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This Special Issue of Transition Studies Review on “Infrastructure, convergence
and investment decisions in the EU”, is a collection of selected papers presented at
the VIII Milan European Economy Workshop (11 and 12 June 2009) in the context
of the EIBURS project on “Public investment under budgetary constraints in new
member states”, funded by the European Investment Bank. The Department of
Economics, Business and Statistics, DEAS (Universita degli Studi, di Milano, Italy),
in partnership with CERGE-EI (Charles University, Prague), with a network of
international experts in the EU Member States, has addressed issues related to
public investment in infrastructure by a combination of theoretical and empirical
analysis, with a particular attention given to offering recommendations to bodies in
charge of budgetary and investment decisions.

The research papers included in this Special Issue aim at analyzing public
investment in the European Union, with an explicit focus on the New Member
States in the presence of financial constraints (for the related papers see Florio
2011). The contributions address important issues related to infrastructure public
investment by adopting different perspectives and techniques. The main conclusions
relate to the choice of methods of funding and to the evaluation of different projects
and schemes in the presence of fiscal constraints, an issue of paramount importance
for the EU New Member States and offer a novel perspective on the growth
potential of public investment in regional and national European economies.

Below I briefly summarise the papers and then conclude by providing some
personal remarks.

The findings, views and policy implications expressed in these papers are entirely those of the authors,
and do not necessarily represent the views of the European Investment Bank.

M. Florio (X))
Department of Economics, Business and Statistics, Universita degli Studi di Milano, Milan, Italy
e-mail: massimo.florio@unimi.it
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Economic growth implications of infrastructure investment at the regional and
national level are analyzed in the contribution by Del Bo, Florio and Manzi
(“Regional infrastructure and convergence: growth implications in a spatial
framework™).

The paper contributes to the debate on convergence, by presenting an overview
of the catch up process of the EU regions between 1995 and 2006, focusing on both
absolute and conditional convergence.

The focus is on the role of infrastructure stock in shaping the growth and
convergence process between EU regions and to what extent the spatial dimension
of the data affects results. The paper also explicitly examines the link between
infrastructure evolution and regional economic growth with a spatial panel data
approach. The main results confirm an ongoing convergence process at the EU
regional level, and assess the important role of transport and telecommunication
infrastructure, with traditional and spatial estimation techniques. The authors also
confirm, in a panel setting, the strong positive correlation between transport and
TLC indicators and GDP growth at the regional level.

After this “macro” perspective, we turn to financing decisions.

The paper by Malcolm Sawyer (“Public private partnerships, the levels of public
investment and the new member states”) outlines some of the features of public
private partnerships (PPPs). The arguments that PPPs provide additional investment
are critically examined, and the way in which the accounting treatment may
influence the use of PPPs are considered. The costs of PPPs are compared with
‘conventional’ public investment and it is argued that PPPs are a relatively
expensive way of undertaking public investment. The idea that PPPs effectively
transfer risk from government to private companies is assessed. Issues relating to the
nature of contracts under PPPs, the transactions costs and the implementation of the
contracts, are briefly considered. For the New Member States, it is suggested that
national accounting rules and perceived constraints on budget deficits may
encourage the use of PPPs, even if that use is not warranted in terms of costs of
public investment.

The issue of PPP financing is also critically examined by Massimo Cingolani.

A model of the monetary circuit is applied to the costs and benefits of public or
private financing of transport infrastructure with particular focus on roads (“PPP
financing in the road sector: a disequilibrium analysis based on the monetary
vircuit”). The author discusses public and private financing of infrastructure against
the background of monetary equilibria. By analyzing “disequilibrium positions”,
where there is violation of some of the optimality conditions that define the
neoclassical barter equilibrium, money is not neutral and financing has an impact on
allocation through distribution. Evaluating welfare before and after the realization
of a project implies a comparison between two suboptimal positions. Such a
comparison reveals that there are not many arguments to prefer private financing to
public financing of road infrastructure, particularly where local incomes are low.
Post-Keynesian analysis in general and its monetary variant of the circuit, are useful
tools for the analysis of public investment policies in such a disequilibrium context.
In particular, some features of the monetary circuit approach are well suited to
address the economic problems raised by the analysis of PPP, notably: (a) the
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integration of the banking sector and the recognition of its role in monetary creation
by the private sector; (b) the monetary creation by the State within a macroeco-
nomic framework fully integrating public finance; and (c) the necessary link
between uncertainty and disequilibrium. Combined with a partial equilibrium
analysis based on realistic microeconomic configurations of costs and transport
demand parameters, the analysis of the circuit highlights that PPP in the road sector
do not add anything to the level of effective demand, being in fact the other flip of
the coin of restrictive budgetary policies. PPP play a role in mobilizing part of the
accumulated savings that the State is forbidden to attract directly because of debt
ceilings. They have a softening effect on the Government budgetary constraints
similar to those that could be reached if the Government was allowed to accrue
investment like the private sector, but are a less transparent solution, because the
relevant debt is not necessarily recognized in the balance sheet that services it.

Investment decisions and cost-benefit analysis are considered by the two
subsequent papers.

The contribution by de Rus and Socorro (“Infrastructure investment and
incentives with supranational funding”) is centred on the selection of public
infrastructure projects co-funded by supranational organizations. The authors show
that the type of institutional design regarding the financing mechanism affects the
incentives of national governments to reduce costs and increase revenues, affecting
project selection, the infrastructure capacity, the choice of technology, and the type
of contract used for the construction and operation of projects. With a total cost-plus
financing mechanism there is no incentive in being efficient and the price charged
for the use of the new infrastructure is zero, the market quantity excessive, and the
level of supranational financing disproportionate. In contrast, with a sunk cost-plus
financing mechanism, social optimal pricing is always implemented, though there is
no incentive in being efficient. Finally, with a fixed-price financing mechanism the
maximal efficiency may be achieved, and the socially optimal pricing is always
implemented.

The paper by Emile Quinet (“Issues of price definition in CBA: imperfect
competition, budget constraints and relative prices divergences”) assesses the
consequences of ignoring the strategic interactions between operators involved in
the new infrastructure and their consequences on the prices of transport services
which should be endogenously determined by the market structure. The paper also
shows how it is possible to optimize programs when, for one reason or another, the
current discount rate does not allow implementing all profitable schemes, in other
words when a budget constraint remains. Finally, it explores the consequences of
changing relative prices in the case of environmental goods, and extending
sufficiently the time horizon in order to take into account these relative changes may
lead to conclusions very different from the usual results of current CBA practice,
and for instance reconcile individual CBA results with the current macro economic
debate on GHG effects.

Finally, the paper by Del Bo and Florio (“Cost-benefit analysis and the rates of
return of infrastructure projects: evidence from international organizations”)
analyses data on the rates of return of a large number of investment projects
sponsored by three international institutions: the European Union, the European
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Bank for Reconstruction and Development, the World Bank. The focus of the paper
is on the variability of ex-ante economic rate of returns (ERR), of financial rates of
return (FRR, available for EU and EBRD) and ex-post or re-estimated economic
rates of return (RERR, available for WB only). The authors propose a framework of
analysis of FRR and ERR variations across projects, sectors, financing institutions,
of the wedge between ERR and FRR, and of the gap between ERR and RERR. In
principle the same framework could be used for comparing rates of return variability
of development projects across countries, time of approval or completion, or any
other relevant sampling criterion.

I hope that, taken together, this set of papers will contribute to the debate on how
to implement a sustainable long-term investment strategy in the New Member States
of the EU.

First, they show that there is a serious case for using infrastructure investment
plans as a necessary mechanism to achieve real convergence among European
economies. This is a goal that the recent global crisis and the disruption of the
public finance of Greece and other EU Members have just made more difficult, but
also more compelling. Both theory, particularly in a post-Keynesian frame, and
empirics, offer convincing arguments in favour of reviving major public investment
plans in this context.

Second, not all implementation mechanisms are equally valuable. The case for
public—private partnerships has been exaggerated, and bond government-backed
finance of public infrastructure or securities by supra-national bodies seem today
often more attractive than other alternatives. At the same time, governments should
consider carefully the contractual arrangements in which they enter with private
firms, even when they act through procurement contracts. Here incentive theory has
something to say, as it shows that cost reimbursement is often an invitation to
dissipate socially valuable public money.

Third, cost-benefit analysis is still an important tool for decision, but
oversimplification and ad hoc procedures must be avoided. A systematic and
transparent economic evaluation of projects by international and national bodies is
the cornerstone of any public investment design for the future.

Acknowledgments Funding under the EIB-Universities Research Action from the European Invest-
ment Bank is gratefully acknowledged.

Reference

Florio M (ed) (2011) Public investment, growth and fiscal constraints: challenges for the EU new member
states. Edward Elgar Publishing (forthcoming)

@ Springer



	Infrastructure and Convergence in the EU: Introduction
	Acknowledgments
	Reference



<<
  /ASCII85EncodePages false
  /AllowTransparency false
  /AutoPositionEPSFiles true
  /AutoRotatePages /None
  /Binding /Left
  /CalGrayProfile (Gray Gamma 2.2)
  /CalRGBProfile (sRGB IEC61966-2.1)
  /CalCMYKProfile (ISO Coated v2 300% \050ECI\051)
  /sRGBProfile (sRGB IEC61966-2.1)
  /CannotEmbedFontPolicy /Error
  /CompatibilityLevel 1.3
  /CompressObjects /Off
  /CompressPages true
  /ConvertImagesToIndexed true
  /PassThroughJPEGImages true
  /CreateJobTicket false
  /DefaultRenderingIntent /Perceptual
  /DetectBlends true
  /DetectCurves 0.1000
  /ColorConversionStrategy /sRGB
  /DoThumbnails true
  /EmbedAllFonts true
  /EmbedOpenType false
  /ParseICCProfilesInComments true
  /EmbedJobOptions true
  /DSCReportingLevel 0
  /EmitDSCWarnings false
  /EndPage -1
  /ImageMemory 1048576
  /LockDistillerParams true
  /MaxSubsetPct 100
  /Optimize true
  /OPM 1
  /ParseDSCComments true
  /ParseDSCCommentsForDocInfo true
  /PreserveCopyPage true
  /PreserveDICMYKValues true
  /PreserveEPSInfo true
  /PreserveFlatness true
  /PreserveHalftoneInfo false
  /PreserveOPIComments false
  /PreserveOverprintSettings true
  /StartPage 1
  /SubsetFonts false
  /TransferFunctionInfo /Apply
  /UCRandBGInfo /Preserve
  /UsePrologue false
  /ColorSettingsFile ()
  /AlwaysEmbed [ true
  ]
  /NeverEmbed [ true
  ]
  /AntiAliasColorImages false
  /CropColorImages true
  /ColorImageMinResolution 149
  /ColorImageMinResolutionPolicy /Warning
  /DownsampleColorImages true
  /ColorImageDownsampleType /Bicubic
  /ColorImageResolution 150
  /ColorImageDepth -1
  /ColorImageMinDownsampleDepth 1
  /ColorImageDownsampleThreshold 1.50000
  /EncodeColorImages true
  /ColorImageFilter /DCTEncode
  /AutoFilterColorImages true
  /ColorImageAutoFilterStrategy /JPEG
  /ColorACSImageDict <<
    /QFactor 0.40
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /ColorImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000ColorACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000ColorImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasGrayImages false
  /CropGrayImages true
  /GrayImageMinResolution 149
  /GrayImageMinResolutionPolicy /Warning
  /DownsampleGrayImages true
  /GrayImageDownsampleType /Bicubic
  /GrayImageResolution 150
  /GrayImageDepth -1
  /GrayImageMinDownsampleDepth 2
  /GrayImageDownsampleThreshold 1.50000
  /EncodeGrayImages true
  /GrayImageFilter /DCTEncode
  /AutoFilterGrayImages true
  /GrayImageAutoFilterStrategy /JPEG
  /GrayACSImageDict <<
    /QFactor 0.40
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /GrayImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000GrayACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000GrayImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasMonoImages false
  /CropMonoImages true
  /MonoImageMinResolution 599
  /MonoImageMinResolutionPolicy /Warning
  /DownsampleMonoImages true
  /MonoImageDownsampleType /Bicubic
  /MonoImageResolution 600
  /MonoImageDepth -1
  /MonoImageDownsampleThreshold 1.50000
  /EncodeMonoImages true
  /MonoImageFilter /CCITTFaxEncode
  /MonoImageDict <<
    /K -1
  >>
  /AllowPSXObjects false
  /CheckCompliance [
    /None
  ]
  /PDFX1aCheck false
  /PDFX3Check false
  /PDFXCompliantPDFOnly false
  /PDFXNoTrimBoxError true
  /PDFXTrimBoxToMediaBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXSetBleedBoxToMediaBox true
  /PDFXBleedBoxToTrimBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXOutputIntentProfile (None)
  /PDFXOutputConditionIdentifier ()
  /PDFXOutputCondition ()
  /PDFXRegistryName ()
  /PDFXTrapped /False

  /CreateJDFFile false
  /Description <<

    /BGR <>
    /CHS <FEFF4f7f75288fd94e9b8bbe5b9a521b5efa7684002000410064006f006200650020005000440046002065876863900275284e8e9ad88d2891cf76845370524d53705237300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200035002e003000204ee553ca66f49ad87248672c676562535f00521b5efa768400200050004400460020658768633002>
    /CHT <FEFF4f7f752890194e9b8a2d7f6e5efa7acb7684002000410064006f006200650020005000440046002065874ef69069752865bc9ad854c18cea76845370524d5370523786557406300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200035002e003000204ee553ca66f49ad87248672c4f86958b555f5df25efa7acb76840020005000440046002065874ef63002>
    /CZE <>
    /DAN <>
    /ESP <>
    /ETI <>
    /FRA <>
    /GRE <>

    /HRV (Za stvaranje Adobe PDF dokumenata najpogodnijih za visokokvalitetni ispis prije tiskanja koristite ove postavke.  Stvoreni PDF dokumenti mogu se otvoriti Acrobat i Adobe Reader 5.0 i kasnijim verzijama.)
    /HUN <>
    /ITA <>
    /JPN <FEFF9ad854c18cea306a30d730ea30d730ec30b951fa529b7528002000410064006f0062006500200050004400460020658766f8306e4f5c6210306b4f7f75283057307e305930023053306e8a2d5b9a30674f5c62103055308c305f0020005000440046002030d530a130a430eb306f3001004100630072006f0062006100740020304a30883073002000410064006f00620065002000520065006100640065007200200035002e003000204ee5964d3067958b304f30533068304c3067304d307e305930023053306e8a2d5b9a306b306f30d530a930f330c8306e57cb30818fbc307f304c5fc59808306730593002>
    /KOR <FEFFc7740020c124c815c7440020c0acc6a9d558c5ec0020ace0d488c9c80020c2dcd5d80020c778c1c4c5d00020ac00c7a50020c801d569d55c002000410064006f0062006500200050004400460020bb38c11cb97c0020c791c131d569b2c8b2e4002e0020c774b807ac8c0020c791c131b41c00200050004400460020bb38c11cb2940020004100630072006f0062006100740020bc0f002000410064006f00620065002000520065006100640065007200200035002e00300020c774c0c1c5d0c11c0020c5f40020c2180020c788c2b5b2c8b2e4002e>
    /LTH <>
    /LVI <>
    /NLD (Gebruik deze instellingen om Adobe PDF-documenten te maken die zijn geoptimaliseerd voor prepress-afdrukken van hoge kwaliteit. De gemaakte PDF-documenten kunnen worden geopend met Acrobat en Adobe Reader 5.0 en hoger.)
    /NOR <>
    /POL <>
    /PTB <>
    /RUM <>
    /RUS <>
    /SKY <>
    /SLV <>
    /SUO <>
    /SVE <>
    /TUR <>
    /UKR <>
    /ENU (Use these settings to create Adobe PDF documents best suited for high-quality prepress printing.  Created PDF documents can be opened with Acrobat and Adobe Reader 5.0 and later.)
    /DEU <>
  >>
  /Namespace [
    (Adobe)
    (Common)
    (1.0)
  ]
  /OtherNamespaces [
    <<
      /AsReaderSpreads false
      /CropImagesToFrames true
      /ErrorControl /WarnAndContinue
      /FlattenerIgnoreSpreadOverrides false
      /IncludeGuidesGrids false
      /IncludeNonPrinting false
      /IncludeSlug false
      /Namespace [
        (Adobe)
        (InDesign)
        (4.0)
      ]
      /OmitPlacedBitmaps false
      /OmitPlacedEPS false
      /OmitPlacedPDF false
      /SimulateOverprint /Legacy
    >>
    <<
      /AddBleedMarks false
      /AddColorBars false
      /AddCropMarks false
      /AddPageInfo false
      /AddRegMarks false
      /ConvertColors /ConvertToCMYK
      /DestinationProfileName ()
      /DestinationProfileSelector /DocumentCMYK
      /Downsample16BitImages true
      /FlattenerPreset <<
        /PresetSelector /MediumResolution
      >>
      /FormElements false
      /GenerateStructure false
      /IncludeBookmarks false
      /IncludeHyperlinks false
      /IncludeInteractive false
      /IncludeLayers false
      /IncludeProfiles false
      /MultimediaHandling /UseObjectSettings
      /Namespace [
        (Adobe)
        (CreativeSuite)
        (2.0)
      ]
      /PDFXOutputIntentProfileSelector /DocumentCMYK
      /PreserveEditing true
      /UntaggedCMYKHandling /LeaveUntagged
      /UntaggedRGBHandling /UseDocumentProfile
      /UseDocumentBleed false
    >>
  ]
>> setdistillerparams
<<
  /HWResolution [2400 2400]
  /PageSize [595.276 841.890]
>> setpagedevice


