments 
in Europe without violating or further deviating from the targets of the SGP. This gives also 
rise to controversial political discussions whether or not the austerity approach is still feasible 
particularly in light of increasing social tensions in some southern European countries. But also 
countries with above average income per capita and low unemployment rates face intensive 
debates about growing disparities of income and wealth distribution. 

Therefore, it is important to increase financial flexibility both for member states as well as for 
the EU Commission to trigger investments across Europe and to reduce regional disparities. 
However the basic concept of fiscal discipline must not be jeopardized.

There is currently no different treatment between government expenditures for administrative 
costs, subsidies or other transfers and government investments into infrastructure or R&D 
programmes. In order to fully exploit the potential impact of public investments as enabler and 
catalyst for private investments, it should be considered to modify the current accounting of 
public investments in a sense that only the yearly depreciation rate of public investments rather 
than the gross expenditures are taken into account for calculating the yearly budget deficit. 
Such a modified treatment of public investments would be in line with the multi-year benefit of 
investments. 

Table 1a demonstrates how the budget deficits would change, if government investments 
– defined here in accordance with the Eurostat definition as “Gross Government Capital 
Formation” (GGCF) – are added to the budget deficit (“adjusted deficit-to-GDP ratio”) and only 
the depreciation of the investments are taken into account (“net adjusted deficit-to-GDP ratio”). 

The calculated numbers in Table 1a assume an average life-time of assets of five years which 
is on the “safe side” as the average lifetime of public investments e.g. into infrastructure would 
be more in the range of 10-15 years. Table 1a shows that “adjusted net deficits” would be for 
the EU-28 at 0.08 percent of GDP instead of 2.4 percent and for the EU-19 the budget deficit of 
2.1 percent of GDP would turn into a surplus of 0.06 percent of GDP. 

FIGURE 12 

Government debt-to-GDP ratio (percent, 2015)

Figure 12: Government Debt-to-GDP Ratio (%, 2015)

Source: Eurostat
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As a consequence the EU-28 could have conducted additional public investments of 
approximately €400-450 billion in 2015 without violating the budget deficit limit of 3 percent of 
GDP, if only depreciation had been taken into account. The additional headroom per country 
depends on the current level of budget deficits and the ratio of government investments.

TABLE 1B

TABLE 1A

Impact of differentiated treatment of government expenditures
Table 1a: Impact of differentiated treatment of government expenditures

Source: Own calculations

Public Surplus(+), 
Deficit (-)/GDP

(% 2015)

Adjusted Surplus(+), 
Deficit(-)/GDP

(before GGCF, % 2015)

Net Adjusted Surplus(+), 
Deficit(-)/GDP

(% 2015)

Gross Government 
Investments

(GGCF/GDP, % 2015)
EU-28 -2.4 0.5 -0.08 2.9
EU-19 -2.1 0.6 0.06 2.7
Belgium -2.6 -0.3 -0.76 2.3
Bulgaria -2.1 4.1 2.86 6.2
Czech Republic -0.4 4.8 3.76 5.2
Denmark -2.1 1.7 0.94 3.8
Germany 0.7 2.9 2.46 2.2
Estonia 0.4 5.7 4.64 5.3
Ireland -2.3 -0.5 -0.86 1.8
Greece -7.2 -3.4 -4.16 3.8
Spain -5.1 -2.6 -3.1 2.5
France -3.5 -0.1 -0.78 3.4
Croatia -3.2 -0.4 -0.96 2.8
Italy -2.6 -0.3 -0.76 2.3
Cyprus -1 0.9 0.52 1.9
Latvia -1.3 3.1 2.22 4.4
Lithuania -0.2 3.4 2.68 3.6
Luxembourg 1.2 5 4.24 3.8
Hungary -2 4.7 3.36 6.7
Malta -1.5 3.1 2.18 4.6
Netherlands -1.8 1.7 1 3.5
Austria -1.2 1.8 1.2 3
Poland -2.6 1.8 0.92 4.4
Portugal -4.4 -2.2 -2.64 2.2
Romania -0.7 4.4 3.38 5.1
Slovenia -2.9 2.2 1.18 5.1
Slovakia -3 3.2 1.96 6.2
Finland -2.7 1.3 0.5 4
Sweden 0 4.3 3.44 4.3
United Kingdom -4.4 -1.7 -2.24 2.7

Public Debt 
for GGCF

(estimate % GDP 2015)

Public Debt 
for Consumption

(estimate % GDP 2015)
Total Public Debt

(actual % GDP 2015)
EU-28 32.2 53 85.2
EU-19 30.9 59.8 90.7
Belgium 22.7 83.3 1.6
Bulgaria 46.9 -20.2 26.7
Czech Republic 46.5 -5.4 41.1
Denmark 33.8 6.4 40.2
Germany 21.9 49.3 71.2
Estonia 55.5 -45.8 9.7
Ireland 30.6 63.2 93.8
Greece 41.4 135.5 176.9
Spain 36.3 62.9 99.2
France 39.3 56.5 95.8
Croatia 44.4 42.3 86.7
Italy 27.5 105.2 132.7
Cyprus 29.4 79.5 108.9
Latvia 48.6 -12.2 36.4
Lithuania 44 -1.3 42.7
Luxembourg 39.1 -17.7 21.4
Hungary 43.5 31.8 75.3
Malta 31.9 32 63.9
Netherlands 38.5 26.6 65.1
Austria 30.4 55.8 86.2
Poland 47.5 3.8 51.3
Portugal 32.1 96.9 129
Romania 54 -15.6 38.4
Slovenia 46.3 36.9 83.2
Slovakia 37.6 15.3 52.9
Finland 38.3 24.8 63.1
Sweden 43.8 -0.4 43.4
United Kingdom 28.7 60.5 89.2

Table 1b

Source: Own calculations
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The development of the additional headroom for public investments over time depends on 
different factors such as the treatment of past investments or fiscal multiplier effects.7

In a similar way public debt levels could be differentiated into those debt volumes raised for 
investment or for consumption purposes. Table 1b provides estimates for a split of the overall 
public debt levels into investment related and consumption oriented debt. To calculate these 
numbers I have looked into the average government investment ratios over the past ten years 
and deducted the cumulative government investment volumes form the public debt outstanding. 
This is certainly only a first approximation but indicates that from the overall debt-to-GDP of 
85.2 percent (EU-28) approximately 32.2 percent can be attributed to investment financing 
whereas 53 percent are to be allocated to government consumption. The respective split 
for EU19 (90.7 percent total debt-to-GDP ratio) is 30.9 percent for public investments and 
59.8 percent for government consumption. The proportion of public investments is obviously 
lower than for fiscal consumption. 

Instead of adhering to 60 percent debt-to-GDP ratio one could split this figure into a 
“consumption debt-to-GDP ratio” of about 30 percent and an “investment debt-to-GDP 
ratio” of e.g. 40 percent. This would still imply a huge consolidation effort for most European 
countries but the savings measures would be targeted to reduce government consumption 
and would at the same time keep some headroom for public investments. With an “Investment 
debt-to-GDP ratio” of e.g. 40 percent government investment debt could increase in the 
amount of about €1.1 trillion for EU-28 and €950 billion for EU-19.

However, public households of EU-28 (EU-19) would still have to save consumptive expenses 
in the amount of €3.4 trillion (3.1 trillion) to reach the 30 percent government consumption 
target. Alternatively, one could at least consider a temporary deviation of the debt target as 
far as investments are concerned. This could be flanked by an agreement on a modified 
adjustment path to meet Maastricht criteria. 

The calibration of the size and the optimal split of government expenses into an “investment 
debt -to-GDP ratio” and a “consumption debt-to-GDP ratio” is finally a political decision. But 
the introduction of a differentiated treatment of public expenses would be economically sound 
and could help to make the European objectives of economic “Stability” and “Growth” more 
compatible. A modified “Fiscal Compact” could also contribute to mitigate the controversies 
around austerity policy in Europe.
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