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_________________________________________________________________ 
 
In addition to our annual European Growth and Jobs Monitor, which measures the progress 
made with respect to the Lisbon Process, we plan, from now on, to highlight what we 
believe to be particularly promising growth drivers in another annual feature. This time, the 
growth driver in question is infrastructure investment. 
 
The key results of this study are set out below: 
 
1. The EU has made further progress towards achieving the Lisbon targets, particularly 

with respect to improved labour productivity. Whether this signals the beginning of a 
higher productivity growth path in the longer term remains unclear. 

2. There is a clear connection between infrastructure, or public investment, on the one 
hand and economic growth on the other. Bottlenecks caused by congestion and 
agglomeration (“congestion costs”) are calls for action to policymakers. 

3. Globalisation, public-sector financing woes and efficiency considerations support the 
use of public-private partnerships for the implementation and running of infrastructure 
projects. 

4. Education spending shares many characteristics with infrastructure investment, and 
should, in the main, be not only viewed as such, but also – to ensure that targeted 
political decisions are made – also recorded as such in terms of statistics to a greater 
extent than hitherto.   
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1. Lisbon indicator reaches peak 
 

The Lisbon Strategy, launched in the year 2000, is synonymous with growth-oriented reform 
policy in Europe. Every year, the European Commission evaluates the progress made in the 

implementation of the national reform programs, and the Lisbon Strategy is always on the agenda 

at the EU Spring Summit. This was the motivation behind our publication in February of this year, 

entitled “The European Growth and Jobs Monitor: Indicators for Success in the Knowledge 
Economy” which used selected indicators to illustrate the progress made with respect to the 

Lisbon objectives. We calculated an overall indicator for the EU as a whole, as well as for the major 

member states, comprising the following six components: economic growth, labour productivity, 

employment growth, workforce qualifications (proportion of the workforce that has completed 

tertiary education), growth-oriented investment and the sustainability of public finances. An 
indicator value of 1 – provided that it can be maintained over a sustained period – shows 
that the EU, or the respective country, is well en route to achieving the objectives set for 
2010. Values higher than 1 indicate outperformance; values lower than 1 show a failure to 
reach the target. 

Graph 1
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An extended and updated version of our European Growth and Jobs Monitor will be published in 

early March 2008 featuring detailed results. But it is already safe to say that, as an aggregate, the 
EU-15 had moved further towards the Lisbon objectives by the middle of this year. The 

overall indicator currently stands at 1.1, which is actually the highest level since the Lisbon 

Strategy was launched. The increase is largely a result of a very marked improvement in the 
labour productivity component. We use the US as a benchmark when calculating this sub-

indicator. This means that the annual rates of change in labour productivity per employee on both 

sides of the Atlantic are set in relation to one another (and smoothed with a moving eight-quarter 
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average). An indicator value of below or above 1 shows that Europe has fallen behind or overtaken 

the USA respectively. The latest value of 1.8 means that European productivity growth is almost 

twice as high as that of the US. 

Graph 2
Growth and Jobs Monitor
labour productivity component
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The chart above clearly shows that the tides have turned over the past year. This is due both to 

the accelerated rise in labour productivity in Europe and a slowdown in the US, with the latter 

proving the dominant factor of late. The obvious question is whether the development is long-
term or merely temporary, whether it is structural or cyclical. There will certainly be something 

of a delay before a retrospective answer can be given to this question, but the section below aims 

to at least touch upon the current status of the debate. 
 

Accelerated productivity growth in Europe – for how long? 
 
ECB President Jean-Claude Trichet argued recently that the increased productivity in the euro area 
is mainly a result of the economic cycle, and has less to do with structural improvements. 
Moreover, he said that the increase in productivity seen most recently in the second quarter 
(y-o-y) was in line with the average of the past ten years. In other words, compared with past 
cycles, the current level of growth is not especially high. Nevertheless, Trichet did not want to 
rule out that we may be witnessing not only a cyclical improvement, but also the beginnings of what 
could be a long-term structural effect, prompted by structural changes such as the expansion of 
the single market for goods and services, the progress made with respect to financial 
market integration, and the implementation of reforms in connection with the Lisbon 
Strategy. 
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The French central bank showed more conviction in its monthly report for August 2007. According 
to the Banque de France’s analyses, the increased labour productivity in Europe could be a 
long-term trend: in the shorter term, due to less unfavourable sectoral effects than in the past 
(German construction sector, Spanish and Italian industrial sectors), and in the longer-term thanks 
to the faster dissemination of information and communications technology (ICT) stemming from 
structural reforms that have already been put in place. In terms of the relative performance of the 
EMU member states and the US, the Banque de France is of the opinion that the slowdown in US 
productivity growth may well persist, because information and communications technology is 
expected to contribute less to productivity growth in the absence of a new ICT wave. Thus, in the 
view of the French central bank, the slowdown in US productivity of late is not only a cyclical effect, 
i.e. the result of lower economic growth. 
 
The increase in investment activity in Europe can be interpreted as a sign that increased 
productivity is connected with cyclical development. On the other hand, one indication of structural 
improvements would seem to lie in the fact that the productivity progress is accompanied by 
significant employment growth – despite the fact that a rise in employment usually puts a 
damper on productivity. In this context, it is also interesting that, in its monthly report for October 
2007, the Bundesbank puts German potential growth at around a quarter of a percentage point 
higher than in the past (between 1½ % and 1¾ %) and, in doing so, also recognises structural 
adjustments. 
 

It is true that there have been positive structural shifts within the European Union, and we still 

believe that there is reason to be confident that the member states, overall, are on the right track 
towards sustained, higher productivity and economic growth. However, the current high 
level of our Lisbon Indicator is only a snapshot, and one which is also shaped by the 
healthy economy. As a result, it goes without saying that further efforts and reforms remain 
necessary, and there are a number of areas waiting to be tackled in this respect. Below we intend 

to examine the importance of public works, particularly infrastructure investment, in this 

context. If we look at the six components of our Lisbon Indicator, these investments are linked not 

only to the growth-oriented investment and productivity components, but also have connections 

with the government finances sub-indicator. After all, when the public sector is short of cash, it is 

difficult to finance investments. One way of mitigating this situation involves Public Private 
Partnerships (PPP), which are covered in section three of this study. 
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2. Infrastructure – a growth driver with multiplier effect 
 

Efficient infrastructure has always been a key basis for productivity and economic growth. 

As far back as the Roman Empire, it was a well-known fact just how important highways, harbours 

and plumbing were for political and social stability, as well as for the long-term development of 

overall prosperity; the Romans were also aware of the bottleneck effect that would result from a 

(possibly temporary) over-burdening of infrastructural capacity. Even the ancient Romans 

imposed driving bans to tackle the growing traffic chaos in the city. 1   

Public investment and economic growth
in the EU-15 (1998 - 2006)
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Moving on to the present day, the interdependent relations
consumes a significant portion of public spending – and ec
(Graph 3). The more comprehensive the available network 

the smoother the operation of these networks, the greater 

faster the turnover of goods and services and the lower th

Logistics becomes more efficient, productivity increases
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1  Tabula Heracleensis, vulgo: lex Iulia municipalis (80-43 B.C.); see M.H. C
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By means of example, the average transport volume on streets and railroads in the 15 western 
member states of the European Union (EU-15) is around 80 percent higher than in the 12 new 
member states from central, eastern and southeastern Europe (EU-12new). 2 This 

discrepancy reflects both what is, in some cases, considerable economic gap and differences as 

regards the state of repair and efficiency of transport facilities.  

 

In purely quantitative terms, the electrified railroad networks in both the East and the West are 

similarly close-knit. Measured in terms of total area, the EU-12 have more than twice as many 

national highways as the EU-15, while the motorway network in the EU-15 is at least five times 

the size of that in the EU-12. 3          
 

Of course, the growth effects to be expected from infrastructure investments tend to be bigger, 

the less efficient the existing infrastructure is. The first paved road is a quantum leap for a 

developing country, and even further expansion measures – for example, in the emerging market 

countries of central and eastern Europe – still have a considerable impact on growth thanks to the 

                                            
2  Average no. of kilometres per person and day, 2003; Source: Eurostat and own estimates. 
3  In each case, the average for the EU-15 and EU-12 in km per square km of surface area. 
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resulting network effects. Nevertheless, as infrastructure expansion progresses in highly 

developed countries, the marginal utility of each additional kilometre of road for citizens, and the 

cost savings for companies, decline.  
 

The situation can even make a 180-degree turn and result in increased costs when what was 

initially a highly-efficient infrastructure network attracts so many users that congestion and 
agglomeration drawbacks (“congestion costs”) emerge in the form of traffic jams, a 

considerable impact on the environment and high land costs. Such situations are call to 
policymakers to take appropriate action. The ideal infrastructure level is achieved “…when the 

profits for the private sector...cover the cost involved in the provision of infrastructure.” 4  
 

 

                                            
4  Felderer/Schuh (2005). 

 8



3. Closer cooperation between state and private enterprise in the 
infrastructure sector? 

 

3.1 Globalisation and public-sector financing woes  

Since the mid-1980s in particular, the globalisation of the markets has put the role of the state and 

its duties as far as the economy is concerned into a new perspective. Competition has mounted 

on the goods, labour and financial markets, as has the exchange of technical expertise. These 

days, capital is more able than ever before to transcend political boundaries. This mobility allows 

investors to give more consideration to international market parameters when making decisions, 

and to achieve broader risk diversification.  
 

As the markets grow closer together, the public sector’s scope for action is also subject to 

change. Globalisation exposes national structural deficits and shortcomings in economic policy, 

creating adjustment pressure and a need for action. Parallel to the competition on the markets, 

this increases the competition between different political approaches to problem-solving. 

Economic efficiency becomes a political imperative. Radical demographic changes also force 

a rethink and redefinition of political priorities.  

Public sector debt in the European Union
Debt level 2006 as % of GDP
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This is compounded by the precarious situation of public sector finances: although the ratio of 

government spending to GDP in Germany has decreased in recent years, the development of 

public sector finances still leaves a lot to be desired. Institut der deutschen Wirtschaft (IW – 

Cologne Institute for Business Research) only acknowledges genuine consolidation with respect 

to statutory social insurance and the federal states. Federal and local authority spending has 
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increased further, and the spending structure has deteriorated at the expense of investment 

budgets. IW fears that German government debt could swell from the current level of 68 percent 

of GDP to around 240 percent in 2050 if there is no change in public-sector financial conduct. 5

 

The public sector has little leeway on the revenue side apart from cyclical effects: the relief 

provided to companies and individuals from 1999 onwards by means of the tax reforms was long 

overdue in terms of economic growth and employment. On the other hand, structural shifts towards 

consumption spending are casting a sizeable shadow over the government’s future contribution 

to overall economic growth in Germany. This also poses the fundamental question as to what 

duties the public sector should continue to assume with respect to public goods allocation in the 

future, either entirely under its own steam or in cooperation with private players.   
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Graph 5

 
In terms of providing an overall framework for economic activity, the government has to make 

provisions for traditional public goods, the use of which cannot be made dependent on the 

payment of a price. Similarly, it has to take action where negative external effects arise, i.e. in all 

areas in which private economic activity entails social costs that are not covered by the costs-by-

cause principle. Government action should irrefutably include, in particular, internal and external 
security, health, education, preserving a healthy environment and providing transport and 
public utilities infrastructure.  
 

                                            
5 IW (2007). 
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It goes without saying that it is the responsibility of the government to provide for an adequate 

supply of public goods. This does not, however, mean that government agencies have to 

assume responsibility for the production and distribution of these goods (and services). Even in 

premodern times, public authority was delegated to private service providers, such as security in 

Ptolemaic Egypt, when the administration used a private security service to supervise the 

transportation of juniper oil, for example: “The security service certainly did not involve permanently 

employed staff from the responsible authorities...but rather Phylakes working in the private sector, 

who gradually expanded the scope of their activities.” 6        

 

3.2 Public Private Partnerships – a model with a future? 

In more recent times, the government and the corporate sector in numerous countries have found 

new ways of working together, particularly with respect to infrastructure development, under the 

umbrella of Public Private Partnerships (PPP). Unlike systematic, complete and material 

privatisation, these are partnerships based on the limited privatisation of certain functions, 

whereby the government retains public authority and other rights of intervention. Different 

contractual structures are used depending on the project in question, from operator models, 

through concession models down to companies with public and private shareholders in the 

framework of cooperation models.   
 

Global PPP project finance volume
2000 trough 2007, USD m
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6 Clemens Homoth-Kuhs; Phylakes und Phylakon-Steuer im griechisch-römischen Ägypten. Ein Beitrag zur Geschichte des 

antiken Sicherheitswesens. Archiv für Papyrusforschung und verwandte Gebiete; supplement 17, referring to P.Sorb. I 34 
(Arsinoites; 230 B.C.); Munich/Leipzig: K.G. Saur, 2005. Book review by Sven Günther, University of Mainz, in: Bryn Mawr 
Classical Review 2006-05-15.  
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As with other projects – both private and public – PPPs have to be assessed on the basis of 
efficiency criteria. They have to meet the politically intended overall social and economic 
targets, and also have to ensure that the respective projects are executed at the minimum cost. 

The purely public-sector solution should not be the only benchmark applied; full privatisation 
should also be included in order to prevent “second best” solutions as far as possible. The 

combination of public and private interests in PPPs also poses particular challenges with respect to 

the transparency of procedural rules.  
 

In the UK, where over 800 projects have been carried out with PPPs since the introduction of the 

Private Finance Initiative (PFI) in 1992, the efficiency gains have stood at between 10 and 25 
percent compared with projects carried out by the public sector.7 The German federal 
government puts the efficiency gains achieved with the 46 PPP projects realized in the German 
civil engineering segment at an average of 16 percent. 8   
 

Potential efficiency gains via PPP *  
 
 

Saving of construction costs  
with pre-defined quality 

Private equity participation 
(success interest) 

Optimized terms for planning and 
implementation 

Use of  private 
innovation potential 

Lower operating costs 
(life-cycle approach) 

Contractual  
Performance orientation 

Synergy effects 
(e.g. public-private 
mixed use projects) 

*Compared with project implementation by public authorities.   Source: Federal Ministry of 
Transport, Building and Urban Affairs. 
 

 
Synergy effects, efficiency gains and savings potential naturally depend to a considerable 

degree on the project in question. On the other hand, the technical problems involved with the 

introduction of the lorry toll system in Germany and the problems relating to the financing of the 

European Galileo satellite navigation system show that cooperation between public agencies and 

private companies in the field of infrastructure development can also prove to be a bumpy ride.  
 

As a result, the German government also stifles expectations – both in respect of public finances 

and the future PPP volume – pointing out that only some public-sector investment projects are 
suitable for PPPs. “The vast majority of procurement needs will continue to be met in the 

conventional way. This is because the projects have to meet certain requirements, for example, 

with respect to risk distribution, the scope of services, performance-related service specifications 

                                            
7 As assessed by the National Audit Office. See BdB (2004). 
8 At time of issue. BMVBS (2007), page 16. 
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and the competitive situation. PPPs neither replace a proper budget policy nor can they realize 

projects which cannot be funded in the conventional way.” 9  
 
The federal and individual state-level audit offices elaborated on this further with a view to 

public budget principles: “There are other running expenses involved with PPP projects that take 

the place of debt servicing burdens and strain future budgets in the same, or similar ways. Only 

efficiency gains which are proven and have an impact on the budget can help to take the strain off 

the budget.” What is more, “PPP projects must be clearly presented in the budget over their entire 

contractual term. The burden placed on future budgets must be easy to recognize.” 10   

 
Real GDP in Germany rose by a good 24 percent between 1991 and 2006. During this 15-year 

period, gross fixed investment (also price-adjusted) expanded by 12 percent, while government 
gross fixed investment fell by more than 23 percent (Graph 5). This means that, for some time 

now, the public sector has been playing less and less of a role in strengthening Germany’s output 

potential.  

 

 

                                            
9 BMVBS (2007), page 18. 
10 Joint declaration by federal and individual state-level audit offices on PPPs on May 3/4, 2006. 
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In other European countries, too, the state’s contribution to macroeconomic investment activity has 

decreased over the past few years. At the same time – at least according to the few statistics 

available – a growing trend has been emerging towards more PPPs. Based on data from 

International Financial Services, London, the value of the PPP contracts in Europe stood at 
around EUR 20bn  in 2006; in relation to the average for 2001-2004, this would represent an 

increase of around 50 percent. 11 Nevertheless, the relative importance of PPPs on the European 

continent remains low; in the period from 2001 to 2006, they accounted for an estimated average 

of around 2 percent of total public gross fixed investment. With a proportion of between 10 and 

15 percent (1996-2006) 12, the UK is by far the most active PPP country in Europe, meaning that it 

can claim a certain benchmark role in this respect.  

 
The German government has declared that it is aiming to increase the proportion of PPPs in 
public investment from the current level of 4 percent to 15 percent.13 In terms of current gross 

fixed investment made by the government, this would correspond to a volume of some EUR 4.8bn. 

Assuming that public investment continues to account for more or less the same proportion of GDP 

over the next few years, and that the target of 15 percent is achieved within a ten-year period, the 

value of German PPP projects would still barely scrape 2 thousandths of German GDP. 14  

 

 

 

 

 

 

                                            
11  See International Financial Services (2007). 
12  Ibidem. 
13  Speech by Federal Minister Steinbrück at the German Transport Forum (Deutsches Verkehrsforum) on April 25, 2007. 
14  Assuming nominal GDP growth of 3½ percent p.a. on average. 
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A look at investment in statistical terms 
 
Gross capital formation as reflected in the European System of National and Regional 
Accounts (ESA 95) comprises – in addition to changes in inventories and acquisitions less 
disposals of valuables, gross fixed capital formation, i.e. “the resident producers' acquisitions, less 
disposals, of fixed assets ...”. 15 This includes, in particular, fixed assets such as dwellings and 
other buildings, machinery and equipment, as well as intangible fixed assets such as 
computer programs and copyrights with a useful life of over one year. This is a very restricted 
definition of investment in material terms if we consider that fixed-asset investments serve to 
preserve, expand and improve the production facilities for the economy as a whole. This includes, 
in particular, spending on infrastructure to create human capital (e.g. the German “Initiative 
for Excellence”). However, the lion’s share of government spending on education, such as 
personnel costs, are accounted for as “final consumption expenditures by general government 
(individual consumption)”: Pre-primary and primary education, secondary education, post-
secondary non-tertiary education, tertiary education, education not definable by level, and 
subsidiary services to education. In accordance with the national accounts from the German 
Federal Statistics Office (Statistisches Bundesamt), gross government investment in education 
in 2006 amounted to around EUR 7bn  (table), and total government spending on education 
(consolidated) came in at just under EUR 94bn.                
 

Irrespective of the quantitative role that PPPs may play in the future, both government and the 

private sector should exhaust all of the opportunities that PPPs offer with respect to increasing 

macroeconomic efficiency and productivity reserves. As only recently indicated by the initiative 

IFD (Initiative Finanzstandort Deutschland), banks and the capital markets are “in a position to 

provide sufficient cost-effective capital for a growing PPP market in Germany. One of the IFD’s 

foremost objectives is, in the interests of Germany as a financial location, to help ensure that 

market development is given new impetus and that the target of increased PPP use in Germany 

can be achieved quickly. 16 In order to ensure that progress is made, all parties involved must 

contribute their specific expertise to eradicate any obstacles that are still standing in the way of 

such joint projects, to expand the range of funding models available – be it via equity or debt 

capital, to make both standardized and tailored products more attractive, and to give market 
participants easier access to the latter.   
 

                                            
15  http://circa.europa.eu/irc/dsis/nfaccount/info/data/esa95/en/een00136.htm   
16 I IFD (2007). 
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4. The future of Germany’s infrastructure on a firm footing 
 
In terms of its infrastructure and the quality thereof, Germany leads the international field; it 

comes in first out of 125 countries in the relevant sub-index of the WEF Global Competitive Index 
2007/200817, before France, Singapore and Switzerland.  
 

Nevertheless, maintaining this quality and improving it as far as possible must remain a constant 
challenge in the interests of the economy and society at large. This is illustrated, for example, by 

the huge amount of wear and tear and associated damage inflicted on German autobahns and 

autobahn bridges by heavy goods traffic. In addition to the transport sector and other traditional 

areas of infrastructure such as energy supply and telecommunications, education also shares 

many characteristics with infrastructure. Nevertheless, a considerable portion of spending in this 

area is treated as consumption in the statistics (see box on page 15), although it has an impact on 

growth and employment in the long term, meaning that it represents material investment in 
human capital. The limitations of this definition need to be reviewed and amended in this respect, 

also to ensure that targeted political decisions are made.  
 

The ongoing development of Germany’s infrastructure as part of the National Reform 
Program Germany 2005-2008 offers potential for success:18

 

 A framework investment plan for federal transport infrastructure for the period leading up to 

2010;  

 A master plan for freight transport and logistics (more efficient organization of freight 

transport, better use of transportation routes); 

 Opening the Investment Act (Investmentgesetz – InvG) in favor of PPPs by creating a new 
asset class for PPP projects (creation of infrastructure funds); 

 Developing rural areas and improving competitive abilities of towns/cities (including level 

of education, innovative potential, development of cultural landscapes, comprehensive health 

care, urban planning promotion programs, village renewal, integration of large-scale retail); 

 Regional development initiative “Central European North-South Corridor” Scandinavia - 

Mediterranean. 

 
 

                                            
17 WEF (2007). 
18 BMWT (2007). 
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