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e 
aim

 
o

f 
ex

p
an

d
in

g
 

th
e 

in
tern

al 
d
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b
y
 

th
e 

h
o

u
seh

o
ld

s, 
w

h
ich

 
h

av
e 

d
ecreased

 
th

e 
co

n
su

m
p

tio
n

 an
d

 in
creased

 th
e sav

in
g
, an

d
 clearly

 also
 b

y
 th

e p
u

b
lic ad

m
in

istratio
n

s, w
h

ich
 h

av
e 

d
ecreased

 th
e p

u
b

lic in
v

estm
en

ts an
d

 are aim
in

g
 to

 a b
u

d
g
et su

rp
lu

s in
 o

rd
er to

 d
ecrease th

e p
u

b
lic 

d
eb

t. C
learly

 w
h

en
 all acto

rs h
av

e an
 h

ig
h

er sav
in

g
 th

an
 th

e in
v
estm

en
ts, also

 at th
e ag

g
reg

ate lev
el sav

in
g
 is 

g
reater th

an
 in

v
estm

en
t, th

e b
alan

ce o
f p

ay
m

en
t in

d
icates a su

rp
lu

s, in
d

icatin
g
 a flo

w
s o

f fin
an

cial reso
u
rces 

to
w

ard
 ab

ro
ad

, an
d
 th

e G
D

P
 d

ecreases o
r v

ery
 slo

w
ly

 in
creases (“b

a
la

n
ce sh

eet recessio
n

”), as it is 
actu

ally
 o

ccu
rrin

g
 in

 E
u

ro
p

e. 
 M

o
reo

v
er, 

n
eith

er 
th

e 
larg

est 
firm

s 
n

o
r 

th
e 

in
d

u
stry

 
asso

ciatio
n

s 
n

o
r 

th
e 

g
o

v
ern

m
en

ts 
h

av
e 

an
n

o
u

n
ced

 larg
e in

v
estm

en
t p

ro
jects in

 o
rd

er to
 ex

it fro
m

 th
e crisis, d

ifferen
tly fro

m
 w

h
at w

as d
o

n
e 

d
u

rin
g
 th

e ‘3
0

ties crisis. S
in

ce “fin
an

cial stab
ility

” is th
e actu

al p
o

licy
 p

rio
rity

 an
d

 an
 in

v
estm

en
t 

p
o

licy
 is n

o
t th

e fo
cu

s o
f p

o
licy

 d
iscu

ssio
n

s o
r in

v
estm

en
ts are co

n
sid

ered
 im

p
o

rtan
t o

n
ly

 fo
r a 

d
istan

t fu
tu

re, th
at seem

s to
 in

d
icate a sh

ift in
 th

e p
referen

ces o
r th

e d
ecisio

n
 m

ak
in

g
 m

o
d

els o
f th

e 
firm

s 
an

d
 
o

f 
th

e 
p

o
licy

-m
ak

ers 
to

w
ard

 
“sh

o
rt-term

ism
”. 

In
 
fact, 

th
e 

actu
al 

lack
 
o

f 
in

v
estm

en
t 

p
ro

p
en

sity
 m

ay
 b

e ex
p

lain
ed

 b
y
 th

e d
eep

 lo
g
ical relatio

n
sh

ip
 b

etw
een

 in
v

estm
en

t an
d

 in
n

o
v

atio
n

, as 
in

v
estm

en
ts n

atu
rally

 d
o

 n
o

t ap
p

eal to
 a “co

n
serv

ativ
e” o

p
in

io
n

 o
r to

 th
o

se w
h

o
 p

refer th
e “statu

s 
q

u
o

” an
d

 d
o

 n
o

t lik
e ch

an
g

es, are av
erse to

 risk
y
 ch

allen
g
es an

d
 are n

o
t w

illin
g
 to

 set am
b

itio
u

s 
fu

tu
re g

o
als. 

 A
lm

o
st all acad

em
ic in

tern
atio

n
al eco

n
o

m
ists h

av
e criticized

 th
e “au

sterity
” ap

p
ro

ach
, b

u
t th

is latter 
is in

 fact still larg
ely

 p
rev

ailin
g
 w

ith
in

 th
e n

atio
n

al an
d

 in
tern

atio
n

al g
o

v
ern

m
en

tal in
stitu

tio
n

s an
d
 

also
 in

 a larg
e p

art o
f th

e p
u

b
lic o

p
in

io
n

 an
d

 o
f th

e m
ed

ia in
 E

u
ro

p
e (cfr. C

ap
p

ellin
, M

arelli, R
u

llan
i 

an
d

 S
terlacch

in
i,  2

0
1

4
, C

ap
p

ellin
, B

arav
elli, B

ellan
d

i, C
am

ag
n

i, C
icio

tti an
d

  M
arelli 2

0
1

5
). T

h
at 

d
em

o
n

strates th
at th

e d
iv

id
e b

etw
een

 th
e tw

o
 p

o
licy

 m
o

d
els in

d
icated

 ab
o

v
e m

ay
 h

av
e m

o
re a 

cu
ltu

ral th
an

 a tech
n

ical n
atu

re.  T
h

erefo
re, to

 u
n

d
erlin

e th
e relev

an
ce o

f w
id

ely
 sh

ared
 co

n
cep

ts, 
su

ch
 as in

n
o

v
atio

n
 an

d
 th

e n
eed

 to
 resp

o
n

d
 to

 th
e em

erg
in

g
 n

eed
s o

f m
an

y
 citizen

s, m
ay b

e u
sefu

l 
in

 o
rd

er to
 in

crease th
e ap

p
eal o

f th
e altern

ativ
e p

o
licy

 m
o

d
el, fo

cu
sin

g
 o

n
 g

ro
w

th
, in

v
estm

en
t an

d
 

in
n

o
v

atio
n

 an
d

 it m
ay

 co
n

trib
u

te to
 a ch

an
g
e in

 th
e p

o
licy

 ap
p

ro
ach

es b
y
 th

e g
o

v
ern

m
en

ts.  
 In

 th
is p

ersp
ectiv

e, th
is p

ap
er

ii aim
s to

 u
n

d
erlin

e th
at th

e k
ey

 p
ro

b
lem

 o
f th

e eco
n

o
m

ic g
ro

w
th

 in
 

E
u

ro
p

e is th
e reco

v
ery

 o
f in

v
estm

en
ts an

d
 in

n
o

v
atio

n
 in

 th
e p

riv
ate an

d
 in

 th
e p

u
b

lic secto
r an

d
 th

e 
ad

o
p

tio
n

 o
f a “n

ew
 in

d
u

strial p
o

licy
”, w

h
ich

 co
u

ld
 b

e m
u

ch
 m

o
re effectiv

e th
an

 th
e m

ain
stream

 
p

o
licies o

f “q
u

an
titativ

e easin
g

”, o
f “b

u
d

g
et au

sterity
” an

d
 o

f “stru
ctu

ral refo
rm

s”. In
 p

articu
lar, th

e 
p

ap
er first illu

strates a sim
p

le m
acro

eco
n

o
m

ic m
o

d
el, w

h
ich

 allo
w

s in
d

icatin
g
 w

h
y
 n

ew
 in

v
estm

en
t 

lead
s to

 an
 in

crease o
f th

e G
D

P
 n

o
t o

n
ly in

 a lo
n

g
 term

 b
u

t also
 in

 a sh
o

rt o
r m

ed
iu

m
 term

 
p

ersp
ectiv

e, w
h

ile it is n
o

t co
n

flictin
g

 w
ith

 th
e fin

an
cial co

n
strain

t o
f th

e eq
u

ilib
riu

m
 in

 th
e b

alan
ce 

o
f 

p
aym

en
t. 

T
h

en
, 

it 
illu

strates 
in

 
w

h
ich

 
secto

rs 
in

v
estm

en
ts 

sh
o

u
ld

 
b

e 
co

n
cen

trated
 

b
y
 

d
istin

g
u

ish
in

g
 b

etw
een

 
an

 ex
p

o
rt o

rien
ted

 secto
r an

d
 a d

o
m

estic secto
r, p

u
lled

 b
y th

e in
tern

al 
d

em
an

d
 an

d
 resp

o
n

d
in

g
 to

 th
e in

creasin
g
 serv

ice n
eed

s o
f th

e citizen
s an

d
 th

e firm
s. T

h
at allo

w
s to

 
clarify

 th
e territo

rial im
p

act o
f th

is n
ew

 in
d

u
strial p

o
licy

, esp
ecially

 fo
r th

e u
rb

an
 areas in

 E
u

ro
p

e 

3
 

 w
h

ere th
e larg

est sh
are o

f th
e E

u
ro

p
ean

 p
o

p
u

latio
n

 liv
es. F

in
ally

, th
e p

ap
er in

d
icates th

e p
o

licy
 

im
p

licatio
n

s o
f th

is n
ew

 th
eo

retical ap
p

ro
ach

 an
d

 th
e d

ifferen
ces o

f a “n
ew

 in
d

u
strial p

o
licy

” w
ith

 
resp

ect to
 trad

itio
n

al in
d

u
strial p

o
licies an

d
 also

 w
h

y
 th

e in
d

u
strial p

o
licy

 q
u

alifies itself as th
e 

n
ecessary

 co
m

p
lem

en
t to

 th
e m

ain
stream

 lab
o

u
r m

ark
et, fiscal an

d
 m

o
n

etary
 p

o
licies. 

  
2

. 
T

h
e rela

tio
n

sh
ip

 b
etw

een
 in

v
estm

en
t a

n
d

 G
D

P
 g

ro
w

th
 a

n
d

 th
e b

a
la

n
ce o

f p
a

y
m

en
t. 

 

N
early

 th
ree an

d
 a h

alf d
ecad

es, T
h

irlw
all (1

9
7

9
 an

d
 2

0
1

1
) first p

ro
m

u
lg

ated
 h

is “ru
le,” o

r “law
” as 

it 
h

as 
n

o
w

 
b

eco
m

e 
k

n
o

w
n

 
(M

cC
o

m
b

ie 
1

9
8

1
 

an
d

 
2

0
1

1
), 

w
h

ich
 

in
d

icates 
th

at 
th

e 
m

ax
im

u
m

 
su

stain
ab

le g
ro

w
th

 o
f a co

u
n

try
 o

r th
e b

alan
ce-o

f-p
ay

m
en

ts co
n

strain
ed

 g
ro

w
th

 rate is g
iv

en
 b

y
 th

e 
eq

u
atio

n
: 

 B
P

 =
 x

/π
 =

 εz/π
 

 w
h

ere x
 is th

e g
ro

w
th

 o
f th

e v
o

lu
m

e o
f ex

p
o

rts, 
π

 is th
e d

o
m

estic in
co

m
e elasticity

 o
f d

em
an

d
 fo

r 

im
p

o
rts, 

ε is th
e w

o
rld

 in
co

m
e elasticity

 o
f d

em
an

d
 fo

r ex
p

o
rts, an

d
 z is th

e g
ro

w
th

 o
f w

o
rld

 
in

co
m

e. 
T

h
e 

ex
p

ressio
n

 
h

as 
also

 
b

een
 

d
efin

ed
 

as 
th

e 
d

yn
am

ic 
H

arro
d

’s 
(1

9
3

3
) 

fo
reig

n
 

trad
e 

m
u

ltip
lier. 

 H
o

w
ev

er, b
o

th
 th

e H
arro

d
’s an

d
 th

e T
h

irlw
all’s m

o
d

els d
o

 n
o

t co
n

sid
er th

e ro
le o

f in
v

estm
en

t an
d

 
are strictly

 d
em

an
d

 d
riv

en
 m

o
d

el, th
u

s n
o

t co
n

sid
erin

g
 th

e su
p

p
ly sid

e o
f th

e eco
n

o
m

y
. In

 o
rd

er to
 

in
d

icated
 th

e ro
le o

f in
v

estm
en

t b
o

th
 o

n
 th

e d
em

an
d

 an
d

 o
n

 th
e su

p
p

ly
 sid

e o
f th

e eco
n

o
m

y
, w

e m
ay

 
su

p
p

o
se th

at an
 in

crease o
f in

v
estm

en
t d

o
es n

o
t o

n
ly

 in
crease th

e ag
g
reg

ate d
em

an
d

 th
ro

u
g
h

 th
e 

K
ey

n
esian

 m
u

ltip
lier, th

u
s lead

in
g
 to

 an
 in

crease th
e im

p
o

rt, b
u

t it m
ay

 also
 in

crease th
e su

p
p

ly
 

b
o

th
 

b
y 

in
creasin

g
 

th
e 

co
m

p
etitiv

en
ess 

o
f 

th
e 

ex
p

o
rt 

secto
r 

(Y
1 ) 

an
d

 
also

 
b

y 
creatin

g
 

n
ew

 
p

ro
d

u
ctio

n
 cap

acity
 in

 th
e d

o
m

estic secto
r (Y

2 ). 
 M

o
reo

v
er, co

n
su

m
p

tio
n

 m
ay

 b
e d

istrib
u

ted
 b

etw
een

 a d
o

m
estic g

o
o

d
 (C

2 ), w
h

ich
 can

 b
e o

n
ly

 
in

tern
ally

 p
ro

d
u

ced
 an

d
 can

’t b
e ex

p
o

rted
, an

d
 an

 in
tern

atio
n

al g
o

o
d

 (C
1 ), w

h
ich

 m
ay

 b
e im

p
o

rted
 

an
d

 also
 ex

p
o

rted
. T

h
e d

o
m

estic g
o

o
d

 (C
2 ) to

g
eth

er w
ith

 th
e p

u
b

lic co
n

su
m

p
tio

n
 (G

) is d
riv

in
g

 th
e 

p
ro

d
u

ctio
n

 o
f g

o
o

d
s an

d
 serv

ices (Y
2 ) o

f th
e d

o
m

estic secto
r. T

h
ese g

o
o

d
s an

d
 serv

ices are related
 

to
 th

e satisfactio
n

 o
f in

creasin
g
ly

 d
iffu

sed
 n

eed
s, su

ch
 as th

o
se o

f h
o

u
sin

g
, m

o
b

ility
, h

ealth
 an

d
 

ed
u

catio
n

, leisu
re an

d
 cu

ltu
re, en

erg
y
 sav

in
g
 an

d
 en

v
iro

n
m

en
tal p

ro
tectio

n
. T

h
ese p

ro
d

u
ctio

n
s can

 
b

e “p
u

b
lic g

o
o

d
s” (i.e. G

), p
ro

d
u

ced
 b

y
 th

e g
o

v
ern

m
en

t an
d

 p
ro

v
id

ed
 free o

f ch
arg

e, an
d

 also
 b

y
 

“co
llectiv

e g
o

o
d

s an
d

 serv
ices” (C

2 ), p
ro

d
u

ced
 b

y
 p

riv
ate firm

s o
n

ly
 fo

r th
e in

tern
al m

ark
et an

d
  

so
ld

 at th
e m

ark
et p

rice, ev
en

 if th
ey

 can
 also

 b
e p

artially
 su

b
sid

ized
 b

y
 th

e g
o

v
ern

m
en

t an
d

 
p

ro
v

id
ed

 
at 

a 
lo

w
er 

p
rice 

th
an

 
th

eir 
p

ro
d

u
ctio

n
 
co

sts. 
T

h
ese 

d
o

m
estic 

g
o

o
d

s 
an

d
 
serv

ices 
are 

co
m

p
etin

g
 

w
ith

 
th

e 
in

tern
atio

n
al 

g
o

o
d

 
(C

1 ) 
an

d
 

m
ay

 
su

b
stitu

te 
it, 

acco
rd

in
g

 
to

 
th

e 
ch

an
g
in

g
 

co
n

su
m

er p
referen

ces. T
h

erefo
re, a g

o
v

ern
m

en
t w

illin
g
 to

 in
crease th

e G
D

P
, w

h
ile resp

ectin
g
 th

e 
b

alan
ce o

f p
ay

m
en

t co
n

strain
t, can

 in
crease th

e su
p

p
ly

 o
f th

e d
o

m
estic g

o
o

d
 (Y

2 ) an
d

 in
 d

o
in

g
 th

at 
it m

ay
 reo

rien
t th

e p
attern

 o
f co

n
su

m
p

tio
n

 to
w

ard
 th

e d
o

m
estic g

o
o

d
.  

 T
h

e stru
ctu

re o
f th

e eco
n

o
m

y
 m

ay
 b

e d
escrib

ed
 b

y
 th

e fo
llo

w
in

g
 m

o
d

el: 
 Δ

Y
 =

 Δ
Y

1  +
 Δ

Y
2  

 
 

 
 

 
 

 
 

 
(1

 
 Δ

Y
 =

 Δ
C

1
 +

 Δ
C

2  +
 Δ

G
 +

 Δ
I +

 Δ
X

 - Δ
M

  
 

 
 

 
 

 
(2

 
 Δ

C
 =

 c
 (Δ

Y
- Δ

T
) 

 
 

 
 

 
 

 
 

 
(3

 
 Δ

C
2

 +
 Δ

G
 =

 Δ
Y

2   
 

 
 

 
 

 
 

 
 

(4
 



4
 

  Δ
C

1
  =

 Δ
C

 -
 Δ

C
2

  
 

 
 

 
 

 
 

 
 

(5
 

 Δ
I =

 Δ
I1  +

 Δ
I2

  
 

 
 

 
 

 
 

 
 

(6
 

 Δ
I2

 =
 s

 Δ
I 

 
 

 
 

 
 

 
 

 
 

(7
 

 Δ
I1

 =
 (1

-s)
 Δ

I 
 

 
 

 
 

 
 

 
 

 
(8

 
 Δ

Y
2  =

 k
2

 Δ
I2

 
 

 
 

 
 

 
 

 
 

 
(9

 

 Δ
X

 =
 k

1
 Δ

I1
 

 
 

 
 

 
 

 
 

 
 

(1
0

 
 Δ

M
 =

 m
 Δ

C
1

 
 

 
 

 
 

 
 

 
 

 
(1

1
 

 Δ
Y

 - (Δ
C

1
 +

 Δ
C

2 ) +
 (Δ

T
 - Δ

G
) - Δ

I =
 Δ

X
 –

 Δ
M

 
 

 
 

 
 

(1
2

 

 IR
R

 (Δ
I) =

 r*
 +

 risk
 p

rem
iu

m
*
 

 
 

 
 

 
 

 
(1

3
 

 IR
R

 =
 f (R

&
D

, ed
u

catio
n

, p
ro

ject d
esig

n
) 

 
 

 
 

 
 

(1
4

 
 T

o
tal co

n
su

m
p

tio
n

 is a fu
n

ctio
n

 o
f d

isp
o

sab
le in

co
m

e (eq
u

atio
n

s 3
, 4

, 5
). an

d
 it is d

istrib
u

ted
 

b
etw

een
 th

e d
o

m
estic g

o
o

d
 (Δ

C
2 ) an

d
 th

e ex
p

o
rtab

le g
o

o
d

 (Δ
C

1 ). C
o

n
su

m
p

tio
n

 o
f th

e d
o

m
estic 

g
o

o
d

 p
lu

s th
e p

u
b

lic co
n

su
m

p
tio

n
 (G

) is eq
u

al to
 th

e p
ro

d
u

ctio
n

 o
f th

e d
o

m
estic g

o
o

d
 (Δ

Y
2 ). A

s 
in

d
icated

 ab
o

v
e, th

e tax
es (Δ

T
) m

ay
 fin

an
ce b

o
th

 th
e p

u
b

lic co
n

su
m

p
tio

n
 (Δ

G
) an

d
 th

e su
b

sid
ies 

g
iv

en
 to

 th
e p

riv
ate firm

s o
r to

 th
e in

d
iv

id
u

al co
n
su

m
ers fo

r su
stain

in
g
 th

e d
em

an
d

 o
f th

e d
o

m
estic 

g
o

o
d

 (Δ
C

2 ).  
 T

h
e v

alu
e o

f to
tal in

v
estm

en
t (Δ

I) is g
iv

en
 b

y
 th

e co
n

d
itio

n
 th

at th
e in

tern
al rate o

f retu
rn

 (IR
R

), 
w

h
ich

 in
d

icates th
e p

ro
fitab

ility
 o

f in
v

estm
en

ts, sh
o

u
ld

 b
e eq

u
al to

 th
e in

terest rate (r) p
lu

s a risk
 

p
rem

iu
m

. 
M

o
reo

v
er, 

th
e 

(IR
R

) 
d

ep
en

d
s 

o
n

 
th

e 
“creativ

ity
” 

o
f 

th
e 

eco
n

o
m

ic 
acto

rs 
o

r 
o

n
 

th
e 

in
n

o
v

atio
n

 cap
ab

ilities o
f th

e firm
s an

d
 o

n
 v

ario
u

s v
ariab

les w
h

ich
 m

ay
 affect th

ese latter. In
 o

rd
er 

to
 m

an
ag

e th
e n

atio
n

al eco
n

o
m

y
, th

e g
o

v
ern

m
en

t can
 u

se as a p
o

licy
 v

ariab
le th

e p
aram

eter (s). 
w

h
ich

 d
eterm

in
es th

e sh
are o

n
 to

tal in
v

estm
en

t b
y
 th

e d
o

m
estic (Δ

I
2

 ) an
d

 b
y th

e ex
p

o
sed

 (Δ
I1 ) 

secto
r, an

d
 it can

 also
 d

ecid
e th

e lev
el o

f p
u

b
lic ex

p
en

d
itu

re (G
).  

 T
h

e eq
u

atio
n

 (1
2

), w
h

ich
 can

 b
e d

eriv
ed

 fro
m

 th
e p

rev
io

u
s eq

u
atio

n
s, in

d
icates th

at th
e d

eficit o
f 

th
e b

alan
ce o

f p
ay

m
en

t, w
h

ich
 in

d
icates an

 in
crease in

 th
e d

eb
t w

ith
 resp

ect to
 ab

ro
ad

, sh
o

u
ld

 
co

m
p

en
sate an

 ev
en

tu
al su

rp
lu

s o
f in

v
estm

en
t o

v
er th

e su
m

m
atio

n
 o

f th
e in

tern
al p

riv
ate an

d
 th

e 
p

u
b

lic sav
in

g
. T

h
at also

 im
p

lies th
at, w

h
en

 th
e b

alan
ce o

f p
ay

m
en

t is in
 eq

u
ilib

riu
m

, all in
v

estm
en

t 
is fin

an
ced

 w
ith

 in
tern

al sav
in

g
iii. 

  T
h

e ex
p

o
rts (Δ

X
) d

ep
en

d
s fro

m
 th

e in
v

estm
en

ts (Δ
I1 ) u

sed
 in

 in
creasin

g
 th

e p
ro

d
u

ctio
n

 cap
acity

 in
 

th
e ex

p
o

rtin
g
 secto

r (Δ
Y

1 ). O
n

 th
e o

th
er h

an
d

, th
e p

ro
d

u
ctio

n
 o

f th
e d

o
m

estic secto
r (Δ

Y
2 ) is 

d
eterm

in
ed

 b
y
 th

e sh
are (s) o

f th
e to

tal in
v

estm
en

t, w
h

ich
 is d

ev
o

ted
 to

 th
e d

o
m

estic secto
r (Δ

I2 ). 
T

h
e p

ro
d

u
ctiv

ity
 o

f th
e in

v
estm

en
ts in

 th
e ex

p
o

rtin
g
 (Δ

Y
1 ) an

d
 in

 th
e d

o
m

estic secto
r (Δ

Y
2 ) are 

in
d

icated
 resp

ectiv
ely

 b
y
 th

e p
aram

eters (k
1 )

 an
d

 (k
2 ). 
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                F
ig

u
re

 1
 –

 T
h

e
 tra

d
e
-o

ff b
e
tw

e
e
n

 th
e
 p

ro
p

e
n

s
ity

 to
 im

p
o

rt a
n

d
 G

D
P

 

Δ
Y

 

m
 c

 

 
2

.1 T
h

e T
h

irlw
a

ll’s la
w

  
 W

e m
ay start w

ith
 th

e sam
e p

ro
b

lem
 as in

 th
e H

arro
d

’s m
u

ltip
lier m

o
d

el o
r in

 th
e T

h
irlw

all’s 
d

y
n

am
ic m

u
ltip

lier m
o

d
el an

d
 fin

d
 th

e v
alu

e o
f Δ

Y
 w

h
ich

 allo
w

s a b
alan

ce o
f p

ay
m

en
t eq

u
ilib

riu
m

. 
In

 p
articu

lar, w
e can

 m
ak

e th
e h

y
p

o
th

esis: 
 Δ

I    =
  0

 
Δ

C
2  =

  0
 

Δ
G

  =
  0

 
Δ

T
  =

  0
 

 T
h

en
, th

e co
n

d
itio

n
 o

f th
e b

alan
ce o

f p
ay

m
en

t eq
u

ilib
riu

m
 (Δ

X
-Δ

M
=

0
) can

 b
e w

ritten
 as: 

 Δ
X

 =
 (m

 c) *
 Δ

Y
 

 
 

 
 

 
 

 
 

 
 

(1
5

 
 w

h
ich

 is sim
ilar to

 th
e T

h
irlw

all’s law
. T

h
is co

n
d

itio
n

, g
iv

en
 an

 ex
o

g
en

o
u

s v
alu

e o
f th

e ex
p

o
rts (X

) 
an

d
 th

e p
ro

p
en

sity
 to

 co
n

su
m

e (c), can
 b

e g
rap

h
ically

 rep
resen

ted
 w

ith
 an

 eq
u

ilateral h
y
p

erb
o

le 
in

d
icatin

g
 a trad

e-o
ff b

etw
een

 th
e v

alu
e o

f G
D

P
 an

d
 th

e p
ro

p
en

sity
 to

 im
p

o
rt (m

): 
 

 
          T

h
u

s th
e lo

w
er th

e p
ro

p
en

sity
 to

 im
p

o
rt, th

e h
ig

h
er can

 b
e th

e G
D

P
 in

crease, g
iv

en
 an

 ex
o

g
en

o
u

s 
in

crease o
f ex

p
o

rts
iv. 

 
2

.2 T
h

e v
a

lu
e o

f th
e in

v
estm

en
t m

u
ltip

lier  
 T

h
e ab

o
v

e in
d

icated
 H

arro
d

’s co
n

strain
t to

 g
ro

w
th

 d
ep

en
d

s o
n

 th
e stru

ctu
re o

f th
e eco

n
o

m
y o

r o
n
 

th
e o

n
e h

an
d

 o
n

 th
e co

m
p

etitiv
en

ess o
f th

e ex
p

o
rtin

g
 secto

rs an
d

 o
n

 th
e o

th
er h

an
d

 o
n

 th
e d

o
m

estic 
cap

ab
ilities 

in
 

th
e 

p
ro

d
u

ctio
n

 
o

f 
th

e 
im

p
o

rted
 

g
o

o
d

s. 
In

 
th

is 
p

ersp
ectiv

e, 
it 

is 
in

terestin
g
 

to
 

in
v

estig
ate th

e m
o

st ap
p

ro
p

riate d
istrib

u
tio

n
 o

f in
v

estm
en

t b
etw

een
 th

e ex
p

o
rtin

g
 an

d
 th

e d
o

m
estic 

secto
rs

v.  
 G

iv
en

 th
e ex

p
ressio

n
 (2

) in
 th

e m
o

d
el in

d
icated

 ab
o

v
e an

d
 b

y
 su

b
stitu

tin
g
 th

e o
th

er v
ariab

les w
e 

o
b

tain
: 

 Δ
Y

 =
 c Δ

Y
 –

 c Δ
T

 +
 Δ

G
 +

 Δ
I +

 (1
-s) Δ

I k
1  –

 m
 c (Δ

Y
) +

 m
 k

2
 Δ

I s 
 If w

e su
p

p
o

se th
at Δ

T
 =

 Δ
G

 =
 0

 
 W

e o
b

tain
 th

e v
alu

e o
f th

e in
v

estm
en

t m
u

ltip
lier: 

 Δ
Y

 / Δ
I =

  [1
 +

 (1
-s) k

1  +
 m

 k
2

 s] / (1
- c +

 m
c) 

 
 

 
 

 
 

(1
6
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 S
im

ilarly
 

to
 

th
e 

K
ey

n
esian

 
m

u
ltip

lier 
in

 
an

 
o

p
en

 
eco

n
o

m
y
, 

th
e 

im
p

act 
o

n
 

G
D

P
 

o
f 

a 
g

reater 
in

v
estm

en
t is p

o
sitiv

e an
d

 it is d
irectly

 related
 to

 th
e p

ro
p

en
sity

 to
 co

n
su

m
e (c) an

d
 in

v
ersely

 related
 

to
 th

e im
p

o
rt p

ro
p

en
sity

 (m
).  

 H
o

w
ev

er, g
iv

en
 th

e ch
aracteristic o

f th
e m

o
d

el, th
is m

u
ltip

lier d
ep

en
d

s n
o

t o
n

ly
 o

n
 th

e p
ro

p
en

sity
 

to
 co

n
su

m
e (c) an

d
 o

n
 th

e p
ro

p
en

sity
 to

 im
p

o
rt (m

), b
u

t also
 o

n
 th

e in
v

estm
en

t in
 th

e ex
p

o
rtin

g
 

secto
r (1

-s), sin
ce th

at is lead
in

g
 to

 an
 in

crease o
f ex

p
o

rts an
d

 o
f th

e ag
g
reg

ated
 d

em
an

d
, an

d
 o

n
 th

e 
in

v
estm

en
t in

 th
e d

o
m

estic secto
r (s). T

h
at, allo

w
s to

 co
n

sid
er th

e su
p

p
ly

 sid
e o

f th
e eco

n
o

m
y
, 

w
h

ich
 
is 

m
issin

g
 
in

 
th

e 
H

arro
d

’s 
an

d
 
T

h
irlw

all’s 
m

o
d

els. 
In

 
fact, 

a 
g
reater 

in
v

estm
en

t 
in

 
th

e 
d

o
m

estic secto
r w

o
u

ld
 in

crease th
e co

n
su

m
p

tio
n

 o
f th

e d
o

m
estic g

o
o

d
 (Δ

C
2 ) an

d
 th

is latter w
o

u
ld

 
su

b
stitu

te th
e co

n
su

m
p

tio
n

 o
f th

e in
tern

atio
n

al g
o

o
d

  (Δ
C

1 ) an
d

 th
at w

o
u

ld
 lead

 to
 a d

ecrease o
f th

e 
im

p
o

rts, w
h

ich
 h

as a p
o

sitiv
e im

p
act o

n
 in

tern
al d

em
an

d
 an

d
 th

e G
D

P
. 

 
2

.3 T
h

e im
p

a
ct o

f th
e d

istrib
u

tio
n

 o
f in

v
estm

en
t (s) o

n
 th

e in
co

m
e m

u
ltip

lier 

 It is also
 in

terestin
g
 to

 an
aly

se h
o

w
 th

e v
alu

e o
f th

e in
v

estm
en

t m
u

ltip
lier is affected

 b
y
 th

e sh
are o

f 
th

e in
v

estm
en

ts (s) in
 th

e d
o

m
estic secto

r, b
y
 calcu

latin
g
 its d

eriv
ativ

es w
ith

 resp
ect to

 (s):  
 δ (Δ

Y
/ Δ

I) / δ s =
 m

 k
2

 - k
1

   >
 =

 <
 0

    
 

 
 

 
 

 
 

 
 if  m

 k
2

 >
 =

 <
  k

1
    

 
 

 
 

 
 

 
 

 
 

(1
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 T

h
is co

n
d

itio
n

 in
d

icates th
at an

 in
crease o

f th
e sh

are o
f in

v
estm

en
t in

 th
e d

o
m

estic secto
r (s) m

ay
 

d
eterm

in
e an

 in
crease o

f th
e in

co
m

e m
u

ltip
lier, if th

e p
ro

d
u

ctiv
ity

 o
f cap

ital in
 th

e d
o

m
estic secto

r 
(k

2 ) m
u

ltip
lied

 b
y th

e p
ro

p
en

sity
 to

 im
p

o
rt (m

) is h
ig

h
er th

an
 th

e p
ro

d
u

ctiv
ity o

f cap
ital in

 th
e 

ex
p

o
rtin

g
 secto

r (k
1 ).  

 W
e m

ay also
 co

m
p

are th
e v

alu
es o

f th
e in

v
estm

en
t m

u
ltip

lier (Δ
Y

/Δ
I
 s=

1  ; 
Δ

Y
/Δ

I s=
0 ) in

 th
e tw

o
 

ex
trem

e cases o
f (s=

0
) an

d
 (s=

1
). In

 fact, if (s =
1

) an
d

 all in
v

estm
en

t g
o

es to
 th

e d
o

m
estic secto

r th
e 

ex
p

ressio
n

 (1
6

) b
eco

m
es: 

 Δ
Y

/Δ
I
 s=

1  =
  (1

 +
 k

1 ) / (1
- c +

 m
c) 

 
 

 
 

 
 

 
 

(1
8

 
 an

d
 if s =

 0
 an

d
 all in

v
estm

en
t g

o
es to

 th
e fo

reig
n

 secto
r th

e ex
p

ressio
n

 (1
5

) b
eco

m
es: 

 Δ
Y

/Δ
I
 s=

0
  =

  (1
 +

 m
 k

2 ) / (1
- c +

 m
c)  

 
 

 
 

 
 

 
(1

9
 

 In
 p

articu
lar:  

 (1
 +

 k
1 ) / (1

- c +
 m

c) >
 =

 <
 (1

 +
 m

 k
2 ) / (1

- c +
 m

c)   if     (1
 +

 k
1 ) - (1

 +
 m

 k
2 )  >

 =
 <

 0
    

 o
r w

e m
ay

 state th
at: 

 if   (k
1  -  m

 k
2 )  >

 =
 <

 0
   

th
en

    
  Δ

Y
 / Δ

I
 s=

0
   >

 =
 <

 Δ
Y

 / Δ
I s=

1  
 

 
 

(2
0

 

 T
h

ese resu
lts co

in
cid

e w
ith

 th
e in

d
icatio

n
 o

f th
e eq

u
atio

n
 (1

7
), w

h
ich

 in
d

icates an
 in

creasin
g
 v

alu
e 

o
f Δ

Y
/Δ

I w
h

en
 (s) in

creases, if (k
1  <

  m
 k

2 ). 
 T

h
erefo

re, if all in
v

estm
en

t is allo
cated

 to
 th

e ex
p

o
rtin

g
 secto

r (s =
 0

), th
at m

ay
 d

eterm
in

e a g
reater 

G
D

P
 th

an
 in

 th
e case w

h
en

 all in
v

estm
en

t is allo
cated

 to
 th

e d
o

m
estic secto

r (s =
 1

), o
n

ly
 if (k

1 )
 is 

larg
er th

an
 (m

 k
2 ). O

th
erw

ise, if (k
1  <

  m
 k

2 ),  it is m
o

re co
n

v
en

ien
t to

 allo
cate m

o
st in

v
estm

en
t to

 
th

e d
o

m
estic secto

r, sin
ce o

n
 th

e o
n

e h
an

d
 th

e p
ro

d
u

ctiv
ity

 o
f in

v
estm

en
t o

n
 ex

p
o

rt (k
1 )

 is lo
w

 an
d
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 o
n

 th
e o

th
er h

an
d

 b
y
 allo

catin
g
 th

e in
v

estm
en

t to
 th

e d
o

m
estic secto

r it w
o

u
ld

 b
e p

o
ssib

le to
 g

reatly
 

d
ecrease th

e im
p

o
rt an

d
 also

 th
at h

as a p
o

sitiv
e im

p
act o

n
 th

e G
D

P
. T

h
at d

ecrease o
f im

p
o

rts is d
u

e 
to

 th
e fact th

at th
e in

crease in
 th

e p
ro

d
u

ctio
n

 an
d

 co
n

su
m

p
tio

n
 o

f th
e d

o
m

estic g
o

o
d

 (C
2 ) d

eterm
in

es 
a d

ecrease o
f th

e d
em

an
d

 o
f th

e in
tern

atio
n

al g
o

o
d

 (C
1 ) an

d
 th

en
 o

f th
e im

p
o

rts. 
 T

h
e v

alu
e o

f th
e m

arg
in

al p
ro

p
en

sity
 to

 im
p

o
rt an

d
 o

f th
e p

ro
d

u
ctiv

ity
 o

f in
v

estm
en

t in
 th

e tw
o

 
secto

rs clearly
 is an

 em
p

irical q
u

estio
n

. H
o

w
ev

er, in
 a m

o
d

ern
 eco

n
o

m
y
 w

e m
ay

 su
p

p
o

se th
at th

e 
p

ro
cess o

f g
lo

b
alizatio

n
 h

as ch
an

g
ed

 th
e co

n
su

m
er p

referen
ces an

d
 it h

as g
reatly

 in
creased

 th
e 

m
arg

in
al p

ro
p

en
sity

 to
 im

p
o

rt (m
). M

o
reo

v
er, th

e d
ev

elo
p

m
en

t o
f tech

n
o

lo
g

y
 h

as m
ad

e in
creasin

g
ly

 
d

ifficu
lt to

 d
ev

elo
p

 in
tern

atio
n

al co
m

p
etitiv

e p
ro

d
u

cts an
d

 th
at im

p
lies a g

reater in
ten

sity o
f cap

ital 
o

r a lo
w

er (k
1 ) p

ro
d

u
ctiv

ity
 cap

ital. O
n

 th
e co

n
trary

, th
e h

ig
h

 lab
o

u
r in

ten
sity

 o
f th

e d
o

m
estic 

secto
r, w

h
ich

 is m
ad

e m
ain

ly
 b

y
 serv

ice related
 p

ro
u

ctio
n

s, im
p

lies a rath
er h

ig
h

 p
ro

d
u

ctiv
ity

 o
f 

cap
ital (k

2 ). T
h

u
s, w

e m
ay

 su
p

p
o

se th
at th

e co
n

d
itio

n
 (k

1  <
 m

 k
2 ) is g

en
erally

 v
erified

 in
 m

o
st 

m
o

d
ern

 eco
n

o
m

ies, su
ch

 as th
o

se in
 E

u
ro

p
e. T

h
erefo

re, an
 in

crease o
f th

e d
istrib

u
tio

n
 o

f in
v

estm
en

t 
(s) in

 fav
o

u
r o

f th
e d

o
m

estic secto
r (Y

2 ) u
su

ally
 d

eterm
in

es a g
reater in

crease o
f G

D
P

 th
an

 th
e 

o
p

p
o

site, sin
ce it d

ecreases th
e v

alu
es o

f im
p

o
rts an

d
 it in

creases th
e in

tern
al d

em
an

d
. 

 
2

.4 T
h

e im
p

a
ct o

f th
e d

istrib
u

tio
n

 o
f in

v
estm

en
t (s) o

n
 th

e b
a

la
n

ce o
f p

a
y

m
en

t 

  A
s an

ticip
ated

 ab
o

v
e, it is im

p
o

rtan
t to

 co
n

sid
er th

e b
alan

ce o
f p

ay
m

en
t sin

ce w
e m

ay
 ag

ree th
at in

 
a lo

n
g
 term

 p
ersp

ectiv
e it is n

ecessary
 fo

r a n
atio

n
al eco

n
o

m
y to

 h
av

e an
 eq

u
ilib

riu
m

 o
f th

e b
alan

ce 
o

f p
aym

en
t v

i.  
 T

h
u

s, th
e m

o
d

el m
ay b

e ex
ten

d
ed

 b
y co

n
sid

erin
g
 th

e b
alan

ce o
f p

ay
m

en
t co

n
strain

t, as in
d

icated
 b

y
 

D
o

m
ar an

d
 b

y
 T

h
irlw

all, an
d

 th
e co

n
d

itio
n

 o
f eq

u
ilib

riu
m

 o
f th

e b
alan

ce o
f p

aym
en

t (Δ
X

/Δ
I  =

 
Δ

M
/Δ

I ) can
 b

e rew
ritten

, w
h

en
 in

v
estm

en
t is in

creased
, as: 

 (k
1  (1

 - s) Δ
I) / Δ

I =
 m

 Δ
C

1
 / Δ

I 
 k

1  (1
 - s) =

 m
 (Δ

C
 -

  Δ
C

1 ) / Δ
I 

 k
1  (1

 - s) =
 m

 c Δ
Y

 / Δ
I –

 m
 k

2
 s   

 an
d

 b
y
 su

b
stitu

tin
g
 th

e ex
p

ressio
n

 Δ
Y

/Δ
I in

d
icated

 ab
o

v
e (1

6
) w

e o
b

tain
 th

e fo
llo

w
in

g
 ex

p
ressio

n
 

o
f th

e b
alan

ce o
f p

aym
en

t: 
 Δ

X
/Δ

I  - Δ
M

/Δ
I  =

 k
1  (1

 - s) - m
 c [1

 +
 (1

-s) k
1  +

 m
 k

2
 s] / (1

- c +
 m

c) +
 m

 k
2

 s 
 

 
(2

1
 

 It is th
erefo

re in
terestin

g
 to

 ex
am

in
e th

e ch
an

g
e o

f th
e b

alan
ce o

f p
ay

m
en

t w
ith

 resp
ect to

 an
 

in
crease o

f th
e sh

are o
f in

v
estm

en
t in

 th
e d

o
m

estic secto
r (s) o

r to
 co

m
p

u
te th

e d
eriv

ativ
e o

f th
e 

su
rp

lu
s o

f th
e b

alan
ce o

f p
ay

m
en

t w
ith

 resp
ect to

 (s): 
 δ  (Δ

X
/Δ

I  - Δ
M

/Δ
I ) / δ  s >

 =
 <

 0
   

 F
ro

m
 eq

u
atio

n
 (2

1
), after so

m
e elab

o
ratio

n
s w

e o
b

tain
v
ii:  

 δ  (Δ
X

/Δ
I  - Δ

M
/Δ

I ) / δ  s =
 (1

-c) (m
k

2  - k
1 ) >

 =
 <

  0
 

 T
h

erefo
re th

e d
eriv

ativ
e o

f (Δ
X

/Δ
I  - Δ

M
/Δ

I ) is p
o

sitiv
e  

 if      m
 k

2  >
 =

 <
  k

1
  

 
 

 
 

 
 

 
 

 
 

(2
2
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 T
h

is 
ex

p
ressio

n
 
is 

id
en

tical 
to

 
th

e 
ab

o
v

e 
co

n
d

itio
n

 
(1

7
), 

w
h

ich
 
refers 

to
 
th

e 
d

eriv
ativ

e 
o

f 
th

e 
in

v
estm

en
t m

u
ltip

lier (Δ
Y

/Δ
I) w

ith
 resp

ect to
 (s).  

 T
h

erefo
re, th

e b
alan

ce o
f p

ay
m

en
t im

p
ro

v
es w

h
en

 th
e sh

are o
f in

v
estm

en
t allo

cated
 in

 th
e d

o
m

estic 
secto

r (s) is in
creasin

g
, in

 th
e case o

f (m
 k

2  >
 k

1 ). In
 fact, an

 in
creased

 p
ro

d
u

ctio
n

 in
 th

e d
o

m
estic 

secto
r (Y

2 ) w
o

u
ld

 lead
 to

 a d
ecrease o

f th
e im

p
o

rts, w
h

ich
 is g

reater th
an

 th
e in

crease o
f th

e ex
p

o
rts 

to
 b

e o
b

tain
ed

 if th
e sam

e in
v

estm
en

t w
o

u
ld

 h
av

e b
een

 allo
cated

 to
 th

e ex
p

o
rtin

g
 secto

r (Y
1 ). 

 T
h

e co
n

d
itio

n
s (2

2
) an

d
 (1

7
) are clearly

 sim
ilar th

e “T
h

irlw
all’s law

” o
f g

ro
w

th
, w

h
ich

 estab
lish

es a 
relatio

n
sh

ip
 b

etw
een

 th
e g

ro
w

th
 rate o

f G
D

P
 an

d
 th

e g
ro

w
th

 o
f ex

p
o

rts an
d

 th
e p

ro
p

en
sity

 to
 

im
p

o
rts. T

h
erefo

re, w
e m

ay
 call (2

2
) an

d
 (1

7
) th

e “C
ap

p
ellin

’s law
” o

f th
e im

p
act o

f in
v

estm
en

t o
n
 

th
e b

alan
ce o

f p
ay

m
en

t an
d

 o
n

 th
e G

D
P

 g
ro

w
th

. T
h

is co
n

d
itio

n
 in

d
icates th

at an
 in

crease o
f th

e  
sh

are (s) o
f in

v
estm

en
ts in

 th
e d

o
m

estic secto
r w

ith
 resp

ect to
 th

e sh
are o

f in
v

estm
en

ts in
 th

e 
ex

p
o

rtin
g
 secto

r h
as a p

o
sitiv

e im
p

act o
n

 th
e b

alan
ce o

f p
ay

m
en

t an
d

 o
n

 G
D

P
 if (m

 k
2  >

 k
1 ) o

r if th
e 

p
ro

d
u

ctiv
ity

 o
f cap

ital in
 th

e d
o

m
estic secto

r (k
2 ) m

u
ltip

lied
 b

y th
e m

arg
in

al p
ro

p
en

sity
 to

 im
p

o
rt 

(m
) is h

ig
h

er th
an

 th
e p

ro
d

u
ctiv

ity
 o

f cap
ital in

 th
e ex

p
o

rt secto
r (k

1 ). T
h

is co
n

d
itio

n
 can

 also
 b

e 
in

d
icated

 as (m
 >

 k
1

 / k
2 ). 

 T
h

erefo
re, an

 im
p

o
rtan

t co
n

clu
sio

n
 o

f th
e m

o
d

el is th
at th

ere is n
o

t a trad
e-o

ff b
etw

een
 th

e g
ro

w
th

 
o

f G
D

P
 an

d
 th

e su
rp

lu
s o

f th
e b

alan
ce o

f trad
e, as th

ey
 b

o
th

 in
crease o

r d
ecrease w

h
en

 th
e sh

are o
f 

in
v

estm
en

t (s) in
 th

e d
o

m
estic secto

r in
creases. T

h
is resu

lt d
ep

en
d

s o
n

 th
e co

n
d

itio
n

 (m
k

2  >
 k

1 ). 
 In

 
fact, 

th
e 

relatio
n

sh
ip

 
b

etw
een

 
th

e 
in

co
m

e 
m

u
ltip

lier 
(Δ

Y
/Δ

I) 
an

d
 

th
e 

sh
are 

(s) 
an

d
 

th
e 

relatio
n

sh
ip

s b
etw

een
 (s) an

d
 th

e b
alan

ce o
f p

ay
m

en
t (Δ

X
/Δ

I-Δ
M

/Δ
I) are lin

ear an
d

 h
av

e b
o

th
 a 

p
o

sitiv
e slo

p
e (if m

k
2

 >
 k

1 )
 o

r a n
eg

ativ
e slo

p
e (if m

k
2

 <
 k

1 ). T
h

erefo
re, th

e lev
el o

f (s) w
h

ich
 lead

s 
to

 th
e m

ax
im

ize th
e G

D
P

 an
d

 th
e su

rp
lu

s o
f th

e b
alan

ce o
f p

ay
m

en
t h

as an
 ex

trem
e v

alu
e: eith

er 
(s=

1
) in

 th
e case o

f (m
k

2
 >

 k
1 ), o

r (s=
0

) in
 th

e case o
f (m

k
2

 <
 k

1 ), as in
d

icated
 ab

o
v

e. 
 T

h
erefo

re, it is also
 in

terestin
g
 to

 ex
am

in
e th

e v
alu

e o
f th

e b
alan

ce o
f p

ay
m

en
t in

 th
e fo

u
r ex

trem
e 

cases w
h

en
 (s=

0
) o

r (s=
1

) an
d

 w
h

en
 (k

1 ) o
r (k

2 )
 are v

ery
 h

ig
h

. In
 fact:  

 if s=
0

        th
en

 Δ
X

/Δ
I s=

0   - Δ
M

/Δ
I
 s=

0   =
 k

1  - m
 c (1

 +
 k

1
 ) / (1

- c +
 m

c) 
 

 
 

(2
3

 
 if s=

1
        th

en
 Δ

X
/Δ

I s=
1   - Δ

M
/Δ

I
s=

1   =
  –

 m
 c (1

 +
 m

 k
2

 )
 / (1

- c +
 m

c) +
 m

 k
2   

 
 

(2
4

 
 In

 co
n

clu
sio

n
, w

e m
ay state th

at h
ig

h
 v

alu
es o

f th
e (k

1 ), h
ig

h
 v

alu
es o

f (k
2 ), lo

w
 v

alu
es o

f (c) an
d

 
lo

w
 v

alu
es o

f (m
) co

n
trib

u
te to

 a su
rp

lu
s o

f th
e b

alan
ce o

f p
ay

m
en

t. v
iii 

 
2

.5 T
h

e d
istrib

u
tio

n
 o

f in
v

estm
en

t (s) a
n

d
 th

e eq
u

ilib
riu

m
 in

 th
e b

a
la

n
ce o

f p
a

y
m

en
t 

 F
in

ally
, w

e m
ay

 co
m

p
u

te th
at sp

ecific v
alu

e o
f th

e sh
are o

f in
v

estm
en

t (s*
) b

etw
een

 th
e d

o
m

estic 
an

d
 th

e ex
p

o
sed

 secto
r, w

h
ich

 is co
m

p
atib

le w
ith

 th
e b

alan
ce o

f p
aym

en
t eq

u
ilib

riu
m

. A
s in

d
icated

 
ab

o
v

e, m
y
 m

o
d

el is d
ifferen

t fro
m

 th
e H

arro
d

’s an
d

 T
h

irlw
all m

o
d

els, b
ecau

se th
e sh

are o
f im

p
o

rts 
o

n
 G

D
P

 an
d

 th
e v

alu
e o

f ex
p

o
rts are n

o
t fix

ed
, b

u
t th

ey
 d

ep
en

d
 o

n
 th

e in
v

estm
en

t an
d

 in
 p

articu
lar 

o
n

 th
e effect o

f in
v

estm
en

t o
n

 th
e su

p
p

ly o
f ex

p
o

rts an
d

 o
n

 th
e p

ro
d

u
ctio

n
 o

f th
e d

o
m

estic g
o

o
d

 an
d

 
th

en
 o

n
 th

e d
ecrease o

f th
e d

em
an

d
 o

f th
e in

tern
atio

n
al g

o
o

d
 an

d
 o

f im
p

o
rts. 

 F
ro

m
 th

e ex
p

ressio
n

 (2
1

), it is p
o

ssib
le to

 d
eriv

e th
at: 

 if s*
 =

 [k
1  (1

 - c) –
 m

c]  / (k
1  (1

 - c) - m
 k

2 )      
 

th
en

 Δ
X

/Δ
I  - Δ

M
/Δ

I  =
 0
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 T
h

is v
alu

e o
f (s*

) in
su

res an
 eq

u
ilib

riu
m

 o
f th

e b
alan

ce o
f p

ay
m

en
t an

d
 it is n

o
rm

ally in
term

ed
iate 

b
etw

een
 th

e ex
trem

e v
alu

es (0
) an

d
 (1

). B
y calcu

latin
g
 th

e d
eriv

ativ
es o

f (s*
), it is p

o
ssib

le to
 v

erify
 

th
at th

e v
alu

e o
f th

e sh
are o

f in
v

estm
en

t (s*
) w

h
ich

 in
su

res th
e eq

u
ilib

riu
m

 o
f th

e b
alan

ce o
f 

p
ay

m
en

t v
aries as an

ticip
ated

 b
y
 eco

n
o

m
ic lo

g
ic. 

 δ s / δ k
1

 >
 0

 
δ s / δ k

2
 <

 0
 

δ s / δ c  <
 0

 
δ s / δ m

 <
 0

 
 In

 fact, w
h

en
 th

e p
ro

d
u

ctiv
ity

 o
f in

v
estm

en
t in

 th
e ex

p
o

sed
 secto

r (k
1 ) is in

creasin
g
, th

at lead
s to

 an
 

in
crease o

f ex
p

o
rts an

d
 th

at req
u

ires a co
rresp

o
n

d
in

g
 in

crease o
f im

p
o

rts an
d

 th
erefo

re th
e in

crease 
o

f th
e in

co
m

e (Y
2 ) an

d
 o

f th
e in

v
estm

en
t (I2 ) in

 th
e d

o
m

estic secto
r. 

 W
h

en
 th

e p
ro

d
u

ctiv
ity

 o
f in

v
estm

en
t in

 th
e d

o
m

estic secto
r (k

2 ) is in
creasin

g
 an

d
 th

at lead
s to

 a 
d

ecrease o
f im

p
o

rts an
d

 to
 in

su
re th

e eq
u

ilib
riu

m
 o

f th
e b

alan
ce o

f p
ay

m
en

t th
ere is th

e n
eed

 to
 

d
ecrease th

e im
p

o
rts th

ro
u

g
h

 a d
ecrease o

f th
e sh

are (s) o
f in

v
estm

en
t (I2 ) in

 th
e d

o
m

estic secto
r. 

 W
h

en
 p

ro
p

en
sity

 to
 co

n
su

m
e (c) is in

creasin
g

 th
at lead

s to
 an

 in
crease o

f im
p

o
rts an

d
 th

at req
u

ires a 
co

rresp
o

n
d

in
g
 in

crease o
f ex

p
o

rts o
r an

 in
crease o

f th
e sh

are (1
-s) o

f in
v

estm
en

t in
 th

e ex
p

o
rtin

g
 

secto
r an

d
 a co

rresp
o

n
d

in
g
 a d

ecrease o
f th

e sh
are (s) o

f in
v

estm
en

t (I2 ) in
 th

e d
o

m
estic secto

r. 
 F

in
ally

, w
h

en
 th

e p
ro

p
en

sity
 to

 im
p

o
rt (m

) is in
creasin

g
 th

at lead
s to

 an
 in

crease o
f im

p
o

rts an
d

, as 
in

 th
e p

rev
io

u
s cases, th

at req
u

ires a co
rresp

o
n

d
in

g
 in

crease o
f ex

p
o

rts o
r a d

ecrease o
f th

e sh
are (s) 

o
f in

v
estm

en
t (I2 ) in

 th
e d

o
m

estic secto
r. 

 
2

.6 T
h

e im
p

a
ct o

f th
e d

istrib
u

tio
n

 o
f in

v
estm

en
t (s) o

n
 G

D
P

 a
n

d
 th

e b
a

la
n

ce o
f p

a
y

m
en

t 

 It can
 b

e n
o

ticed
 th

at w
h

en
 (s=

1
) th

e b
alan

ce o
f p

ay
m

en
t can

 b
e n

eg
ativ

e also
 w

h
en

 (m
k

2
 >

 k
1 )

 (i.e 
case

 D
 in

 th
e n

o
te), an

d
 w

h
en

 (s=
0

) th
e b

alan
ce o

f p
ay

m
en

t can
 b

e n
eg

ativ
e also

 w
h

en
 (m

k
2

 <
 k

1 )
 

(case
 A

). In
 fact, th

e ab
so

lu
te v

alu
e o

f th
e b

alan
ce o

f p
ay

m
en

t, as in
d

icated
 b

y
 eq

u
atio

n
 (2

1
), d

o
es 

n
o

t d
ep

en
d

 o
n

ly
 fro

m
 th

e v
alu

es o
f (k

1 )
 an

d
 (k

2 ), b
u

t also
 o

n
 th

e v
alu

es o
f (m

) an
d

 (c). 
             F

ig
u

re 2
 –

 T
h

e im
p

act o
f in

v
estm

en
t in

 th
e d

o
m

estic secto
r o

n
 th

e G
D

P
 g

ro
w

th
 an

d
 th

e b
alan

ce o
f 

p
ay

m
en

t 

0
 

1
 

s 

Δ
Y

/Δ
I,  

Δ
X

/Δ
I - Δ

M
/Δ

I 

s*
 

Δ
Y

/Δ
I
 s=

1
  =

   
(1

 +
 m

 k
2 ) / (1

- c +
 m

c) 
 

Δ
Y

/Δ
I
 s=

0  =
   

(1
 +

 k
1 ) / (1

- c +
 m

c) 

 

Δ
X

/Δ
I
 s=

0   - Δ
M

/Δ
I
 s=

0   =
  

k
1  - m

 c (1
 +

 k
1
 ) / (1

- c +
 m

c) 
 

Δ
X

/Δ
I
 s=

1   - Δ
M

/Δ
I
s=

1   =
   

- m
 c (1

 +
 m

 k
2
 )

 / (1
- c +

 m
c) +

 m
 k

2
   

 

Δ
 Y

/Δ
 I*

 

 T
h

e fig
u

re 2
 co

n
sid

ers th
e m

o
st co

m
m

o
n

 case in
 th

e d
ev

elo
p

ed
 co

u
n

tries (i.e. m
k

2
 >

 k
1 ) an

d
 it 

in
d

icates th
e in

co
m

e lin
e, w

h
ich

 h
as a slo

p
e: 

δ (Δ
Y

/ Δ
I) / δ s =

 m
 k

2
 - k

1
   >

 0
   

 
 

 
 

 
 

 
 

 
 



1
0
 

 an
d

 th
e b

alan
ce o

f p
aym

en
t lin

e, w
h

ich
 h

as a slo
p

e: 
 δ  (Δ

X
/Δ

I  - Δ
M

/Δ
I ) / δ  s =

  (1
-c) (m

k
2  - k

1 ) >
 0

 

 In
 p

articu
lar, fig

u
re 2

 in
d

icates th
e v

alu
es o

f th
e G

D
P

 an
d

 o
f th

e b
alan

ce o
f p

ay
m

en
t in

 th
e tw

o
 

situ
atio

n
s, w

h
en

 (s=
0

) an
d

 (s=
1

), an
d

 also
 th

e sp
ecific v

alu
e (s*

), w
h

ich
 in

su
res an

 eq
u

ilib
riu

m
 o

f 
th

e b
alan

ce o
f p

ay
m

en
t.  

 T
h

e m
o

d
el in

d
icates th

at th
ere is n

o
t an

 in
cen

tiv
e to

 ch
o

o
se an

 in
term

ed
iate sh

are (s*
), sin

ce, as 
in

d
icated

 ab
o

v
e, th

ere is n
o

t a trad
e-o

ff b
etw

een
 th

e g
ro

w
th

 o
f G

D
P

 an
d

 th
e su

rp
lu

s o
f th

e b
alan

ce 
o

f trad
e, as th

ey
 b

o
th

 in
crease o

r d
ecrease w

h
en

 th
e sh

are o
f in

v
estm

en
t (s) in

 th
e d

o
m

estic secto
r 

in
creases. T

h
at rep

resen
ts a m

ajo
r d

ifferen
ce b

etw
een

 a p
o

licy
 o

f in
n

o
v

atio
n

 an
d

 in
v

estm
en

t led
 

reco
v

ery
 an

d
 a trad

itio
n

al K
ey

n
esian

 p
o

licy
 b

ased
 o

n
 p

u
b

lic ex
p

en
d

itu
re ex

p
an

sio
n

, as th
is latter 

p
o

licy
 w

o
u

ld
 in

ev
itab

ly
 d

eterm
in

e an
 in

crease o
f G

D
P

, b
u

t it w
o

u
ld

 also
 im

p
ly a g

reater d
eficit o

f 
th

e b
alan

ce o
f p

ay
m

en
t ix. 

 T
h

e m
o

d
el in

d
icates th

at th
e sh

are o
f in

v
estm

en
t in

 th
e d

o
m

estic secto
r (s) m

ay
 h

av
e o

n
ly

 an
 

ex
trem

e v
alu

e (0
 o

r 1
). T

h
at d

ep
en

d
s o

n
 th

e h
yp

o
th

esis th
at th

e p
ro

d
u

ctiv
ity in

 th
e tw

o
 secto

rs (k
1  

an
d

 k
2 ) are co

n
stan

t an
d

 o
n

 th
e h

y
p

o
th

esis th
at an

 in
crease o

f th
e p

ro
d

u
ctio

n
 o

f th
e d

o
m

estic g
o

o
d

 
co

rresp
o

n
d

s 
to

 
a 

g
reater 

co
n

su
m

p
tio

n
 
o

f 
th

is 
g
o

o
d

 
an

d
 
a 

d
ecrease 

o
f 

th
e 

co
n

su
m

p
tio

n
 
o

f 
th

e 
in

tern
atio

n
al g

o
o

d
. In

 reality, in
v

estm
en

t w
ill b

e sh
ared

 b
etw

een
 th

e tw
o

 secto
rs o

f th
e eco

n
o

m
y fo

r 
v

ario
u

s reaso
n

s. F
irst o

f all, th
e tw

o
 secto

rs rep
resen

t tw
o

 d
ifferen

t so
cial g

ro
u

p
s o

f acto
rs an

d
 th

ey
 

w
ill b

arg
ain

 in
 o

rd
er to

 in
su

re a m
o

re b
alan

ced
 d

istrib
u

tio
n

 o
f th

e av
ailab

le fin
an

cial reso
u

rces. 
S

eco
n

d
, th

e p
ro

d
u

ctiv
ity

 o
f cap

ital in
 th

e tw
o

 secto
rs m

ay
 in

d
icate d

ecreasin
g
 retu

rn
s. T

h
ird

, th
e 

in
n

o
v

atio
n

 cap
ab

ilities o
f th

e eco
n

o
m

ic acto
rs in

 th
e tw

o
 secto

rs are lim
ited

 an
d

 o
ften

 th
ere are n

o
t 

en
o

u
g
h

 p
ro

fitab
le in

v
estm

en
t p

ro
jects to

 b
e fin

an
ced

. F
in

ally
, also

 th
e d

em
an

d
 b

y
 th

e co
n

su
m

ers 
m

ay
 d

ep
en

d
 o

n
 th

e scarcity
 o

f th
e g

o
o

d
 co

n
sid

ered
, d

u
e to

 a d
ecreasin

g
 m

arg
in

al u
tility

, an
d

 th
at 

m
ay

 d
ecrease th

e rev
en

u
es o

f th
e firm

s an
d

 th
e relativ

e p
ro

fitab
ility

 o
f in

v
estm

en
t in

 th
e d

o
m

estic 
o

r in
 th

e in
tern

atio
n

al secto
r. 

 In
 co

n
clu

sio
n

, in
 o

rd
er to

 in
crease th

e G
D

P
 an

d
 th

e b
alan

ce o
f p

ay
m

en
t, th

e sh
are o

f in
v

estm
en

t in
 

th
e d

o
m

estic secto
rs (s) sh

o
u

ld
 in

crease, if th
e p

ro
p

en
sity

 to
 im

p
o

rts (m
), th

e p
ro

d
u

ctiv
ity

 o
f cap

ital 
ex

p
en

d
itu

re in
 th

e d
o

m
estic secto

r (k
2 )

 are h
ig

h
. O

n
 th

e co
n

trary
, it sh

o
u

ld
 d

ecrease w
h

en
 th

e effect 
o

f in
v

estm
en

t o
n

 th
e co

m
p

etitiv
en

ess o
f ex

p
o

rt secto
r (k

1 ) is h
ig

h
. 

 T
h

e 
m

o
d

el 
in

d
icates 

th
at 

to
 

m
ax

im
ize 

th
e 

v
alu

e 
o

f 
ex

p
o

rts 
(acco

rd
in

g
 

to
 

a 
“m

ercan
tilist” 

p
ersp

ectiv
e) is n

o
t th

e m
o

st ap
p

ro
p

riate p
o

licy
 an

d
 th

at it is m
o

re reaso
n

ab
le to

 aim
 to

 aim
 to

 
in

crease th
e G

D
P

 an
d

 to
 co

n
sid

er th
at in

 so
m

e cases w
h

en
 (m

k
2

  >
 k

1 ), th
e b

alan
ce o

f p
ay

m
en

t co
u

ld
 

b
e im

p
ro

v
ed

 also
 b

y
 an

 in
crease o

f th
e sh

are o
f in

v
estm

en
t in

 th
e d

o
m

estic secto
r (I

2 ), w
h

ich
 is 

lead
in

g
 to

 an
 in

crease o
f th

e p
ro

d
u

ctio
n

s an
d

 co
n

su
m

p
tio

n
 o

f th
e d

o
m

estic g
o

o
d

 (C
2 ) an

d
 a d

ecrease 
o

f im
p

o
rts. 

 In
 g

en
eral, th

e in
d

u
strial an

d
 in

v
estm

en
t p

o
licy o

f th
e g

o
v

ern
m

en
t can

 d
irect th

e in
v

estm
en

t eith
er 

to
 th

e in
crease o

f th
e co

m
p

etitiv
en

ess o
f th

e ex
p
o

rts o
r to

 th
e in

crease o
f th

e p
ro

d
u

ctio
n

 cap
acity

 o
f 

th
e d

o
m

estic secto
r an

d
 th

e criterio
n

 o
f ch

o
ice resp

ectiv
ely

 are th
e co

n
d

itio
n

s (m
k

2
  <

 k
1 ) o

r (m
k

2
  >

 
k

1 ).  
  

3
. 

T
h

e k
ey

 ro
le o

f in
n

o
v

a
tio

n
 in

 th
e reco

v
ery

 o
f in

v
estm

en
ts a

n
d

 g
ro

w
th

 in
 E

u
ro

p
e 

 
T

h
e m

o
d

el illu
strated

 ab
o

v
e in

d
icates th

at G
D

P
 g

ro
w

th
 d

ep
en

d
s o

n
 in

v
estm

en
t, sin

ce th
is latter 

allo
w

s 
an

 
in

crease 
o

f 
th

e 
p

ro
d

u
ctio

n
 
b

o
th

 
in

 
th

e 
ex

p
o

rtin
g
 
secto

r 
an

d
 
in

 
th

e 
d

o
m

estic 
secto

r. 

1
1
 

 T
h

erefo
re, it is im

p
o

rtan
t to

 in
v

estig
ate w

h
y
 th

e p
riv

ate en
terp

rises an
d

 th
e G

o
v

ern
m

en
t in

 E
u

ro
p

e 
an

d
 U

S
 d

u
rin

g
 th

e last d
ecad

e h
av

e d
ecreased

 b
o

th
 th

e m
aterial an

d
 th

e im
m

aterial in
v

estm
en

t x an
d

 
h

o
w

 to
 in

crease th
e in

v
estm

en
t.  

  In
 fact, w

h
ile th

e p
rev

ailin
g
 o

p
in

io
n

 am
o

n
g
 p

ro
fessio

n
al eco

n
o

m
ists seem

s to
 b

e th
at in

 o
rd

er to
 

p
ro

m
o

te an
 eco

n
o

m
ic reco

v
ery

 th
ere is th

e n
eed

 o
f h

ig
h

er in
v

estm
en

ts, th
ere is n

o
t a co

n
sen

su
s o

n
 

th
e w

h
at ty

p
e o

f in
v

estm
en

t, b
y w

h
ich

 acto
rs, in

 w
h

ich
 territo

rial areas an
d

 h
o

w
 o

rg
an

ize th
e 

in
v

estm
en

t p
ro

jects.  
 T

h
e d

esig
n

 o
f a n

ew
 d

ev
elo

p
m

en
t strateg

y
 b

ased
 o

n
 an

 in
v

estm
en

t reco
v

ery
 sh

o
u

ld
 b

e b
ased

 o
n

 th
e 

n
ew

 em
erg

in
g
 ch

aracteristics o
f th

e eco
n

o
m

ic an
d

 in
d

u
strial stru

ctu
re in

 E
u

ro
p

e. In
 th

is resp
ect, th

e 
cru

cial rad
ical ch

an
g
e w

ith
 resp

ect to
 th

e eco
n

o
m

ic stru
ctu

re p
rev

ailin
g
 in

 th
e 9

0
0

 cen
tu

ry
 is th

e 
cu

rren
t ev

o
lu

tio
n

 to
w

ard
 th

e m
o

d
el o

f th
e “k

n
o

w
led

g
e eco

n
o

m
y
”, w

h
ich

  u
n

d
erlin

es th
e k

ey
 ro

le o
f 

in
n

o
v

atio
n

 n
o

t o
n

ly
 o

n
 th

e su
p

p
ly

 o
f n

ew
 p

ro
d

u
ctio

n
s, b

u
t also

 o
n

 th
e ch

an
g

e o
f th

e p
attern

s o
f 

d
em

an
d

 b
y
 th

e citizen
s an

d
 th

e firm
s. 

 In
 p

rin
cip

le, an
 in

crease o
f G

D
P

 can
 b

e d
eterm

in
ed

 b
o

th
 b

y
 an

 in
crease in

 ex
istin

g
 p

ro
d

u
ctio

n
s an

d
  

b
y
 th

e creatio
n

 o
f n

ew
 p

ro
d

u
ctio

n
s. C

o
m

p
letely

 n
ew

 p
ro

d
u

ctio
n

s resp
o

n
d

in
g
 to

 n
ew

 n
eed

s b
y
 th

e 
u

sers w
o

u
ld

 allo
w

 a d
iv

ersificatio
n

 o
r th

e actu
al in

d
u

strial stru
ctu

re, create ad
d

itio
n

al em
p

lo
y
m

en
t 

an
d

 av
o

id
 to

 d
eterm

in
e a p

artial cro
w

d
in

g
 o

u
t th

e ex
istin

g
 p

ro
d

u
ctio

n
s an

d
 an

 in
ev

itab
le d

ecrease o
f 

th
e ex

istin
g
 em

p
lo

ym
en

t. N
ew

 p
ro

d
u

ctio
n

s sh
o

u
ld

 b
e d

ifferen
t fro

m
 ex

istin
g
 p

ro
d

u
ctio

n
s, sin

ce 
th

ey
 are p

ro
d

u
ced

 w
ith

 d
ifferen

t tech
n

o
lo

g
ies an

d
 are ad

d
ressed

 to
 a d

ifferen
t m

ark
et. T

h
at is a 

ch
aracteristic o

f th
e d

o
m

estic p
ro

d
u

ctio
n

s (Y
2 ) in

 th
e m

o
d

el ab
o

v
e, as th

ey
 are ad

d
ressed

 to
 th

e 
in

tern
al m

ark
et rath

er th
an

 to
 th

e in
tern

atio
n

al m
ark

et.  
 In

 p
articu

lar, fo
r th

e p
riv

ate in
v

esto
rs a n

ecessary
 co

n
d

itio
n

 fo
r in

v
estm

en
t is th

e p
ro

fitab
ility

 o
f th

e 
in

v
estm

en
t p

ro
ject an

d
 n

ew
 p

ro
d

u
ctio

n
s sh

o
u

ld
 b

e co
m

p
etitiv

e eith
er b

ecau
se p

ro
d

u
ced

 at lo
w

er 
co

sts (p
ro

cess in
n

o
v

atio
n

) o
r b

ecau
se th

ey h
av

e a su
p

erio
r q

u
ality

 (p
ro

d
u

ct in
n

o
v

atio
n

) th
an

 th
e 

co
m

p
etitiv

e p
ro

d
u

ctio
n

s. B
u

t also
 fo

r th
e p

u
b

lic in
stitu

tio
n

s so
cial b

en
efits sh

o
u

ld
 b

e h
ig

h
er th

an
 

so
cial co

sts. T
h

u
s, th

e p
ro

d
u

ctio
n

 created
 w

ith
 th

e in
v

estm
en

ts n
eed

 to
 b

e cap
ab

le to
 g

en
erate 

ad
eq

u
ate rev

en
u

es in
 th

e m
ark

et o
r an

 ad
eq

u
ate in

crease o
f tax

atio
n

, in
 o

rd
er to

 rep
ay

 th
e fin

an
cial 

lo
an

s receiv
ed

 fo
r th

e in
v

estm
en

t. T
h

e n
ew

 p
ro

d
u

ctio
n

s sh
o

u
ld

 resp
o

n
d

 to
 th

e n
ew

 n
eed

s o
f th

e 
u

sers an
d

 citizen
s, w

h
ich

 are th
e real d

riv
ers o

f a n
ew

 in
v

estm
en

t p
o

licy
 sin

ce th
e b

en
efits o

f th
e 

n
ew

 p
ro

d
u

ctio
n

s fo
r th

ese acto
rs w

ill d
eterm

in
e th

eir w
illin

g
n

ess to
 p

ay
, in

 term
 o

f m
ark

et p
rice o

r 
o

f sp
ecific o

r g
en

eral tax
es to

 b
e co

llected
 b

y
 th

e p
u

b
lic in

stitu
tio

n
s. 

 In
n

o
v

atio
n

 b
eco

m
es a cru

cial facto
r fo

r in
v

estm
en

t d
ecisio

n
 in

 tw
o

 p
ersp

ectiv
es: first as th

e n
ew

 
p

ro
d

u
ctio

n
s sh

o
u

ld
 b

e an
 in

n
o

v
atio

n
 o

r b
e d

ifferen
t w

ith
 resp

ect to
 th

e ex
istin

g
 p

ro
d

u
ctio

n
s, an

d
 

seco
n

d
 b

ecau
se in

n
o

v
atio

n
 h

as a k
ey

 ro
le in

 d
eterm

in
in

g
 th

e ex
p

ected
 rev

en
u

es an
d

 co
sts o

f th
e n

ew
 

p
ro

d
u

ctio
n

s
x
i. In

 fact, in
n

o
v

atio
n

 m
ay

 allo
w

 to
 d

ecrease th
e p

ro
d

u
ctio

n
 co

sts o
f th

e n
ew

 g
o

o
d

 an
d

 
serv

ice 
to

 
b

e 
p

ro
d

u
ced

, 
an

 
ad

v
an

tag
e 

w
ith

 
resp

ect 
to

 
th

e 
co

m
p

etito
rs 

an
d

 
an

 
in

crease 
o

f 
th

e 
w

illin
g
n

ess to
 p

ay
 b

y
 th

e u
sers an

d
 an

 in
crease o

f th
e rev

en
u

es fo
r th

e n
ew

 p
ro

d
u

cers. T
h

erefo
re, 

th
e in

tern
al rate o

f retu
rn

 o
f an

 in
v

estm
en

t p
ro

ject (IR
R

) is lin
k

ed
 to

 in
n

o
v
atio

n
, as in

n
o

v
atio

n
 m

ay
 

im
p

ly an
 in

crease o
f rev

en
u

es, a d
ecrease o

f th
e co

sts o
f th

e in
v

estm
en

t an
d

 also
 a d

ecrease o
f th

e 
tim

e req
u

ired
 fo

r its co
m

p
letio

n
 o

r an
 ex

ten
sio

n
 o

f th
e tim

e o
f life sp

an
 o

f th
e rev

en
u

es lin
k

ed
 to

 a 
n

ew
 p

ro
d

u
ctio

n
. F

in
ally

, in
n

o
v

atio
n

 is also
 im

p
o

rtan
t b

ecau
se it allo

w
s to

 d
ecrease th

e risk
s o

r th
e 

v
ariab

ility
 o

f th
e ex

p
ected

 retu
rn

s, b
y
 allo

w
in

g
 a g

reater certain
ty

 o
n

 th
e fu

tu
re flo

w
s o

f co
sts o

r o
f 

rev
en

u
es

x
ii.  

 In
n

o
v

atio
n

 in
 m

o
d

ern
 in

d
u

stry
 is n

eith
er th

e resu
lt o

f a “m
an

n
a co

m
in

g
 fro

m
 th

e sk
y
”, n

o
r th

e resu
lt 

o
f a g

rad
u

al “learn
in

g
 b

y
 d

o
in

g
” p

ro
cess, n

o
r th

e resu
lt o

f “seren
d

ip
ity

” b
y in

tellig
en

t in
d

iv
id

u
al 



1
2
 

 en
trep

ren
eu

rs, b
u

t m
ain

ly
 th

e resu
lt o

f an
 o

rg
an

ized
 activ

ity
, w

h
ich

 req
u

ires eco
n

o
m

ic reso
u

rces o
r 

a co
m

m
itted

 “in
v

estm
en

t”. R
ecen

t th
eo

ries d
ev

elo
p

ed
 in

 th
e eco

n
o

m
ics o

f in
n

o
v

atio
n

, reg
io

n
al 

eco
n

o
m

ics an
d

 m
an

ag
em

en
t scien

ces (L
u

n
d

v
all an

d
 Jo

h
n

so
n

 1
9

9
4

, F
ag

erb
erg

 2
0

0
5

, C
ap

ello
 2

0
0

7
, 

C
ap

p
ellin

 an
d

 W
in

k
 2

0
0

9
, C

ap
p

ellin
 2

0
1

0
, F

o
ray

 2
0

1
5

) h
av

e g
reatly

 ex
p

an
d

ed
 th

e k
n

o
w

led
g

e o
f 

th
e in

n
o

v
atio

n
 p

ro
cess an

d
 h

av
e id

en
tified

 v
ario

u
s facto

rs o
f in

n
o

v
atio

n
, w

h
ich

 lead
 to

 in
n

o
v

atio
n

, 
b

o
th

 w
ith

in
 th

e firm
s an

d
 in

 th
eir ex

tern
al lo

cal en
v

iro
n

m
en

t. T
h

ese facto
rs are o

ften
 n

eg
lected

 b
y
 

m
acro

eco
n

o
m

ists, w
h

ich
 b

eliev
e th

at in
n

o
v

atio
n

 m
ay

 b
e o

n
ly

 relev
an

t in
 th

e “lo
n

g
 term

”, as it 
w

o
u

ld
 d

eterm
in

e a sh
ift o

f th
e p

o
ten

tial G
D

P
 o

r o
f th

e n
atu

ral rate o
f u

n
em

p
lo

y
m

en
t (N

A
IR

U
 o

r th
e 

n
o

t acceleratin
g
 in

flatio
n

 rate o
f u

n
em

p
lo

y
m

en
t) an

d
 th

en
 a d

o
w

n
w

ard
 sh

ift o
f th

e ag
g
reg

ate su
p

p
ly

 
sch

ed
u

le (A
S

).  
 In

 p
articu

lar, an
 im

p
o

rtan
t facto

r is th
e fo

rm
 o

f th
e relatio

n
sh

ip
s b

etw
een

 th
e firm

s an
d

 th
e o

th
er 

firm
s an

d
 in

stitu
tio

n
s, b

o
th

 in
 a lo

cal an
d

 in
 an

 in
tern

atio
n

al fram
ew

o
rk

. In
 fact, in

n
o

v
atio

n
 is n

o
t 

d
o

n
e in

 iso
latio

n
 an

d
 it sh

o
u

ld
 o

ccu
r n

o
t o

n
ly

 in
 th

o
se firm

 w
h

ich
 d

o
 an

 in
v

estm
en

t, b
u

t also
 in

 th
eir 

su
p

p
liers, th

u
s d

eterm
in

in
g
 a d

ecrease o
f th

e co
sts, o

r in
 th

eir clien
ts, th

u
s lead

in
g
 to

 an
 in

crease o
f 

d
em

an
d

 an
d

 rev
en

u
es. T

h
erefo

re, an
 ad

eq
u

ate fin
an

cial retu
rn

 o
f th

e in
v

estm
en

t d
o

es n
o

t o
n

ly
 

req
u

ire tech
n

o
lo

g
ical o

r fin
an

cial in
n

o
v

atio
n

, b
u

t also
 o

rg
an

izatio
n

al an
d

 in
stitu

tio
n

al in
n

o
v

atio
n

, 
sin

ce an
 ap

p
ro

p
riate g

o
v

ern
an

ce o
f th

o
se ex

tern
al relatio

n
sh

ip
s, w

h
ich

 are cru
cial in

 th
e p

ro
cess o

f 
in

v
estm

en
t, 

allo
w

s 
to

 
sav

e 
co

sts, 
m

ax
im

ize 
rev

en
u

es 
an

d
 

esp
ecially

 
d

ecrease 
th

e 
risk

s 
o

f 
th

e 
in

v
estm

en
t.  

 
F

ig
u

re 3
 –

 A
 m

o
d

el o
f in

n
o

v
atio

n
 an

d
 in

v
estm

en
t led

 g
ro

w
th

  
 

                                      

In
n
o

v
atio

n
  

E
x
p

ected
 In

tern
al  

R
ate o

f R
etu

rn
  

E
x
p

ected
 In

tern
al  

R
ate o

f R
etu

rn
 an

d
 

R
ate o

f In
terest  

Δ
 In

v
estm

en
t  

Δ
 In

v
estm

en
t  

In
n
o

v
atio

n
  

Δ
 G

D
P

 
Δ

 G
D

P
 

I 

III 

II 

IV
 

 
T

h
erefo

re, 
in

n
o

v
atio

n
 

req
u

ires 
th

at 
ad

eq
u

ate 
fin

an
cial 

reso
u

rces 
sh

o
u

ld
 

b
e 

allo
cated

 
to

 
th

e 
in

v
estm

en
t in

 R
&

D
, in

 th
e train

in
g
 o

f th
e lab

o
u

r reso
u

rces, in
 th

e tech
n

ical/eco
n

o
m

ic/fin
an

cial 
d

esig
n

 
(p

ro
ject 

cap
ab

ility
) 

an
d

 
in

 
th

e 
creatio

n
 

o
f 

tech
n

o
lo

g
ical 

an
d

 
eco

n
o

m
ic 

an
d

 
fin

an
cial 

co
llab

o
ratio

n
s w

ith
 o

th
er firm

s, th
e trad

e u
n

io
n

s, th
e u

n
iv

ersities an
d

 th
e p

u
b

lic lo
cal, n

atio
n

al an
d

 
in

tern
atio

n
al in

stitu
tio

n
s an

d
 th

e o
th

er acto
rs o

f th
e reg

io
n

al an
d

 n
atio

n
al sy

stem
 o

f in
n

o
v

atio
n
 

1
3
 

 (N
IS

). T
h

ese facto
rs m

ay
 b

e su
m

m
arised

 w
ith

 th
e ag

g
reg

ate v
ariab

le in
d

icated
 as “in

n
o

v
atio

n
” in

 
fig

u
re 3

. 
 T

h
e q

u
ad

ran
ts I an

d
 II o

f fig
u

re 3
 in

d
icate th

at in
n

o
v

atio
n

 lead
s to

 an
 in

crease o
f th

e (IR
R

) o
r o

f th
e 

p
ro

fitab
ility o

f th
e in

d
iv

id
u

al in
v

estm
en

t p
ro

jects. T
h

at w
o

u
ld

 th
en

 lead
 to

 an
 u

p
w

ard
 sh

ift o
f th

e 
trad

itio
n

al 
K

ey
n

esian
 

in
v

estm
en

t 
fu

n
ctio

n
, 

w
h

ich
 

rep
resen

ts 
th

e 
v

ario
u

s 
in

v
estm

en
t 

p
ro

jects 
o

rg
an

ized
 acco

rd
in

g
 to

 d
ecreasin

g
 (IR

R
), an

d
 to

 an
 in

crease o
f th

e lev
el o

f ag
g

reg
ate in

v
estm

en
t 

w
ith

 
resp

ect 
to

 
th

e 
lev

el, 
w

h
ich

 
co

rresp
o

n
d

s 
w

ith
 

th
e 

in
tersectio

n
 

o
f 

th
e 

in
itial 

K
ey

n
esian

 
in

v
estm

en
t fu

n
ctio

n
 w

ith
 th

e lin
e o

f th
e m

ark
et in

terest rate (r*
), d

eterm
in

ed
 b

y
 th

e m
o

n
etary

 
p

o
licies an

d
 w

h
ich

 w
e m

ay
 su

p
p

o
se is fix

ed
.  

 T
h

en
, th

e q
u

ad
ran

t III in
d

icates th
e p

o
sitiv

e relatio
n

sh
ip

 b
etw

een
 in

v
estm

en
t an

d
 G

D
P

, w
h

ich
 m

ay
 

b
e 

d
eriv

ed
 

fro
m

 
th

e 
ab

o
v

e 
illu

strated
 

m
acro

eco
n

o
m

ic 
m

o
d

el. 
In

 
p

articu
lar, 

th
is 

m
o

d
el 

h
as 

d
em

o
n

strated
 th

at in
v

estm
en

t h
as a p

o
sitiv

e effect o
n

 G
D

P
 (i.e. eq

u
atio

n
 1

6
), g

iv
en

 a sp
ecific 

d
istrib

u
tio

n
 (s) o

f in
v

estm
en

ts b
etw

een
 th

e tw
o

 secto
rs: th

e d
o

m
estic an

d
 th

e ex
p

o
rtin

g
 secto

r. 
M

o
reo

v
er, th

e m
o

d
el h

as also
 in

d
icated

 th
e sp

ecific v
alu

e o
f th

is sh
are (s*

), w
h

ich
 in

su
res th

e 
eq

u
ilib

riu
m

 
o

f 
th

e 
b

alan
ce 

o
f 

p
ay

m
en

t. 
T

h
u

s, 
th

e 
relatio

n
sh

ip
s 

in
d

icated
 

in
 

q
u

ad
ran

t 
III 

is 
co

m
p

atib
le w

ith
 th

e h
y
p

o
th

esis o
f th

e m
acro

eco
n

o
m

ic eq
u

ilib
riu

m
 b

etw
een

 sav
in

g
 an

d
 in

v
estm

en
t. 

 F
in

ally
, th

e q
u

ad
ran

t IV
 in

d
icates th

at in
n

o
v

atio
n

 lead
s to

 an
 in

crease o
f G

D
P

. T
h

erefo
re, w

e m
ay

 
co

n
clu

d
e th

at th
e m

o
d

el in
d

icates th
at a g

reater im
m

aterial in
v

estm
en

t in
 R

&
D

, ed
u

catio
n

 an
d

 
p

ro
ject d

esig
n

 lead
s to

 g
reater in

n
o

v
atio

n
, th

is latter is th
e facto

r lead
in

g
 to

 an
 in

crease o
f th

e 
p

ro
p

en
sity

 to
 in

v
est b

y
 th

e firm
s an

d
 th

en
 th

at in
v

estm
en

t lead
s to

 an
 in

crease o
f G

D
P

, w
h

ich
 m

ay
 

b
e co

m
p

atib
le w

ith
 th

e co
n

strain
t o

f th
e eq

u
ilib

riu
m

 o
f th

e b
alan

ce o
f p

ay
m

en
t.  

 In
 p

articu
lar, th

e m
o

d
el x

iii in
d

icates tw
o

 b
asic in

stru
m

en
ts o

f in
d

u
strial p

o
licy

, w
h

ich
 m

ay b
e u

sed
 

b
y
 th

e g
o

v
ern

m
en

t: a) th
e u

se o
f v

ario
u

s fiscal su
b

sid
ies an

d
 co

o
rd

in
atio

n
 m

easu
res w

h
ich

 m
ay

 
affect th

e sh
are (s) o

f in
v

estm
en

t w
h

ich
 g

o
es to

 in
crease th

e p
ro

d
u

ctio
n

 cap
acity

 in
 th

e d
o

m
estic 

secto
r o

r in
 th

e ex
p

o
rtin

g
, b

) th
e u

se o
f p

u
b

lic ex
p

en
d

itu
re an

d
 v

ario
u

s p
u

b
lic p

ro
g
ram

s, aim
ed

 at 
in

creasin
g
 th

e req
u

ired
 p

relim
in

ary in
v

estm
en

t in
 R

&
D

, ed
u

catio
n

 an
d

 p
ro

ject d
esig

n
 effo

rt, as th
at 

“im
m

aterial” 
in

v
estm

en
t 

affects 
th

e 
flo

w
 

o
f 

in
n

o
v

atio
n

 
b

y 
p

riv
ate 

firm
s 

an
d

 
in

creases 
th

e 
p

ro
fitab

ility
 (IR

R
) o

f th
e “fix

ed
” in

v
estm

en
t p

ro
jects in

 th
e v

ario
u

s secto
rs. 

  
4

. 
T

h
e in

d
u

stry
 d

iv
ersifica

tio
n

 in
to

 six
 n

ew
 p

ro
d

u
ctio

n
s d

riv
en

 b
y

 th
e in

tern
a

l d
e
m

a
n

d
 

 T
h

e m
o

d
el d

escrib
ed

 ab
o

v
e is b

ased
 o

n
 th

e d
istin

ctio
n

 b
etw

een
 in

tern
atio

n
al g

o
o

d
s an

d
 serv

ices an
d

 
d

o
m

estic 
g
o

o
d

 
an

d
 

serv
ices. 

T
h

u
s 

it 
is 

im
p

o
rtan

t 
to

 
clarify

 
th

e 
ch

aracteristics 
o

f 
th

is 
seco

n
d

 
categ

o
ry

 o
f g

o
o

d
s an

d
 serv

ices. In
 p

articu
lar, th

ere is a larg
e co

n
sen

su
s b

etw
een

 p
lan

n
ers an

d
 

eco
n

o
m

ists 
an

d
 

also
 

w
ith

in
 

a 
w

id
e 

sp
ectru

m
 

o
f 

th
e 

in
fo

rm
ed

 
p

u
b

lic 
o

p
in

io
n

 
th

at 
E

u
ro

p
e 

is 
ch

aracterized
 b

y
 a w

id
e g

ap
 b

etw
een

 th
e n

eed
s an

d
 th

e actu
al en

d
o

w
m

en
t in

 th
e fo

llo
w

in
g
 m

o
d

ern
 

serv
ices: 1

) h
o

u
sin

g
, 2

) m
o

b
ility, 3

) h
ealth

 an
d

 ed
u

catio
n

, 4
) leisu

re an
d

 cu
ltu

re, 5
) en

erg
y
 an

d
 

en
v

iro
n

m
en

t. M
o

reo
v

er, th
ese serv

ices are tig
h

tly
 
related

 to
 a six

th
 secto

r: rep
resen

ted
 b

y
 th

e 
ad

v
an

ced
 m

an
u

factu
rin

g
 p

ro
d

u
ctio

n
s, w

h
ich

 are n
eed

ed
 as sp

ecialized
 su

p
p

liers to
 th

ese serv
ices. 

T
h

erefo
re, in

v
estm

en
t p

o
licies ad

d
ressed

 to
 fills th

is g
ap

 are b
o

th
 so

cially
 u

sefu
l an

d
 also

 co
n

trib
u

te 
to

 th
e g

ro
w

th
 o

f th
e ag

g
reg

ate d
em

an
d

 an
d

 o
f G

D
P

. T
h

e n
ew

 g
o

o
d

s an
d

 serv
ices ad

d
ressed

 to
 th

e 
in

tern
al 

d
em

an
d

 
h

av
e 

v
ario

u
s 

im
p

o
rtan

t 
d

ifferen
t 

ch
aracteristics 

w
ith

 
resp

ect 
to

 
th

e 
trad

itio
n

al 
m

an
u

factu
rin

g
 g

o
o

d
s ad

d
ressed

 to
 ex

p
o

rts, to
 b

e ex
p

licitly co
n

sid
ered

 b
y
 th

e in
v

estm
en

t p
ro

jects in
 

th
e six

 secto
rs in

d
icated

 ab
o

v
e

x
iv.  

 F
irst, th

e d
em

an
d

 o
f th

e g
o

o
d

s an
d

 serv
ices in

d
icated

 ab
o

v
e can

’t b
e satisfied

 in
d

iv
id

u
ally b

u
t in

 a 
co

llectiv
e w

ay
, after ag

g
reg

atin
g
 th

e in
d

iv
id

u
al d

em
an

d
s. T

h
e d

em
an

d
 is rap

id
ly

 g
ro

w
in

g
, b

u
t is 



1
4
 

 also
 b

eco
m

in
g
 m

o
re so

p
h

isticated
 an

d
 cu

sto
m

ized
 an

d
 th

e p
ro

d
u

ct in
n

o
v
atio

n
s are o

ften
 in

d
u

ced
 

( d
em

a
n

d
 p

u
ll in

n
o

va
tio

n
) b

y
 th

e b
eh

av
io

u
rs o

f th
e m

o
st ex

p
ert u

sers (lea
d

 u
sers), w

h
ich

 p
u

ll th
e 

d
em

an
d

 o
f th

e o
th

er u
sers ( fo

llo
w

ers). T
h

e ev
o

lu
tio

n
 o

f th
e d

em
an

d
 is cru

cial fo
r th

e in
v

estm
en

t 
d

ecisio
n

s an
d

 su
ccessfu

l n
ew

 p
ro

d
u

ctio
n

s h
av

e o
ften

 d
ev

elo
p

ed
 b

y fo
llo

w
in

g
 th

e ev
o

lu
tio

n
 o

f th
e 

d
em

an
d

 o
f ex

istin
g
 lo

cal u
sers, rath

er th
an

 b
y
 d

ev
elo

p
in

g
 p

o
ten

tially
 u

sefu
l ap

p
licatio

n
s o

f n
ew

 
tech

n
o

lo
g
ies an

d
 b

y
 lo

o
k

in
g
 fo

r n
ew

 d
istan

t m
ark

ets.  
 T

h
e six

 activ
ities in

d
icated

 ab
o

v
e rep

resen
t n

ew
 m

ark
ets (“lead

 m
ark

ets”), w
h

ich
 are in

creasin
g
ly

 
im

p
o

rtan
t d

u
e to

 th
e in

crease b
o

th
 o

f th
e n

u
m

b
er o

f th
e in

n
o

v
ativ

e u
sers an

d
 o

f th
e in

n
o

v
ativ

e firm
s 

in
 th

e E
u

ro
p

ean
 co

u
n

tries. In
 fact, th

e eco
n

o
m

ic g
ro

w
th

 d
ep

en
d

s o
n

 a d
y
n

am
ic p

ro
cess w

h
ere th

e 
d

em
an

d
 an

d
 th

e su
p

p
ly

 o
f n

ew
 p

ro
d

u
ctio

n
s in

teract  (M
ark

u
sen

 2
0

0
7

, M
ark

u
sen

 an
d

 S
ch

ro
ck

 2
0

0
9

, 
C

ap
p

ellin
 2

0
1

1
 an

d
 2

0
1

4
). O

n
 th

e o
n

e h
an

d
 th

e d
ev

elo
p

m
en

t o
f n

ew
 p

ro
d

u
ctio

n
 cap

ab
ilities in

 
in

n
o

v
ativ

e g
o

o
d

s an
d

 serv
ices b

y th
e m

o
st in

n
o

v
ativ

e firm
s stim

u
late th

e fin
al d

em
an

d
 b

y
 th

e 
co

n
su

m
ers an

d
/o

r th
e in

term
ed

iate d
em

an
d

 b
y
 th

e firm
s to

 test th
ese n

ew
 g

o
o

d
s an

d
 serv

ices. O
n

 
th

e o
th

er h
an

d
, th

e rise o
f th

e n
ew

 n
eed

s b
y
 th

e co
m

m
u

n
ities o

f in
n

o
v

ativ
e u

sers p
u

lls th
e d

em
an

d
 

o
f th

e m
ark

et an
d

 in
d

u
ces th

e p
ro

d
u

cers to
 m

o
d

ify
 th

e p
ro

d
u

ctio
n

s o
f th

e trad
itio

n
al g

o
o

d
s an

d
 

serv
ices. In

 fact, esp
ecially

 in
 th

e case o
f serv

ices an
d

 in
 th

e d
ev

elo
p

m
en

t o
f n

ew
 p

ro
d

u
ctio

n
s, u

sers 
an

d
 p

ro
d

u
cers tig

h
tly

 co
llab

o
rate in

 in
tro

d
u

cin
g
 th

e sp
ecific in

n
o

v
atio

n
 an

d
 th

ere is th
e n

eed
 th

at 
in

d
u

strial p
o

licies p
ro

m
o

te th
e tig

h
ter in

teg
ratio

n
 o

f p
ro

d
u

cers an
d

 u
sers. 

 T
h

e 
k

ey
 

acto
rs 

d
eterm

in
in

g
 

th
e 

d
em

an
d

 
o

f 
th

e 
co

llectiv
e 

serv
ices 

in
d

icated
 

ab
o

v
e 

m
ay

 
b

e 
rep

resen
ted

 b
y g

ro
u

p
s o

f co
n

su
m

ers an
d

 citizen
s, o

rg
an

ized
 in

 th
eir lo

cal co
m

m
u

n
ities o

r in
 secto

ral 
in

terest g
ro

u
p

s. In
 p

articu
lar, th

e six
 p

ro
d

u
ctio

n
s in

d
icated

 ab
o

v
e are also

 m
ain

ly
 clu

stered
 in

 larg
e 

u
rb

an
 areas, as th

ey
 n

eed
 to

 b
e clo

se to
 th

e areas, w
h

ere m
o

st o
f p

o
p

u
latio

n
 liv

es an
d

 w
h

ere th
e p

er-
cap

ita in
co

m
e lev

els are h
ig

h
er. T

h
ey are o

rg
an

ized
 in

 n
etw

o
rk

 (“v
alu

e ch
ain

s”) ex
p

an
d

in
g
 also

 at 
th

e in
tern

atio
n

al lev
el. T

h
at req

u
ires th

at in
v

estm
en

t p
o

licies b
y th

e E
u

ro
p

ean
 in

stitu
tio

n
s (i.e. th

e 
Ju

n
ck

er P
lan

) an
d

 n
atio

n
al G

o
v

ern
m

en
ts sh

o
u

ld
 also

 h
av

e a territo
rial o

r u
rb

an
 p

ersp
ectiv

e. 
 T

h
erefo

re, th
e d

em
an

d
 o

f th
e n

ew
 “d

o
m

estic” g
o

o
d

s an
d

 serv
ices seem

 to
 h

av
e an

 h
ig

h
er in

co
m

e 
elasticity

 th
an

 th
at o

f trad
itio

n
al in

tern
atio

n
al g

o
o

d
s, w

h
ich

 su
ffer b

y
 th

e alm
o

st satu
ratio

n
 o

f th
eir 

in
tern

al d
em

an
d

 an
d

 b
y
 th

e slo
w

 in
crease o

f ex
p

o
rt to

 o
th

er areas. M
o

reo
v

er, to
 co

n
cen

trate th
e 

in
v

estm
en

ts in
to

 n
ew

 d
o

m
estic p

ro
d

u
ctio

n
s seem

s to
 b

e easier, as th
e d

o
m

estic g
o

o
d

s (su
ch

 as m
an

y
 

p
riv

ate an
d

 co
llectiv

e serv
ices) are n

o
t su

b
ject to

 ex
tern

al co
m

p
etitio

n
 an

d
 th

ey
 req

u
ire a stro

n
g
 

in
teractio

n
 b

etw
een

 th
e u

sers an
d

 th
e p

ro
d

u
cers an

d
 h

av
e to

 b
e p

ro
d

u
ced

 v
ery

 clo
se to

 th
e fin

al 
u

sers. M
o

reo
v

er, th
e d

ev
elo

p
m

en
t o

f n
ew

 tech
n

o
lo

g
ically

 ad
v

an
ced

 p
ro

d
u

ctio
n

s fo
r th

e in
tern

al 
d

em
an

d
 w

o
u

ld
 ex

p
lo

it th
e co

m
p

arativ
e ad

v
an

tag
e, ex

istin
g
 in

 E
u

ro
p

e in
 th

ese p
ro

d
u

ctio
n

s w
ith

 
resp

ect to
 less d

ev
elo

p
ed

 co
u

n
tries, d

u
e th

e h
ig

h
 ex

p
erien

ce an
d

 h
ig

h
 lab

o
u

r sk
ills, w

h
ich

 h
av

e 
accu

m
u

lated
 d

u
rin

g
 th

e p
ast d

ecad
es an

d
 w

h
ich

 are req
u

ired
 in

 th
ese p

ro
d

u
ctio

n
s. F

in
ally

, in
 th

e 
fu

tu
re, th

ese n
ew

 p
ro

d
u

ctio
n

s, in
itially

 d
ev

elo
p

ed
 o

n
ly

 fo
r th

e E
u

ro
p

ean
 m

ark
et, co

u
ld

 th
en

 p
ro

m
o

te 
th

e in
v

estm
en

ts b
y
 E

u
ro

p
ean

 firm
s in

 fo
reig

n
 co

u
n

tries, in
 o

rd
er to

 b
e th

e first to
 in

tro
d

u
ce sim

ilar 
g
o

o
d

s an
d

 serv
ices in

 th
ese co

u
n

tries
x
v. 

 A
lso

 th
e su

p
p

ly
 o

f th
ese n

ew
 g

o
o

d
s an

d
 serv

ices h
as sp

ecific n
ew

 ch
aracteristics. In

 fact, a k
ey

 
ch

aracteristic o
f th

e co
llectiv

e serv
ices in

 th
e six

 p
ro

d
u

ctio
n

s in
d

icated
 ab

o
v

e is th
e fact th

at w
h

ile 
th

eir p
ro

d
u

ctio
n

 w
as trad

itio
n

ally reserv
ed

 to
 p

u
b

lic in
stitu

tio
n

s th
e g

ro
w

in
g
 d

em
an

d
, th

e in
creasin

g
 

sp
ecializatio

n
 

o
f 

th
e 

citizen
’s 

n
eed

s 
an

d
 

th
e 

d
ev

elo
p

m
en

t 
o

f 
n

ew
 

tech
n

o
lo

g
ies 

an
d

 
fo

rm
s 

o
f 

o
rg

an
izatio

n
 h

as led
 to

 th
e d

ev
elo

p
m

en
t o

f an
 in

creasin
g
 n

u
m

b
er o

f p
riv

ate firm
s w

o
rk

in
g
 fo

r th
e 

m
ark

et.  
 H

o
w

ev
er, 

th
e 

in
v

estm
en

t 
p

ro
jects 

im
p

ly 
th

e 
co

llab
o

ratio
n

 
o

f 
d

ifferen
t 

firm
s, 

w
h

ich
 
o

p
erate 

in
 

d
ifferen

t secto
rs an

d
 m

ay
 h

av
e co

m
p

lem
en

tary
 co

m
p

eten
ces. In

v
estm

en
ts b

y th
e in

d
iv

id
u

al firm
s 

are n
o

t su
fficien

t, w
h

ile larg
e, v

ery
 in

n
o

v
ativ

e, in
teg

rated
 an

d
 co

m
p

lex
, m

ed
iu

m
 term

 an
d

 risk
y
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 in
v

estm
en

ts req
u

ire th
e co

o
p

eratio
n

 b
etw

een
 d

ifferen
t firm

s
x
v
i. T

h
e ex

isten
ce o

f v
ario

u
s fo

rm
s o

f 
ex

tern
al eco

n
o

m
ies d

eterm
in

es th
at th

e p
riv

ate firm
s d

o
 n

o
t h

av
e an

 in
cen

tiv
e to

 o
p

erate alo
n

e, d
u

e 
to

 
th

e 
h

ig
h

 
risk

 
an

d
 
th

e 
lo

w
 
retu

rn
 
o

f 
in

d
iv

id
u

al 
in

v
estm

en
ts 

u
n

d
ertak

en
 
b

y
 
a 

sin
g
le 

firm
 
in

 
iso

latio
n

, an
d

 th
ere is th

e n
eed

 th
at a p

u
b

lic acto
r is cap

ab
le to

 co
o

rd
in

ate th
e v

ario
u

s in
v

estm
en

t 
p

ro
jects, fo

r ex
am

p
le w

ith
in

 a larg
e u

rb
an

 area, in
 o

rd
er to

 ex
p

lo
it th

e sy
n

erg
ies b

etw
een

 th
e v

ario
u

s 
p

riv
ate firm

s. T
h

erefo
re, th

e in
v

estm
en

t req
u

ires a jo
in

t actio
n

 w
ith

 o
th

er firm
s an

d
 it d

ep
en

d
s o

n
 

th
e id

en
tificatio

n
 o

f a jo
in

t aim
, th

e creatio
n

 o
f strateg

ic allian
ces, th

e th
ru

st relatio
n

sh
ip

s b
etw

een
 

th
e firm

s, th
e d

efin
itio

n
 o

f n
ew

 in
stitu

tio
n

al sch
em

es an
d

 th
e sh

arin
g
 o

f ex
p

erien
ce an

d
 co

m
m

o
n

 
cu

ltu
ral m

o
d

els
x
v
ii. 

 A
s in

d
icated

 ab
o

v
e, th

e fix
ed

 in
v

estm
en

t in
 th

e creatio
n

 o
f p

ro
d

u
ctio

n
 cap

acity
 in

 n
ew

 p
ro

d
u

ctio
n

s 
sh

o
u

ld
 h

av
e an

 h
ig

h
 in

n
o

v
atio

n
 co

n
ten

t in
 o

rd
er to

 b
e fin

an
cially

 p
ro

fitab
le. T

h
u

s, th
ere is th

e n
eed

 
o

f a p
relim

in
ary

 “im
m

aterial” in
v

estm
en

t in
 R

&
D

, in
 tech

n
ical, eco

n
o

m
ic an

d
 fin

an
cial d

esig
n

 an
d

 
in

 th
e q

u
alificatio

n
 o

f th
e lab

o
u

r fo
rce, an

d
 th

at lead
s to

 an
 in

crease o
f th

e sh
are o

f im
m

aterial 
in

v
estm

en
ts w

ith
in

 th
e cap

ital ex
p

en
d

itu
re in

 d
ev

elo
p

ed
 eco

n
o

m
ies

x
v
iii.   

 In
 p

articu
lar, sin

ce th
e in

itial effo
rt in

 th
e d

esig
n

 an
d

 p
lan

n
in

g
 fo

r larg
e in

v
estm

en
ts m

ay req
u

ire 
also

 
v

ario
u

s 
y
ears 

an
d

 
sin

ce 
th

ese 
p

relim
in

ary
 

in
v

estm
en

ts 
o

ften
 

can
’t 

b
e 

su
p

p
o

rted
 

b
y
 

th
e 

in
d

iv
id

u
al en

trep
ren

eu
rs w

ith
 th

eir o
w

n
 cap

ital o
r also

 w
ith

 th
e cap

ital b
o

rro
w

ed
 b

y
 th

e b
an

k
s, th

ere 
is th

e n
eed

 th
at th

is p
h

ase o
f d

esig
n

 an
d

 p
lan

n
in

g
 sh

o
u

ld
 b

e su
p

p
o

rted
 b

y
 a p

atien
t cap

ital an
d

 b
y
 a 

tig
h

t p
riv

ate-p
u

b
lic co

llab
o

ratio
n

. 
 M

o
reo

v
er, th

e n
eed

 to
 aim

 to
 q

u
alified

 p
ro

jects sh
o

u
ld

 lead
 th

e in
d

u
strial an

d
 reg

io
n

al p
o

licies to
 

m
o

b
ilize th

e b
est co

m
p

eten
cies ex

istin
g
 in

 th
e territo

ry
 an

d
 first o

f all th
o

se o
f th

e u
n

iv
ersities an

d
 

research
 cen

tres. In
 fact, th

ere is th
e n

eed
 th

at in
d

u
strial p

o
licies in

d
u

ce th
e firm

s to
 co

m
b

in
e in

 an
 

o
rig

in
al w

ay
 th

e co
m

p
lem

en
tary tacit an

d
 co

d
ified

 k
n

o
w

led
g

e o
f v

ario
u

s firm
s an

d
 o

rg
an

izatio
n

s, 
o

p
eratin

g
 in

 d
ifferen

t tech
n

o
lo

g
ies an

d
 p

ro
d

u
ctio

n
 field

s. 
 In

 co
n

clu
sio

n
, th

e n
ew

 “lead
 m

ark
ets” o

f th
e n

ew
 p

ro
d

u
ctio

n
s in

 th
e field

 o
f co

llectiv
e serv

ices 
req

u
ire a n

ew
 ty

p
e o

f “en
trep

ren
eu

r”, d
ifferen

t fro
m

 th
e trad

itio
n

al in
d

iv
id

u
al en

trep
ren

eu
r in

 th
e 

in
d

u
strial 

S
M

E
s 

an
d

 
also

 
fro

m
 

th
e 

ty
p

ical 
co

rp
o

rate 
o

rg
an

izatio
n

 
o

f 
th

e 
larg

e 
m

u
ltin

atio
n

al 
co

m
p

an
ies, 

w
h

ich
 

sell 
in

d
u

strial 
g
o

o
d

s 
o

r 
serv

ices 
in

 
th

e 
in

tern
atio

n
al 

m
ark

ets. 
T

h
is 

n
ew

 
en

trep
ren

eu
rial acto

r sh
o

u
ld

 h
av

e th
e ch

aracteristics o
f a “v

eh
icle o

rg
an

izatio
n

”, w
h

ich
 co

m
b

in
es 

th
e ch

aracteristics o
f an

 en
g
in

eerin
g
 co

m
p

an
y
 an

d
 o

f an
 in

v
estm

en
t b

an
k
. In

 p
articu

lar, it sh
o

u
ld

 
p

erfo
rm

 
v

ario
u

s 
activ

ities: 
stim

u
late 

an
d

 
ag

g
reg

ate 
th

e 
d

em
an

d
 

o
f 

m
an

y
 

scattered
 

 
in

d
iv

id
u

al 
co

n
su

m
ers, attract th

e su
p

p
ly

 b
y larg

e n
atio

n
al an

d
 in

tern
atio

n
al firm

s activ
e in

 th
e p

ro
d

u
ctio

n
 o

f 
n

ew
 serv

ices, reg
u

late th
e relatio

n
sh

ip
 b

etw
een

 th
e p

ro
v

id
er an

d
 th

e fin
al u

sers o
f th

e serv
ice in

 th
e 

d
efin

itio
n

 o
f th

e co
n

tracts an
d

 o
f th

e p
rice o

f th
is latter, p

ro
m

o
te th

e raisin
g
 o

f th
e req

u
ired

 fin
an

cial 
fu

n
d

s an
d

 fin
ally

 m
an

ag
e th

e p
h

y
sical im

p
lem

en
tatio

n
 o

f th
e in

v
estm

en
t p

ro
jects

x
ix.  

 M
o

reo
v

er, it h
as b

een
 o

ften
 o

b
serv

ed
 th

at th
e “p

ip
elin

e” o
f th

e feasib
le p

ro
jects is em

p
ty

 an
d

 th
at is 

o
n

e o
f th

e m
ajo

r reaso
n

s w
h

y
 th

e av
ailab

le p
u

b
lic fu

n
d

s fo
r in

v
estm

en
ts can

’t b
e sp

en
t x

x. T
h

erefo
re, 

th
e fin

an
cin

g
 in

stitu
tio

n
s sh

o
u

ld
 n

o
t o

n
ly

 p
ro

v
id

e th
e fu

n
d

s, b
u

t also
 an

 assistan
ce to

 th
e firm

s in
 th

e 
p

h
ase o

f p
lan

n
in

g
 an

d
 d

esig
n

. T
h

e b
an

k
s sh

o
u

ld
 fin

an
ce th

e o
ften

 v
ery

 lo
n

g
 an

d
 ex

p
en

siv
e w

o
rk

s o
f 

p
relim

in
ary d

esig
n

 an
d

 p
lan

n
in

g
 an

d
 p

ro
m

o
te th

e tig
h

t in
teg

ratio
n

 o
f th

e v
ario

u
s acto

rs p
articip

atin
g

 
to

 th
e p

ro
ject, as it n

o
rm

ally
 o

ccu
rs w

ith
in

 th
e “in

n
o

v
atio

n
 n

etw
o

rk
s”. 

 T
h

e b
an

k
s an

d
 also

 sp
ecialized

 fin
an

cial in
term

ed
iaries are im

p
o

rtan
t p

artn
ers in

 th
e n

atio
n

al an
d

 
reg

io
n

al in
d

u
strial p

o
licies. T

h
e d

ev
elo

p
m

en
t o

f th
e six

 n
ew

 lead
 m

ark
ets in

d
icated

 ab
o

v
e req

u
ires 

th
at th

e b
an

k
s b

e p
resen

t in
 th

e territo
ry

 an
d

 b
e clo

se to
 th

e firm
s o

f th
e v

ario
u

s in
d

u
strial an

d
 

serv
ice secto

rs. In
 o

rd
er to

 p
ro

m
o

te an
d

 d
ev

elo
p

 n
ew

 in
v

estm
en

t p
ro

jects, th
e b

an
k

s can
’t ju

st fo
cu

s 
o

n
 th

e fin
an

cial ev
alu

atio
n

 o
f in

v
estm

en
t p

ro
jects, w

h
ich

 h
av

e alread
y
 b

een
 co

m
p

letely
 d

efin
ed

, as 
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 th
ese p

ro
jects co

u
ld

 b
e im

p
ro

v
ed

 w
ith

 a m
o

re co
m

p
lete in

teg
ratio

n
 o

f th
e v

ario
u

s co
m

p
eten

cies. 
T

h
u

s, also
 th

e larg
e b

an
k

s sh
o

u
ld

 tig
h

tly w
o

rk
 to

g
eth

er w
ith

 th
e u

n
iv

ersities an
d

 th
e en

g
in

eerin
g

 
co

m
p

an
ies, in

 th
e field

s o
f th

e tech
n

o
lo

g
ical, eco

n
o

m
ic, fin

an
cial an

d
 leg

al d
esig

n
, an

d
 also

 w
ith

 th
e 

p
u

b
lic in

stitu
tio

n
s o

f th
e d

ifferen
t lev

els, w
h

ich
 are resp

o
n

sib
le o

f th
e p

lan
n

in
g

 o
f th

e v
ario

u
s 

m
easu

res  o
f p

u
b

lic in
terv

en
tio

n
.  

 It w
o

u
ld

 b
e u

sefu
l to

 create a “task
 fo

rce” w
ith

in
 each

 reg
io

n
, in

 o
rd

er to
 p

ro
m

o
te th

e d
isco

v
ery

 o
f 

in
n

o
v

ativ
e p

ro
d

u
ctio

n
s an

d
 th

e in
v

estm
en

ts o
f th

e p
riv

ate co
m

p
an

ies in
 n

ew
 in

frastru
ctu

res, to
 

m
o

b
ilize th

e p
u

b
lic reso

u
rces req

u
ired

 fo
r th

e p
relim

in
ary

 an
d

 co
m

p
lem

en
tary

 in
v

estm
en

ts an
d

 also
 

in
 

o
rd

er 
to

 
rem

o
v

e 
th

e 
ad

m
in

istrativ
e 

o
b

stacles, 
w

h
ich

 
slo

w
 

d
o

w
n

 
th

e 
im

p
lem

en
tatio

n
 

th
e 

in
v

estm
en

ts o
f th

e p
riv

ate co
m

p
an

ies. T
h

at p
u

b
lic-p

riv
ate task

 fo
rce fo

r an
 eco

n
o

m
ic reco

v
ery

 o
f 

th
e in

v
estm

en
ts in

 E
u

ro
p

ean
 
firm

s sh
o

u
ld

 d
efin

e a co
m

m
o

n
 strateg

ic p
latfo

rm
 an

d
 o

rg
an

ize 
a 

lim
ited

 n
u

m
b

er o
f “actio

n
 p

lan
s”, su

ch
 as th

o
se in

 th
e v

ario
u

s strateg
ic field

s o
f in

frastru
ctu

re an
d

 
co

llectiv
e serv

ices in
d

icated
 ab

o
v

e an
d

 also
 in

 o
th

er in
n

o
v

ativ
e m

an
u

factu
rin

g
 p

ro
d

u
ctio

n
s, w

h
ich

 
m

ay
 b

e feasib
le an

d
 o

f h
ig

h
 p

rio
rity

. T
h

at task
 fo

rce sh
o

u
ld

 in
su

re th
e p

articip
atio

n
 o

f th
e v

ario
u

s 
eco

n
o

m
ic acto

rs o
f th

e sp
ecific co

n
sid

ered
 secto

rs, o
f th

e o
rg

an
izatio

n
s o

f th
e citizen

s an
d

 o
f th

e 
u

sers o
f th

e n
ew

 serv
ices, th

e u
n

iv
ersities, th

e w
o

rld
 o

f p
ro

fessio
n

al serv
ices, th

e p
ro

ject fin
an

ce 
co

m
p

an
ies, 

th
e 

lo
cal 

S
M

E
s, 

th
e 

p
u

b
lic 

u
tilities 

co
m

p
an

ies, 
th

e 
trad

e 
u

n
io

n
s, 

th
e 

ch
am

b
ers 

o
f 

co
m

m
erce an

d
 th

e in
d

u
stry

 asso
ciatio

n
s.  

 T
h

ese p
o

licy
 in

d
icatio

n
s are esp

ecially
 relev

an
t fo

r th
e co

u
n

tries an
d

 reg
io

n
s o

f S
o

u
th

ern
 E

u
ro

p
e, 

su
ch

 as G
reece an

d
 th

e Italian
 S

o
u

th
x
x
i. In

 fact, th
e w

ell k
n

o
w

 g
ap

 in
 th

e en
d

o
w

m
en

t o
f p

u
b

lic an
d

 
co

llectiv
e serv

ices, esp
ecially

 in
 th

e larg
est u

rb
an

 areas o
f th

e co
u

n
tries an

d
 reg

io
n

s o
f S

o
u

th
ern

 
E

u
ro

p
e, sh

o
u

ld
 n

o
t b

e u
n

d
ersto

o
d

 o
n

ly as an
 o

b
stacle to

 g
ro

w
th

 b
u

t rath
er as a strateg

ic o
p

tio
n

, 
sin

ce th
e n

ew
 p

ro
d

u
ctio

n
s sh

o
u

ld
 first b

e d
ev

elo
p

ed
 in

 th
o

se secto
rs w

h
ere th

ere is alread
y
 a larg

e 
lo

cal 
laten

t 
d

em
an

d
 

rath
er 

th
an

 
aim

s 
to

 
d

ev
elo

p
 

n
ew

 
p

ro
d

u
ctio

n
s 

w
h

ich
 

m
ay

 
n

o
t 

fin
d

 
a 

co
rresp

o
n

d
in

g
 d

em
an

d
 in

 th
e in

tern
atio

n
al m

ark
ets. 

 M
o

reo
v

er, trad
itio

n
al p

o
licies h

av
e n

o
t fo

cu
sed

 o
n

 in
n

o
v

atio
n

 as a p
reco

n
d

itio
n

 fo
r p

ro
d

u
ctiv

e 
in

v
estm

en
t. T

h
at p

o
in

ts o
u

t to
 th

e ch
o

ice o
f th

e sam
e trad

itio
n

al in
d

u
strial secto

rs w
h

ich
 are alread

y
 

in
 a crisis in

 th
e o

th
er E

u
ro

p
ean

 reg
io

n
s, su

ch
 as steel, p

etro
ch

em
ical an

d
 au

to
m

o
b

ile secto
r, rath

er 
th

an
 to

 n
ew

 p
ro

d
u

ctio
n

s. A
 k

ey
 p

ro
b

lem
 is a lack

 o
f ad

eq
u

ate p
u

b
lic reso

u
rces an

d
 p

o
licy

 fo
cu

s o
n

 
th

e cru
cial p

relim
in

ary
 in

v
estm

en
ts in

 research
, p

ro
fessio

n
al ed

u
catio

n
 an

d
 esp

ecially
 in

 a g
o

o
d

 
d

esig
n

 an
d

 p
lan

n
in

g
 o

f in
n

o
v

ativ
e p

ro
fitab

le in
v

estm
en

t p
ro

jects. 
 In

stitu
tio

n
al in

n
o

v
atio

n
s are also

 req
u

ired
 an

d
 th

ere is a lack
 o

f en
trep

ren
eu

rsh
ip

 an
d

 g
o

v
ern

an
ce 

cap
ab

ilities, 
sin

ce 
p

o
licies 

h
av

e 
m

issed
 

to
 

create 
in

 
th

ese 
reg

io
n

s 
th

o
se 

n
ew

 
in

stitu
tio

n
s 

an
d

 
o

rg
an

izatio
n

s w
h

ich
 co

u
ld

 o
rg

an
ize an

 in
v

estm
en

t an
d

 in
n

o
v

atio
n

 p
o

licy
, as in

d
icated

 ab
o

v
e, sin

ce 
b

o
th

 th
e trad

itio
n

al p
u

b
lic ad

m
in

istratio
n

s, at th
e n

atio
n

al an
d

 at th
e reg

io
n

al lev
el, an

d
 also

 th
e 

rem
ain

in
g

 larg
e m

an
u

factu
rin

g
 firm

s are n
o

t ap
p

ro
p

riate fo
r o

rg
an

izin
g

 larg
e in

v
estm

en
t p

ro
jects 

h
av

in
g
 a co

m
p

lex
 im

p
act in

 th
e u

rb
an

 areas o
r o

n
 th

e territo
ry

 an
d

 req
u

irin
g
 th

e co
llab

o
ratio

n
 w

ith
 

m
an

y
 lo

cal acto
rs. 

  
5

.  
T

h
e g

u
id

elin
es o

f a
 n

ew
 in

d
u

stria
l p

o
licy

. 

 In
 th

is stu
d

y
 w

e h
av

e ex
am

in
ed

 h
o

w
 in

n
o

v
atio

n
 an

d
 in

v
estm

en
ts can

 ch
an

g
e b

o
th

 th
e p

ro
p

en
sity

 to
 

im
p

o
rt an

d
 th

e lev
el o

f ex
p

o
rts an

d
 th

e trad
e-o

ff b
etw

een
 a p

o
licy

 aim
in

g
 to

 an
 ex

p
o

rt led
 g

ro
w

th
 

an
d

 a strateg
y
 o

f in
n

o
v

atio
n

 an
d

 in
v

estm
en

t led
 g

ro
w

th
, fo

cu
sin

g
 o

n
 th

e in
crease o

f th
e in

tern
al 

d
em

an
d

. O
n

 th
e co

n
trary

, o
rth

o
d

o
x

 m
acro

eco
n

o
m

ic p
o

licies fo
cu

s o
n

 th
e su

p
p

ly
 sid

e an
d

 o
n

 th
e 

in
tern

atio
n

al co
m

p
etitiv

en
ess. T

h
u

s  th
ey

 lin
k

 th
e n

atio
n

al g
ro

w
th

 o
n

ly
 to

 th
e g

ro
w

th
 o

f ex
p

o
rt an

d
 

th
ey

 u
n

d
erestim

ate th
e ro

le o
f th

e in
tern

al d
em

an
d

. In
 fact, acco

rd
in

g
 to

 th
e T

h
irlw

all’s m
o

d
el, th

e 
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 g
ro

w
th

 o
f an

 eco
n

o
m

y
 is lim

ited
 b

y
 ex

p
o

rts an
d

 th
e co

n
strain

t o
f th

e eq
u

ilib
riu

m
 o

f th
e b

alan
ce o

f 
p

ay
m

en
t. M

y
 m

o
d

el is d
ifferen

t sin
ce it in

d
icates th

at in
n

o
v

atio
n

 affects th
e in

v
estm

en
ts an

d
 th

ese 
latter p

ro
m

o
te th

e G
D

P
 g

ro
w

th
, first b

y
 ex

p
an

d
in

g
 th

e in
tern

al d
em

an
d

, b
u

t also
 b

y rem
o

v
in

g
 th

e 
co

n
strain

ts o
f th

e b
alan

ce o
f p

ay
m

en
t eq

u
ilib

riu
m

, th
ro

u
g
h

 th
e g

ro
w

th
 o

f th
e ex

p
o

rt cap
ab

ilities an
d

 
th

ro
u

g
h

 th
e d

ecrease o
f im

p
o

rts, in
d

u
ced

 b
y
 
th

e 
g
ro

w
th

 o
f p

ro
d

u
ctio

n
 cap

ab
ilities in

 th
e n

ew
 

p
ro

d
u

ctio
n

s o
rien

ted
 to

 th
e in

tern
al d

em
an

d
. 

 In
 
th

is 
th

eo
retical 

p
ersp

ectiv
e, 

fiscal 
an

d
 
m

o
n

etary
 
p

o
licies 

an
d

 
also

 
th

e 
p

o
licies 

o
f 

stru
ctu

ral 
refo

rm
s are less effectiv

e th
an

 in
d

u
strial p

o
licies in

 p
ro

m
o

tin
g
 a g

ro
w

th
 o

f G
D

P
 an

d
 em

p
lo

ym
en

t, 
esp

ecially
 in

 th
e actu

al situ
atio

n
 o

f E
u

ro
p

ean
 co

u
n

tries.  
 In

 p
articu

lar, th
e trad

itio
n

al K
ey

n
esian

 fiscal p
o

licy
, b

ased
 o

n
 th

e g
ro

w
th

 o
f p

u
b

lic ex
p

en
d

itu
re, is 

in
effectiv

e, sin
ce th

e E
u

ro
p

ean
 U

n
io

n
 can

’t allo
w

 a g
reater flex

ib
ility

 o
f th

e “S
tab

ility
 P

act” o
r less 

fiscal “au
sterity

”, d
u

e to
 th

e h
ig

h
 p

u
b

lic d
eb

t o
f m

an
y
 co

u
n

tries, esp
ecially

 in
 S

o
u

th
ern

 E
u

ro
p

e
x
x
ii. 

 O
n

 th
e o

th
er h

an
d

, also
 th

e m
o

n
etary

 p
o

licy
 o

f “q
u

an
titativ

e easin
g
” h

as p
ro

v
ed

 to
 b

e in
effectiv

e 
b

o
th

 o
n

 in
v

estm
en

t an
d

 also
 o

n
 th

e p
rice lev

el, an
d

 it h
as o

n
ly h

ad
 an

 effect o
n

 th
e ex

ch
an

g
e rate 

an
d

 o
n

 th
e fin

an
cial stab

ility o
f th

e b
an

k
s. In

 fact, in
 a stag

n
atio

n
 situ

atio
n

, w
h

ich
 is sim

ilar to
 th

e 
cases o

f a liq
u

id
ity

 trap
 o

r o
f an

 in
v

estm
en

t fu
n

ctio
n

 rig
id

 w
ith

 resp
ect to

 th
e in

terest rates, a 
d

ecrease o
f th

e m
ark

et in
terest rates o

n
 th

e cap
ital m

ark
ets d

o
es n

o
t h

av
e an

y
 effect alo

n
e o

n
 th

e 
cap

ital ex
p

en
d

itu
re. O

n
 th

e co
n

trary
, an

 in
crease o

f th
e p

riv
ate in

v
estm

en
ts w

o
u

ld
 also

 req
u

ire a 
refo

rm
 o

f th
e b

an
k

in
g
 sy

stem
 an

d
 th

e d
ev

elo
p

m
en

t o
f n

ew
 fin

an
cial in

term
ed

iaries, su
ch

 as a 
N

atio
n

al D
ev

elo
p

m
en

t B
an

k
 (e.g

. K
fw

, B
an

q
u

efran
ce, C

assa D
ep

o
siti e P

restiti), cap
ab

le to
 su

p
p

o
rt 

th
e in

v
estm

en
ts o

f th
e firm

s, d
u

e to
 th

e fact th
at co

m
m

ercial b
an

k
s fin

d
 to

o
 risk

y
 to

 g
iv

e n
ew

 lo
an

s 
an

d
 p

refer to
 in

v
est in

 fin
an

cial assets in
 th

e in
tern

atio
n

al cap
ital m

ark
et. 

 F
in

ally
, also

 th
e so

 called
 “stru

ctu
ral refo

rm
s” are in

su
fficien

t, sin
ce th

ey
 lead

 in
 fact o

n
ly

 to
 a 

d
ecrease 

o
f 

th
e 

co
sts 

an
d

 
act 

o
n

 
th

e 
su

p
p

ly
 

sid
e 

o
f 

th
e 

eco
n

o
m

y
, 

w
h

ile 
th

ey
 

co
n

tract 
th

e 
em

p
lo

y
m

en
t an

d
 lab

o
u

r in
co

m
es an

d
 th

erefo
re co

n
tract th

e in
tern

al ag
g

reg
ate d

em
an

d
, fro

m
 w

h
ich

 
d

ep
en

d
s th

e p
ro

d
u

ctio
n

s o
f m

an
y
 in

d
u

strial an
d

 serv
ice firm

s sellin
g
 o

n
 th

e in
tern

al m
ark

et. In
 

p
articu

lar, th
e p

o
licy

 o
f lab

o
u

r flex
ib

ility d
eterm

in
e a d

ecrease o
f w

ag
es, a g

reater u
n

-secu
rity o

n
 

th
e w

o
rk

in
g
 p

laces an
d

 an
 in

crease o
f co

m
p

an
y
 p

ro
fits an

d
 in

co
m

e d
isp

arities, h
av

in
g
 a n

eg
ativ

e 
im

p
act o

n
 th

e co
n

su
m

p
tio

n
 d

em
an

d
. M

o
reo

v
er, th

e stru
ctu

ral refo
rm

s o
n

 th
e lab

o
u

r m
ark

et d
id

 n
o

t 
h

av
e an

 effect o
n

 lab
o

u
r p

ro
d

u
ctiv

ity
, w

h
ich

 h
as d

ecreased
, sin

ce th
e lab

o
u

r p
ro

d
u

ctiv
ity

 d
ep

en
d

s 
o

n
 th

e cap
ital in

ten
sity an

d
 o

n
 in

v
estm

en
ts, in

n
o

v
atio

n
, co

n
tin

u
o

u
s train

in
g
 o

n
 th

e jo
b

, an
d

 th
at h

as 
b

een
 d

isco
u

rag
ed

 b
y
 a g

reater flex
ib

ility o
f lab

o
u

r an
d

 th
e d

ev
elo

p
m

en
t o

f sh
o

rt term
 an

d
 p

art tim
e 

jo
b

s.    
 T

h
erefo

re, th
e  trad

itio
n

al m
acro

eco
n

o
m

ic p
o

licies h
av

e n
o

t b
een

 cap
ab

le to
 p

ro
m

o
te th

e ex
it fro

m
 

th
e eco

n
o

m
ic crisis an

d
 stag

n
atio

n
. T

h
ey

 h
av

e aim
ed

 o
n

ly to
 a d

ecrease o
f th

e co
sts an

d
 to

 p
ro

m
o

te 
th

e in
tern

atio
n

al co
st co

m
p

etitiv
en

ess an
d

 ex
p

o
rts. T

h
ey h

av
e o

n
ly acted

 o
n

 th
e su

p
p
ly, w

h
ich

 is 
n

o
w

 g
reater w

ith
 resp

ect to
 th

e d
em

an
d

. T
h

ey
 h

av
e ev

en
 lead

 to
 a d

ecrease o
f th

e ag
g

reg
ate d

em
an

d
 

an
d

 
n

o
t 

o
n

ly
 

o
f 

th
e 

p
u

b
lic 

ex
p

en
d

itu
re 

b
u

t 
also

 
o

f 
th

e 
p

riv
ate 

in
v

estm
en

ts 
an

d
 

o
f 

p
riv

ate 
co

n
su

m
p

tio
n

, sin
ce th

ey
 h

av
e d

eterm
in

ed
 a g

reater in
secu

rity
 o

r a lo
w

er th
ru

st o
n

 th
e fu

tu
re, d

u
e to

 
th

e d
ecrease o

f w
ag

es an
d

 em
p

lo
y
m

en
t. 

 T
h

is p
ap

er h
as u

n
d

erlin
ed

 th
at k

ey p
ro

b
lem

 o
f eco

n
o

m
ic g

ro
w

th
 in

 E
u

ro
p

e is th
e reco

v
ery

 o
f 

in
v

estm
en

ts an
d

 th
e ad

o
p

tio
n

 o
f a n

ew
 in

d
u

strial p
o

licy
. T

h
e n

ew
 p

arad
ig

m
 o

f in
n

o
v

atio
n

 im
p

o
ses a 

rad
ical re-o

rien
tatio

n
 o

f th
e ad

o
p

ted
 m

acro
eco

n
o

m
ic p

o
licies an

d
 a ch

an
g

e o
f p

ersp
ectiv

e fro
m

 th
e 

au
sterity

 p
o

licies to
 th

e p
o

licies aim
in

g
 to

 p
ro

m
o

te in
v

estm
en

t an
d

 in
n

o
v

atio
n

. In
 fact, th

e so
o

n
er 

th
e p

o
licies are ch

an
g
ed

 an
d

 th
e so

o
n

er th
e reco

v
ery

 co
u

ld
 start. 
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 A
 “n

ew
 in

d
u

strial p
o

licy
” sh

o
u

ld
 p

ro
m

o
te a ch

an
g
e in

 th
e p

ro
d

u
ctio

n
 stru

ctu
re o

f th
e eco

n
o

m
y
 an

d
 

a d
y
n

am
ic ad

ju
stm

en
t o

f th
e d

em
an

d
 an

d
 o

f th
e su

p
p

ly in
 th

e v
ario

u
s p

ro
d

u
ctio

n
 secto

rs, in
 o

rd
er to

 
create n

ew
 p

ro
d

u
ctio

n
s an

d
 in

crease em
p

lo
ym

en
t an

d
 th

e av
erag

e p
ro

d
u

ctiv
ity

 in
 th

e eco
n

o
m

y
. 

 T
h

e n
ew

 in
d

u
strial p

o
licy

 sh
o

u
ld

 fo
cu

s o
n

 th
e n

ew
 n

eed
s o

f th
e co

n
su

m
ers o

r citizen
s, o

n
 th

e 
creatio

n
 o

f n
ew

 m
ark

ets (“lead
 m

ark
ets”) an

d
 o

n
 th

e creatio
n

 o
f n

ew
 p

ro
d

u
ctio

n
s. M

ark
et fo

rces are 
n

o
t su

fficien
t an

d
 th

e n
ew

 m
ark

ets sh
o

u
ld

 b
e created

,. In
 p

articu
lar, th

ere is th
e n

eed
 to

 d
ev

elo
p

 th
e 

in
tern

al d
em

an
d

 an
d

 th
e d

o
m

estic secto
rs o

f th
e eco

n
o

m
y
. T

h
e n

ew
 m

ark
ets are n

o
t o

n
ly th

o
se in

 
d

istan
t co

u
n

tries, b
u

t rath
er th

e n
ew

 em
erg

in
g

 m
ark

ets o
f p

ro
d

u
cts an

d
 serv

ices, w
h

ich
 are created

 
b

y
 th

e ch
an

g
in

g
 d

em
an

d
 p

attern
s, related

 to
 th

e n
ew

 an
d

 life styles an
d

 n
eed

s b
o

th
 o

f th
e citizen

s 
an

d
 o

f th
e firm

s, in
 p

articu
lar th

o
se in

 th
e u

rb
an

 areas.  
 In

 fact, in
n

o
v

atio
n

 is n
o

t o
n

ly
 m

ad
e b

y
 th

e n
ew

 tech
n

o
lo

g
ies o

r b
y
 th

e im
p

ro
v

ed
 lab

o
u

r sk
ills o

f th
e 

w
o

rk
ers, b

u
t also

 b
y
 th

e o
rig

in
al cap

ab
ility

 to
 id

en
tify

 th
e n

ew
 m

ark
ets o

f n
ew

 p
ro

d
u

ctio
n

s. T
h

ere is 
th

e n
eed

 to
 d

ev
elo

p
 th

e in
tern

al d
em

an
d

 o
f co

llectiv
e g

o
o

d
s an

d
 to

 ad
o

p
t stru

ctu
ral in

terv
en

tio
n

s in
 

th
e 

eco
n

o
m

y
 

in
 

o
rd

er 
to

 
p

ro
m

o
te 

th
e 

eco
n

o
m

ic 
an

d
 

so
cial 

ch
an

g
e, 

th
e 

in
n

o
v

atio
n

 
an

d
 

th
e 

im
p

ro
v

em
en

t o
f th

e q
u

ality
 o

f life. 
 A

 n
ew

 in
d

u
strial p

o
licy sh

o
u

ld
 b

e d
em

an
d

 d
riv

en
 an

d
 o

rg
an

ized
 acco

rd
in

g
 to

 selected
 n

ew
 m

ark
ets 

(lea
d

-m
a

rk
ets) 

an
d

 
n

o
t 

an
y
 

m
o

re 
acco

rd
in

g
 

to
 

th
e 

trad
itio

n
al 

v
ertical 

secto
rs 

an
d

 
sp

ecific 
tech

n
o

lo
g
ies 

(i.e 
h

ig
h

 
tech

 
secto

rs). 
N

eith
er. 

it 
sh

o
u

ld
 
co

n
sid

er 
o

n
ly

 
th

e 
m

an
u

factu
rin

g
 
secto

r 
(in

d
u

stria
l co

m
p

a
ct), w

h
ile it sh

o
u

ld
 co

n
sid

er ex
p

licitly also
 th

e serv
ice secto

rs an
d

 esp
ecially

 th
o

se 
related

 to
 th

e in
frastru

ctu
re n

etw
o

rk
s. It sh

o
u

ld
 n

o
t b

e o
rg

an
ized

 acco
rd

in
g
 to

 in
d

iv
id

u
al co

m
p

an
ies 

an
d

 co
n

sists in
 th

e su
p

p
o

rt o
f th

e larg
e firm

s w
ith

 strateg
ic im

p
o

rtan
ce (n

a
tio

n
a

l ch
a

m
p

io
n

s) o
r in

 
th

e su
p

p
o

rt o
f th

e d
yn

am
ic m

ed
iu

m
 size firm

s o
r in

 th
e d

efen
ce an

d
 in

 th
e fin

an
cial m

erg
ers o

f th
e 

sm
all firm

s. 
 O

n
 th

e co
n

trary
, th

ere is th
e n

eed
 fo

r a tig
h

ter in
teg

ratio
n

 o
f th

e m
o

st in
n

o
v

ativ
e firm

s, w
h

ich
 w

an
t 

to
 ex

p
an

d
, w

ith
 th

e o
th

er firm
s o

f th
e territo

ry
 in

 th
e fram

ew
o

rk
 o

f th
e resp

ectiv
e clu

sters, su
p

p
ly

 
ch

ain
s an

d
 in

n
o

v
atio

n
 n

etw
o

rk
s. A

 d
ev

elo
p

m
en

t strateg
y
 req

u
ires th

at th
e in

n
o

v
ativ

e firm
s sh

o
u

ld
 

co
llab

o
rate w

ith
 o

th
er k

ey
 p

artn
ers, su

ch
 as th

e w
o

rk
ers an

d
 th
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e b
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 b
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 d
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t p
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 d
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e m
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 d
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en
t h
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e ro

le o
n
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e G

D
P
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ro

w
th
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h

e g
ro

w
th

 o
f ex

p
o
rts h

as b
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w

er th
an

 th
e 

g
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w
th

 o
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p
o
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ran
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h

ile in
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 th
e d

eclin
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p

o
rts h

as h
ad

 a g
reater co

n
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u
tio

n
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D

P
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ro
w
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 th
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e g
ro

w
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 o
f ex

p
o
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in
ally
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n
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e U
n

ited
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g
d

o
m

, w
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ere th
e G

D
P
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as g
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, th
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are o
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en
ts o

n
 th

e G
D

P
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as d
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n
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p

tio
n
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o
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le o

n
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D
P
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et ex
p
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ese d
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n
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D
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n
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al d
em

an
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o
re im
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e U
S

 an
d

 U
K

, th
e d

ata d
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v
estm
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o
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n
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D
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d
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o
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n
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p
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o
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p
o
rtan
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f th
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al d
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d
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p
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n
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 d
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e d
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 d
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D
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D
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 b
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e d
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 b
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e d
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 b
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t p
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ciety

 fo
r In

d
u

strial E
co

n
o
m

ics an
d

 P
o
licy

 (w
w

w
.siep

i.o
rg

) an
d

 it h
as p

u
b

lish
ed

 tw
o
 e-b

o
o
k

s (C
ap

p
ellin

 
et al. in

 2
0
1

4
 an

d
 in

 2
0
1

5
. T

h
e au

th
o
r w

ish
 to

 th
an

k
 th

e co
-au

th
o
rs o

f th
ese p

u
b

licatio
n

s, fo
r h

av
in

g
 sh

ared
 th

e th
eo

retical ap
p

ro
ach

 an
d

 th
e m

ain
 

p
o
licy

 g
u

id
elin

es in
d

icated
 in

 th
is p

ap
er.   

 iii In
 fact, w

h
en

 b
o
th

 th
e b

alan
ce o

f p
ay

m
en

t an
d

 th
e b

alan
ce o

f trad
e  are in

 eq
u
ilib

riu
m

, fo
reig

n
 in

v
esto

rs m
ay

 d
o
 g

ree
n
fie

ld
 in

v
estm

en
ts o

r p
u

rch
ase 

n
atio

n
al firm

s, h
o
w

ev
er th

at w
o
u

ld
 b

e co
m

p
en

sated
 b

y
 th

e ex
p

o
rts o

f cap
ital to

 ab
ro

ad
 b

y
 n

atio
n
al acto

rs, th
u

s leav
in

g
 also

 th
e b

alan
ce o

f cap
ital in

 
eq

u
ilib

riu
m

. 

 iv T
h

e eq
u

atio
n

 (1
5

) in
d
icates a d

ifferen
t in

terp
retatio

n
 o

f th
e T

h
irlw

all’s law
, w

h
ich

 d
o
es n

o
t ex

p
lain

 th
e actu

al g
ro

w
th

 rate o
f G

D
P

, as th
is latter can

 

in
 fact b

e d
eterm

in
ed

 b
y
 m

an
y
 o

th
er facto

rs, b
u

t it m
ay

 in
stead

 in
d

icate th
e lev

els o
f G

D
P

 an
d

 im
p

o
rts, w

h
ich

 are feasib
le acco

rd
in

g
 to

 th
e co

n
d

itio
n
 

o
f th

e eq
u

ilib
riu

m
 in

 th
e b

alan
ce o

f p
ay

m
en

t, in
 th

e case o
f a g

iv
en

 g
ro

w
th

 o
f ex

p
o
rts. In

 p
articu

lar, th
e T

h
irlw

all’s law
 m

ay
 n

o
t b

e u
sed

 in
 o

rd
er to
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in
d

icate th
e g

ro
w

th
 rate o

f G
D

P
, w

h
ich

 is d
eterm

in
ed

 b
y
 an

 ex
o
g
en

o
u

s g
ro

w
th

 o
f ex

p
o
rts, b

u
t it can

 b
e in

terp
reted

 in
 a n

o
rm

ativ
e p

ersp
ectiv

e, as 
in

d
icatin

g
 th

e lev
el o

f th
e p

ro
p

en
sity

 to
 im

p
o
rt, to

 b
e ach

iev
ed

 th
ro

u
g
h

 sp
ecific stru

ctu
ral p

o
licies, in

 o
rd

er to
 allo

w
 an

 in
crease o

f  th
e G

D
P

 g
ro

w
th

 
rate, g

iv
en

 an
 ex

o
g
en

o
u

s g
ro

w
th

 o
f ex

p
o
rts. In

 p
articu

lar, n
ew

 recen
t ev

id
en

ce h
ig

h
lig

h
ts so

m
e d

o
u

b
ts o

n
 th

e w
id

ely
 sh

ared
 b

elief th
at th

e G
D

P
 

g
ro

w
th

 m
ay

 d
ep

en
d

 o
n

 th
e g

ro
w

th
 o

f ex
p

o
rts, esp

ecially
 in

 th
e case o

f larg
e co

u
n

tries o
r o

f an
 area su

ch
 as th

e E
u

ro
p

ean
 U

n
io

n
, as th

e g
ro

w
th

 o
f 

ex
p

o
rts m

ay
 b

eco
m

e lo
w

er th
at th

e g
ro

w
th

 o
f G

D
P

 at th
e g

lo
b

al lev
el. In

 fact, th
e C

P
B

 W
o
rld

 T
rad

e M
o
n
ito

r Ju
n
e 2

0
1

5
 o

f th
e N

eth
erlan

d
s B

u
reau

 fo
r 

E
co

n
o
m

ic P
o
licy

 A
n

aly
sis rep

o
rts th

at in
 Ju

n
e 2

0
1
5

, th
e w

o
rld

 trad
e d

o
w

n
 0

.5
%

 in
 2

0
1
5

Q
2
, fo

llo
w

in
g
 a 1

.5
%

 d
eclin

e in
 2

0
1
5

Q
1

, w
h

ile th
e w

o
rld

 
in

d
u
strial p

ro
d
u

ctio
n

 u
p

 0
.1

%
 in

 2
0

1
5

Q
2
, fo

llo
w

in
g
 a 0

.3
%

 in
crease in

 2
0
1

5
Q

1
. T

h
at m

ay
 b

e in
terp

reted
 as th

e u
n

w
in

d
in

g
 o

f a d
ecad

es-o
ld

 ru
le th

at 
saw

s trad
e g

ro
w

s at tw
ice th

e rate o
f th

e g
lo

b
al eco

n
o
m

y
. A

 reaso
n

 is th
at m

an
u

factu
rers h

av
e d

ecid
ed

 to
 sh

o
rten

 th
eir g

lo
b

al su
p
p

ly
 ch

ain
s an

d
 b

rin
g
 

p
ro

d
u
ctio

n
 clo

ser to
 h

o
m

e as p
art o

f a “n
earsh

o
rin

g
” an

d
 ev

en
 “resh

o
rin

g
” m

o
v
em

en
t. 

 v T
h

is m
o
d

el b
u

ild
s o

n
 a p

rev
io

u
s m

o
d
el (C

ap
p

ellin
, 2

0
1

4
), w

h
ich

 co
n

sid
ered

 th
e ro

le o
n

 th
e in

tern
al su

p
p

ly
 an

d
 o

f th
e secto

ral u
n

it co
sts b

y
 a ch

an
g
e 

in
 th

e d
istrib

u
tio

n
 o

f in
v
estm

en
t an

d
 th

e lab
o
u

r p
ro

d
u

ctiv
ity

, w
h

en
 th

e en
tire sp

ectru
m

 o
f p

ro
d

u
ctio

n
 secto

rs in
 th

e eco
n

o
m

y
 is co

n
sid

ered
. T

h
is 

m
o
d

el, w
h

ile reach
in

g
 sim

ilar p
o
licy

 co
n

clu
sio

n
s, d

id
 n

o
t ex

p
licitly

 co
n

sid
er th

e ro
le o

f fo
reig

n
 d

em
an

d
, as th

e m
o
d

el illu
strated

 in
 th

is p
ap

er. 

 v
iv
i In

 fact, a p
erm

an
en

t d
eficit o

f th
e b

alan
ce o

f p
ay

m
en

t w
o
u

ld
 in

d
icate th

at a co
u
n

try
 co

n
tin

u
o
u

sly
 in

creases its fo
reig

n
 d

eb
t, b

y
 h

av
in

g
 an

 in
tern

al 

d
em

an
d

 g
reater th

an
 th

e in
tern

al su
p
p
ly

, an
d

 th
at is n

o
t su

stain
ab

le sin
ce th

e fo
reig

n
 cred

ito
rs m

ay
 o

n
ce d

ecid
e to

 w
ith

d
raw

 th
eir lo

an
s o

r p
reten

d
 to

 
ex

ch
an

g
e th

em
 fo

r real p
ro

p
erties in

 th
e co

n
sid

ered
 co

u
n

try
. O

n
 th

e o
th

er h
an

d
, a p

erm
an

en
t su

rp
lu

s o
f th

e b
alan

ce o
f p

ay
m

en
t w

o
u

ld
 lead

 to
 a 

co
n

tin
u

o
u

s in
crease o

f o
fficial reserv

es o
f th

e C
en

tral B
an

k
, w

h
ich

 m
ay

 b
e ap

p
ro

p
riate acco

rd
in

g
 to

 a “m
ercatilistic” id

eo
lo

g
y
 o

r fo
r in

creasin
g
 

in
tern

atio
n
al p

o
litical p

o
w

er, b
u

t it is n
o
t eco

n
o
m

ically
 co

n
v
en

ien
t sin

ce th
e co

u
n

try
 co

u
ld

 eith
er in

crease th
e p

u
b

lic d
eficit o

r in
crease th

e p
riv

ate 

in
v
estm

en
t an

d
 th

at w
o
u

ld
 lead

 to
 a g

reater G
D

P
 an

d
 w

ell-b
ein

g
 fo

r th
e citizen

s .  
 v
ii N

O
T

E
: 

 fro
m

 Δ
X

/Δ
I  - Δ

M
/Δ

I  =
 k

1
 -

 ck
1

 +
 m

ck
1

 - k
1 s +

 k
1 sc - k

1 sm
c - m

c - m
ck

1  +
 m

csk
1  - m

2csk
2 +

 m
k

2 s - m
k

2
sc +

 m
2csk

2   
 Δ

X
/Δ

I  - Δ
M

/Δ
I  =

 k
1

 -
 ck

1
 - m

c –
 (+

 k
1 s - k

1 sc - m
k

2 s +
 m

k
2 sc) 

 Δ
X

/Δ
I  - Δ

M
/Δ

I  =
 k

1  (1
 - c) –

 m
c –

 s (k
1  (1

 - c) - m
 k

2
 +

 m
k

2 c) 

 Δ
X

/Δ
I  - Δ

M
/Δ

I  =
 k

1  (1
 - c) –

 m
c –

 s (k
1  (1

 - c) - m
 k

2
 (1

 - c)) 

 th
erefo

re 
 δ
  (Δ

X
/Δ

I  - Δ
M

/Δ
I) / δ

 s =
 - ( k

1  (1
 - c) - m

 k
2
 (1

 - c)) >
 =

 <
 0

   

 v
iii N

O
T

E
: 

 C
a

se A
. In

 th
e case (s=

0
) th

e b
alan

ce o
f p

ay
m

en
t (eq

u
atio

n
 2

2
) w

o
u

ld
 b

e n
eg

ativ
e if  

 Δ
X

/Δ
I
 s=

0   - Δ
M

/Δ
I
 s=

0   =
 k

1  - m
 c (1

 +
 k

1
 ) / (1

- c +
 m

c) <
 0

  o
r 

 k
1

 (1
- c +

 m
c) <

 m
 c (1

 +
 k

1
 ) o

r 
 k

1
 <

 m
 c/(1

- c) 
 In

 th
is case th

e v
alu

e o
f th

e b
alan

ce o
f p

ay
m

en
t d

o
es n

o
t d

ep
en

d
 o

n
 th

e k
2

 sin
ce n

o
 in

v
estm

en
t is allo

cated
 to

 th
e d

o
m

estic secto
r. T

h
u

s, th
e lo

w
er is 

(k
1 )

 an
d

 th
e h

ig
h

er is (m
) an

d
 (c), th

e h
ig

h
er th

e p
ro

b
ab

ility
 o

f a n
eg

ativ
e b

alan
ce o

f p
ay

m
en

t if th
e in

v
estm

en
t is sh

ifted
 to

w
ard

 th
e ex

p
o
rtin

g
 secto

r. 
In

 p
articu

lar if k
1

 =
 0

 o
r is v

ery
 lo

w
, an

 in
crease o

f th
e in

v
estm

en
t in

 th
e ex

p
o
rtin

g
 secto

r (s=
0

) w
o
u

ld
 n

o
t d

eterm
in

e an
y
 in

crease o
f ex

p
o
rts an

d
 it 

w
o
u

ld
 in

stead
 in

crease th
e in

tern
al d

em
an

d
 an

d
 th

en
 also

 th
e im

p
o
rt, d

u
e to

 th
e v

alu
e o

f th
e in

co
m

e m
u

ltip
lier, th

u
s lead

in
g
 to

 a d
eficit o

f th
e b

alan
ce 

o
f p

ay
m

en
t, as in

d
icated

 b
elo

w
: 

 Δ
X

/Δ
I  - Δ

M
/Δ

I  =
 - m

 c / (1
- c +

 m
c) <

 0
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 C
a

se B
. O

n
 th

e co
n

trary
, if k

1
 is v

ery
 h

ig
h

 an
d

 w
e are clo

se to
 s=

0
 clearly

 an
 in

crease o
f th

e in
v
estm

en
t in

 th
e ex

p
o
rtin

g
 secto

r w
o
u

ld
 g

reatly
 

co
n

trib
u

te to
 th

e ex
p

o
rts. M

o
reo

v
er, if th

e v
alu

e o
f th

e p
ro

p
en

sity
 to

 co
n

su
m

e w
o
u

ld
 b

e v
ery

 lo
w

, th
e in

co
m

e m
u

ltip
lier w

o
u

ld
 b

e lo
w

 an
d

 th
e 

in
crease o

f G
D

P
, co

n
su

m
p

tio
n

 an
d

 im
p

o
rts w

o
u

ld
 b

e sm
aller. T

h
e in

crease o
f th

e im
p

o
rts w

o
u

ld
 b

e ev
en

 lo
w

er if th
e p

ro
p

en
sity

 to
 im

p
o
rt (m

) is lo
w

. 
T

h
u

s, th
e fin

al n
et im

p
act o

f an
 in

crease o
f in

v
estm

en
t in

 th
e ex

p
o
rtin

g
 secto

r w
o
u

ld
 b

e a su
rp

lu
s o

f th
e b

alan
ce o

f p
ay

m
en

t, if k
1

 is v
ery

 h
ig

h
 o

r as 
in

d
icated

 ab
o
v
e w

h
en

:  

 k
1

 >
 m

 c/(1
- c) 

 C
a

se C
. In

 th
e o

p
p

o
site situ

atio
n

, w
h

en
 s=

1
. If k

2
 is v

ery
 h

ig
h

, th
e ex

p
ressio

n
 (2

3
) ap

p
lies. T

h
en

, th
e in

v
estm

en
t is allo

cated
 all to

 th
e d

o
m

estic secto
r 

(s=
1

). T
h

at w
o
u

ld
 in

crease th
e p

ro
d
u
ctio

n
 (Y

) an
d

 in
crease th

e in
tern

al d
em

an
d

 an
d

 th
e im

p
o
rt. H

o
w

ev
er, an

 in
crease o

f in
v
estm

en
t in

 th
e d

o
m

estic 
secto

r (I
2 ) an

d
 o

f th
e p

ro
d

u
ctio

n
 o

f th
is secto

r (Y
2 ) w

o
u

ld
 also

 d
eterm

in
e a co

rresp
o
n

d
in

g
 d

ecrease o
f th

e co
n

su
m

p
tio

n
 o

f th
e ex

p
o
rt g

o
o
d

 (C
1 ) an

d
 o

f 
th

e im
p

o
rts an

d
 th

at w
o
u

ld
 h

av
e a p

o
sitiv

e effect o
n

 th
e b

alan
ce o

f p
ay

m
en

t.  
 T

h
en

, co
n

sid
erin

g
 th

e (2
3

), th
e v

alu
e o

f th
e b

alan
ce o

f p
ay

m
en

t w
o
u

ld
 b

e p
o
sitiv

e if  
 Δ

X
/Δ

I
 s=

1   - Δ
M

/Δ
I
s=

1   =
  –

 m
 c (1

 +
 m

 k
2
 )

 / (1
- c +

 m
c) +

 m
 k

2
  >

 0
   

 m
 k

2
  >

 m
 c (1

 +
 m

 k
2
 )

 / (1
- c +

 m
c) 

 (1
- c +

 m
c) m

 k
2
  >

 m
 c +

 m
2 c k

2
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m
 k

2
  - c m

 k
2

  +
 m

2 k
2
 c

  >
 m

 c +
 m

2 c k
2

   
 m

 k
2
  (1

 –
 c) >

 m
 c 

 k
2

  >
 c/ (1

-c)  
 

 
 

 
 

 
 

 
 

 
(2

5
 

 T
h

e p
o
sitiv

e effect o
n

 th
e b

alan
ce o

f p
ay

m
en

t o
f an

 in
crease in

 th
e in

v
estm

en
t in

 th
e d

o
m

estic g
o
o
d

 is h
ig

h
er, w

h
en

 th
e p

ro
p

en
sity

 to
 co

n
su

m
e (c) an

d
 

th
e in

co
m

e m
u

ltip
lier are lo

w
, so

 th
at an

 in
crease o

f C
2

 w
o
u

ld
 n

o
t d

eterm
in

e a to
o
 g

reat in
crease o

f G
D

P
 an

d
 th

en
 o

f th
e im

p
o
rts. T

h
erefo

re, if s=
1
 an

d
 

all in
v
estm

en
t is u

sed
 in

 th
e d

o
m

estic secto
r, th

e co
n

d
itio

n
 fo

r a p
o
sitiv

e b
alan

ce o
f p

ay
m

en
t req

u
ires an

 h
ig

h
 p

ro
d
u

ctiv
ity

 o
f in

v
estm

en
t in

 th
e 

d
o
m

estic secto
r (k

2 )
 an

d
 a lo

w
 p

ro
p

en
sity

 to
 co

n
su

m
e

 (c). 
 C

a
se D

. O
n

 th
e co

n
trary

, if s=
1
 an

d
 if k

2
 is sm

all, an
 in

crease o
f in

v
estm

en
t in

 th
e d

o
m

estic secto
r w

o
u

ld
 o

n
ly

 d
eterm

in
e a sm

all in
crease o

f th
e 

p
ro

d
u
ctio

n
 o

f th
e d

o
m

estic secto
r (Y

2 ) an
d

 th
at w

o
u

ld
 d

eterm
in

e a co
rresp

o
n
d

in
g
 sm

all d
ecrease o

f th
e co

n
su

m
p

tio
n

 o
f th

e ex
p

o
rt g

o
o
d

 (C
1 ) an

d
 a 

sm
all d

ecrease o
f th

e im
p

o
rts. T

h
is effect is h

ig
h

er if th
e m

arg
in

al p
ro

p
en

sity
 to

 co
n

su
m

e (c) an
d

 o
f th

e in
co

m
e m

u
ltip

lier are v
ery

 h
ig

h
. T

h
u

s, th
e 

fin
al n

et im
p
act o

f th
e in

v
estm

en
t w

o
u

ld
 b

e a d
eficit o

f th
e b

alan
ce o

f p
ay

m
en

t. 
 In

 fact, w
h

en
 th

e b
alan

ce o
f p

ay
m

en
t is n

eg
ativ

e fro
m

 eq
u
atio

n
 (2

3
):  

 Δ
X

/Δ
I
 s=

1   - Δ
M

/Δ
I
s=

1   =
  –

 m
 c (1

 +
 m

 k
2
 )

 / (1
- c +

 m
c) +

 m
 k

2
  <

 0
   

 F
ro

m
 th

e an
aly

sis in
d
icated

 in
 th

e case C
 w

e m
ay

 o
b

tain
:  

 k
2

  <
 c/ (1

-c) 
 T

h
ese fo

u
r cases can

 b
e su

m
m

arized
 w

ith
 th

e fo
llo

w
in

g
 tab

le: 
 

s  =
 0

 
s  =

 1
 

 
S

u
rp

lu
s o

f B
alan

ce o
f P

ay
m

en
t 

C
ase B

 
k

1
 >

 m
 c/(1

- c) 
k

1
 h

ig
h
 

c lo
w

 
m

 lo
w

 

 
S

u
rp

lu
s o

f B
alan

ce o
f P

ay
m

en
t 

C
ase C

 
k

2
  >

 c/(1
-c) 

k
2

 h
ig

h
 

c lo
w

 
 

D
eficit o

f B
alan

ce o
f P

ay
m

en
t 

C
ase A

 
k

1
 <

 m
 c/(1

- c) 
k

1
 lo

w
 

c h
ig

h
 

m
 h

ig
h
 

D
eficit o

f B
alan

ce o
f P

ay
m

en
t 

C
ase D

 
k

2
  <

 c/(1
-c) 

k
2

 lo
w

 
c h

ig
h
 

 

 T
h

ese fo
u

r cases can
 also

 b
e rep

resen
ted

 in
 th

e fig
u

re 1
. 

 ix In
 p

articu
lar, if th

e b
alan

ce o
f p

ay
m

en
t is p

o
sitiv

e, w
h

en
 th

e G
D

P
 h

as reach
ed

 th
e h

ig
h

est lev
el, th

en
 th

e b
est m

acro
eco

n
o
m

ic p
o
licy

 w
o
u

ld
 b

e to
 

d
ecrease th

e su
rp

lu
s o

f th
e b

alan
ce o

f p
ay

m
en

t b
y
 in

creasin
g
 th

e v
alu

e o
f th

e p
u
b

lic ex
p

en
d

itu
re (G

), an
d

 th
at w

o
u

ld
 lead

 to
 a fu

rth
er in

crease o
f 

G
D

P
. 

 x 
T

h
e recen

t ev
o

lu
tio

n
 seem

s to
 in

d
icate th

at in
v
estm

en
t is ju

st eq
u
al o

r ev
en

 lo
w

er to
 d

ep
reciatio

n
. In

 th
is case, th

e G
D

P
 g

ro
w

th
 w

o
u

ld
 b

e 

d
eterm

in
ed

 o
n

ly
 b

y
 th

e g
rad

u
al in

crease o
f p

ro
d

u
ctiv

ity
 o

f th
e ex

istin
g
 em

p
lo

y
m

en
t, d

u
e to

 learn
in

g
 b

y
 d

o
in

g
 p

ro
cesses. S

in
ce it is n

atu
ral th

at so
m

e 
firm

s clo
se, th

e lack
 o

f ad
eq

u
ate in

v
estm

en
t w

o
u

ld
 h

in
d

er th
e creatio

n
 o

f n
ew

 firm
s, th

u
s lead

in
g
 to

 a n
et d

ecrease o
f em

p
lo

y
m

en
t an

d
 p

ro
d
u

ctio
n

. 
T

h
e fin

al resu
lt w

o
u

ld
 b

e a stag
n
atio

n
 o

f G
D

P
 o

r a v
ery

 slo
w

 g
ro

w
th

, as it is in
 fact actu

ally
 o

ccu
rrin

g
 in

 th
e W

estern
 w

o
rld

. 

 x
i T

h
u

s, th
ere is th

e n
eed

 to
 o

v
erco

m
e th

e “b
arriers to

 en
try

” in
to

 th
e n

ew
 p

ro
d

u
ctio

n
s an

d
 th

ese latter m
ay

 b
e rep

resen
ted

, in
 a m

icro
eco

n
o
m

ic m
o
d

el, 

as th
e co

n
d
itio

n
 th

at th
e d

em
an

d
 sch

ed
u

le sh
o
u

ld
 b

e h
ig

h
er th

an
 th

e av
erag

e co
st. O

th
erw

ise, in
 a fin

an
cial p

ersp
ectiv

e, th
e in

v
estm

en
t in

 th
ese n

ew
 

p
ro

d
u
ctio

n
 sh

o
u

ld
 satisfy

 th
e co

n
d

itio
n

 th
at th

e ex
p

ected
 in

tern
al rate o

f retu
rn

 (IR
R

, w
h

ich
 eq

u
ates th

e alg
eb

raic su
m

m
atio

n
 o

f th
e d

isco
u
n

ted
 flo

w
s 

o
f th

e ex
p

ected
 fu

tu
re rev

en
u

es an
d
 co

sts, tak
en

 in
to

 acco
u
n

t th
eir lev

el o
f risk

) is g
reater th

an
 th

e in
terest rate o

f th
e lo

an
 o

r o
f th

e co
st o

f cap
ital to

 
fin

an
ce th

e in
v
estm

en
t. M

o
reo

v
er, in

 a m
acro

eco
n

o
m

ic p
ersp

ectiv
e, th

e eq
u
ilib

riu
m

 b
etw

een
 in

v
estm

en
t an

d
 th

e in
tern

al an
d

 fo
reig

n
 sav

in
g
 is in

su
red

 
b

y
 th

e eq
u
ilib

riu
m

 b
etw

een
 th

e in
tern

al rate o
f retu

rn
 o

f th
e in

v
estm

en
t (IR

R
) an

d
 th

e in
terest rates (r) d

em
an

d
ed

 b
y
 b

o
th

 in
tern

al an
d
 fo

reig
n

 sav
ers 

an
d

 in
v
esto

rs. H
o
w

ev
er, it m

u
st b

e u
n
d

erlin
ed

 th
at w

h
en

 th
e cu

rren
t acco

u
n
t b

alan
ce is eq

u
ilib

riu
m

, as in
d

icated
 b

y
 eq

u
atio

n
 (1

2
) in

 th
e m

o
d

el ab
o
v
e, 

all in
v
estm

en
t can

 b
e fin

an
ced

 w
ith

 in
tern

al sav
in

g
. 

 x
ii T

h
ere are certain

ly
 v

ario
u

s reaso
n

s w
h

ich
 create o

b
stacles to

 n
ew

 in
v
estm

en
ts in

 th
e v

ario
u

s sp
ecific p

erio
d

s, secto
rs an

d
 reg

io
n

s. H
o
w

ev
er th

e fact 

th
at at least a m

in
o
rity

 o
f firm

s is alm
o
st alw

ay
s d

o
in

g
 in

v
estm

en
t im

p
lies th

at so
m

e firm
s h

av
e th

o
se in

n
o
v
atio

n
 cap

ab
ilities w

h
ich

 allo
w

 to
 

o
v
erco

m
e th

ese o
b

stacles to
 in

v
estm

en
t. T

h
u

s, th
e k

ey
 p

ro
b

lem
 is to

 in
crease th

e in
n

o
v
atio

n
 cap

ab
ilities o

f th
e rem

ain
in

g
 firm

s. 

 x
iii T

h
is m

o
d

el b
u
ild

s o
n

 a p
rev

io
u

s m
o
d

el (C
ap

p
ellin

, 2
0

1
4

). T
h

e tw
o
 m

o
d

els are co
m

p
lem

en
tary

 an
d

 ad
o
p

t a sim
ilar th

eo
retical ap

p
ro

ach
 an

d
 th

ey
 

b
o
th

 u
n

d
erlin

es th
e ro

le o
f in

d
u

strial p
o
licies in

 p
ro

m
o
tin

g
 in

v
estm

en
t an

d
 g

ro
w

th
. H

o
w

ev
er, w

h
ile th

e p
rev

io
u

s m
o
d

el d
id

 fo
cu

s o
n

 th
e su

p
p

ly
 sid

e in
 

a clo
sed

 eco
n

o
m

y
, th

is m
o
d

el fo
cu

ses o
n

 th
e d

em
an

d
 sid

e an
d
 it co

n
sid

ers th
e co

n
strain

t o
f th

e b
alan

ce o
f p

ay
m

en
t eq

u
ilib

riu
m

. T
h

e first m
o
d

el 
co

n
sid

ers th
e b

arriers to
 en

try
 in

 th
e in

d
iv

id
u
al secto

rs an
d

 th
e ch

an
g
e in

 th
e secto

ral stru
ctu

re o
f th

e eco
n

o
m

y
. T

h
is m

o
d

el co
n

sid
ers th

e ro
le o

f 
in

v
estm

en
ts an

d
 in

n
o
v
atio

n
 b

o
th

 o
n

 th
e p

ro
d

u
ctio

n
 o

f th
e ex

p
o
rt secto

rs an
d

 o
n

 th
e d

o
m

estic secto
rs, w

h
ich

 can
 su

b
stitu

te th
e im

p
o
rts an

d
 in

su
re th

e 
eq

u
ilib

riu
m

 o
f th

e b
alan

ce o
f p

ay
m

en
t. W

h
ile th

e first m
o
d

el fo
cu

ses o
n

 th
e ro

le o
f th

e in
d
u

strial p
o
licy

 o
n

 th
e secto

ral su
p

p
ly

, th
is m

o
d

el fo
cu

ses o
n

 
th

e im
p
act o

f th
e in

d
u

strial p
o
licy

 o
n

 th
e m

acro
eco

n
o
m

ic d
em

an
d

.  
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x
iv In

 p
articu

lar th
e ch

aracteristics o
f th

e fiv
e n

ew
 p

ro
d

u
ctio

n
s in

d
icated

 ab
o
v
e can

 b
e ex

em
p

lified
 w

ith
 th

e sp
ecific case o

f a p
ro

ject o
f creatio

n
 o

f 

b
ro

ad
b

an
d

 n
etw

o
rk

s in
 th

e v
ario

u
s m

etro
p

o
litan

 areas an
d

 rem
o
te reg

io
n

s o
f a co

u
n

try
 o

r w
ith

 th
e case o

f th
e im

p
ro

v
em

en
t o

f co
m

m
u

tin
g
 tran

sp
o
rt o

n
 

rail an
d
 ro

ad
 w

ith
in

 th
e v

ario
u

s reg
io

n
s.  

 x
v T

h
u

s, th
e in

tern
al E

u
ro

p
ean

 m
ark

et, w
h

ich
 rep

resen
ts 5

0
0

 m
illio

n
 o

f co
n

su
m

ers, rep
resen

ts an
 altern

ativ
e to

 th
e n

ew
 m

ark
ets in

 d
istan

t co
u
n

tries, 
an

d
 th

e d
riv

er o
f th

e g
ro

w
th

 o
f th

e E
u
ro

p
ean

 firm
s m

ay
 b

e rep
resen

ted
 b

y
 th

e d
em

an
d
 o

f n
ew

 p
ro

d
u

cts an
d

 serv
ices, w

h
ich

 is related
 to

 th
e in

creasin
g
 

so
p

h
isticated

 n
eed

 o
f th

e citizen
s an

d
 th

e firm
s.  

 x
v
i In

 p
articu

lar, th
e p

ro
jects im

p
ly

 th
e tig

h
t co

llab
o
ratio

n
 b

etw
een

 th
e larg

e firm
s w

h
ich

 p
ro

v
id

e th
e co

llectiv
e serv

ices an
d
 m

an
y
 o

th
er acto

rs, su
ch

 

as th
e u

sers, as in
d
icated

 ab
o
v
e, co

n
su

m
ers, th

e co
m

p
an

ies co
n

stru
ctin

g
 th

e in
frastru

ctu
res an

d
 th

e p
ro

d
u
cers o

f th
e req

u
ired

 cap
ital g

o
o
d

s an
d
 

tech
n

o
lo

g
ies, m

an
y
 o

th
er firm

s w
h

ich
 p

ro
d
u

ce g
o
o
d

s an
d

 serv
ices w

h
ich

 are co
m

p
lem

en
tary

 eith
er in

 p
ro

d
u

ctio
n
 o

r in
 th

e u
se, th

e b
an

k
s fin

an
cin

g
 th

e 
larg

e req
u

ired
 in

v
estm

en
ts an

d
 th

e in
stitu

tio
n

s, w
h

ich
 p

erfo
rm

 th
e ro

le o
f reg

u
lato

rs.  

 x
v
ii In

 th
is p

ersp
ectiv

e th
e lack

 o
f cap

ab
ility

 b
y
 th

e S
M

E
s in

 u
n
d

ertak
in

g
 m

ajo
r in

v
estm

en
ts d

ep
en

d
s also

 fro
m

 th
e fact th

at th
e in

d
iv

id
u
al firm

 d
o
es 

n
o
t p

articip
ate to

 in
n

o
v
atio

n
 n

etw
o
rk

s w
ith

 o
th

er firm
s o

f th
e sam

e clu
ster o

r o
f th

e resp
ectiv

e su
p

p
ly

 ch
ain

 an
d

 o
f th

eir reg
io

n
al an

d
 lo

cal in
n

o
v
atio

n
 

sy
stem

, w
ith

in
 w

h
ich

 th
o
se in

teractiv
e learn

in
g
 p

ro
cesses co

u
ld

 d
ev

elo
p

 lead
in

g
 to

 th
e d

ev
elo

p
m

en
t o

f creativ
ity

 an
d

 in
n

o
v
atio

n
. 

 x
v
iii In

 fact, o
n

ly
 a p

relim
in

ary
 in

v
estm

en
t in

 tech
n

ical, eco
n

o
m

ic an
d

 fin
an

cial d
esig

n
 allo

w
s to

 co
n

tain
 th

e risk
s o

f a to
o

 lo
n

g
 tim

e o
f ex

ecu
tio

n
 o

f 

th
e in

v
estm

en
t, to

 so
lv

e th
e p

ro
b

lem
s o

f co
o
rd

in
atio

n
 an

d
 th

e p
o
ssib

le co
n

flicts w
ith

 o
th

er p
riv

ate an
d

 p
u
b

lic acto
rs, to

 id
en

tify
 th

e in
n

o
v
ativ

e 
so

lu
tio

n
s m

o
st ad

eq
u
ate fo

r resp
o
n

d
in

g
 to

 th
e n

eed
s o

f th
e clien

ts an
d

 to
 d

ecrease th
e p

ro
d

u
ctio

n
 co

sts an
d

 th
e risk

s o
f an

 u
n

ex
p

ected
 in

crease o
f th

e 
co

sts an
d

 d
ecrease o

f th
e rev

en
u

es. T
h

at allo
w

s to
 in

creases th
e ex

p
ects rate o

f retu
rn

 o
f th

e in
v
estm

en
t p

ro
ject an

d
 it d

ecreases th
e p

rem
iu

m
 fo

r th
e 

risk
. M

o
reo

v
er, research

 an
d

 d
esig

n
 d

o
 n

o
t o

n
ly

 h
elp

 in
 o

rd
er to

 id
en

tify
 in

n
o
v
ativ

e tech
n

o
lo

g
ical so

lu
tio

n
, b

u
t also

 th
o
se o

rg
an

izatio
n

al, leg
al an

d
 

fin
an

cial p
ro

b
lem

s, w
h

ich
 h

in
d

er th
e in

v
estm

en
t in

 an
 alm

o
st in

escap
ab

le w
ay

, w
h

ile th
ey

 m
ay

 b
e so

lv
ed

 w
ith

 ap
p

ro
p

riate o
rg

an
izatio

n
al an

d
 

in
stitu

tio
n

al in
n

o
v
atio

n
. 

 x
ix T

h
erefo

re, th
is n

ew
 acto

r sh
o
u

ld
 p

erfo
rm

 fu
n

ctio
n

s w
h

ich
 are d

ifferen
t fro

m
 a co

n
stru

ctio
n

 co
m

p
an

y
, w

h
ich

 is n
o
t in

terested
 in

 th
e m

an
ag

em
en

t o
f 

th
e fin

al serv
ice, an

d
 also

 fro
m

 th
e larg

e co
rp

o
ratio

n
s o

f serv
ice p

ro
v
isio

n
, w

h
ich

 d
o
 n

o
t sp

ecialize in
 th

e d
esig

n
 an

d
 co

n
stru

ctio
n

 o
f th

e in
v
estm

en
t in

 
in

frastru
ctu

re. 

 x
x A

ll th
ese p

ro
b

lem
s h

av
e d

em
o
n

strated
 to

 b
e v

ery
 im

p
o
rtan

t in
 th

e case o
f th

e reg
io

n
al C

o
h

esio
n

 F
u

n
d

s an
d

 o
f th

e Ju
n
ck

er P
lan

 (E
U

 C
o
m

m
issio

n
 

2
0
1
4

), as th
e ex

p
erien

ce h
as clearly

 in
d
icated

 th
at th

e av
ailab

ility
 o

f fin
an

cial fu
n
d

s w
as in

su
fficien

t, w
h

en
 th

e w
ell d

esig
n

ed
 p

ro
jects w

ere m
issin

g
 

an
d

 th
e cap

ab
ility

 to
 im

p
lem

en
t th

em
 w

as lack
in

g
. 

 x
x
i C

learly
, th

e m
ain

stream
 p

o
licies o

f “q
u
an

titativ
e easin

g
”, o

f “fiscal au
sterity

” an
d

 o
f “stru

ctu
ral refo

rm
s” h

av
e b

een
 in

ad
eq

u
ate to

 p
ro

m
o
te g

ro
w

th
 

in
 th

ese co
u

n
tries an

d
 reg

io
n

s, as th
ey

 fo
cu

sed
 o

n
ly

 o
n

 th
e su

p
p

ly
 sid

e an
d

 n
o
t o

n
 th

e d
em

an
d

. T
h

ey
 are in

stead
 resp

o
n

sib
le o

f th
e in

crease o
f reg

io
n

al 
d

isp
arities in

 th
e E

u
ro

p
ean

 U
n

io
n

. H
o
w

ev
er, th

e n
ew

 d
ev

elo
p

m
en

t strateg
y
 illu

strated
 ab

o
v
e an

d
 fo

cu
sin

g
 o

n
 in

n
o
v
atio

n
 an

d
 in

v
estm

en
t in

 p
riv

ate 
firm

s an
d
 in

d
icatin

g
 th

e k
ey

 ro
le o

f th
e in

tern
al d

em
an

d
 fo

r th
e d

ev
elo

p
m

en
t o

f n
ew

 secto
rs, su

ch
 as th

e six
 lead

 m
ark

ets in
d

icated
 ab

o
v
e

x
x

i is also
 

d
ifferen

t fro
m

 th
e trad

itio
n

al reg
io

n
al p

o
licies. T

h
ese latter h

av
e eith

er fo
cu

sed
 o

n
 th

e ex
p

an
sio

n
 o

f p
u

b
lic cu

rren
t an

d
 in

v
estm

en
t ex

p
en

d
itu

re in
 th

ese 
reg

io
n

s, th
u

s in
creasin

g
 th

eir fin
an

cial d
ep

en
d

en
ce fro

m
 n

atio
n

al g
o
v
ern

m
en

ts, o
r h

av
e fo

cu
sed

 o
n

 a ex
p

o
rt led

 strateg
y
 an

d
 th

e d
ev

elo
p

m
en

t o
f a n

ew
 

in
d

u
strial b

ase, b
u

t h
av

e also
 o

ften
 failed

 sin
ce th

e in
tern

atio
n

al ex
p

o
rt m

ark
et b

o
th

 in
 E

u
ro

p
e an

d
 in

 th
e d

ev
elo

p
in

g
 co

u
n
tries is actu

ally
 slo

w
ly

 
in

creasin
g
 an

d
 it is v

ery
 d

ifficu
lt to

 co
m

p
ete w

ith
 th

e estab
lish

ed
 in

d
u

stries in
 th

e m
o
st d

ev
elo

p
ed

 reg
io

n
s.  

 x
x
ii H

o
w

ev
er, ev

en
 a m

o
re selectiv

e fiscal p
o
licy

 seem
s n

o
t b

ein
g
 cap

ab
le to

 in
crease th

e g
ro

w
th

. T
h

at can
 b

e clarified
 b

y
 th

e case o
f a fiscal su

b
sid

y
 

to
 th

e firm
s, in

 o
rd

er to
 p

ro
m

o
te th

e em
p

lo
y
m

en
t o

f y
o
u

n
g
 w

o
rk

ers
x

x
ii. C

learly
, th

e im
p
act o

f th
ese p

o
licies in

 term
s o

f a  d
ecrease o

f th
e to

tal 
p

ro
d

u
ctio

n
 co

sts in
 th

e ex
p

o
rtin

g
 secto

rs w
o
u

ld
 b

e m
o
st p

ro
b

ab
ly

 alm
o
st zero

, as th
e firm

s w
o
u

ld
 p

refer to
 h

o
ld

 co
n

stan
t th

e ex
p

o
rt p

rices an
d
 

in
crease th

eir m
arg

in
s an

d
 th

e d
ep

o
sits in

 th
e b

an
k

s o
r th

e d
iv

id
en

d
s fo

r th
eir sh

areh
o
ld

ers. N
eith

er, fiscal su
b

sid
ies o

n
 em

p
lo

y
m

en
t creatio

n
 w

o
u

ld
 

lead
 to

 an
 em

p
lo

y
m

en
t in

crease in
 th

e d
o
m

estic secto
rs, sin

ce p
ro

d
u
ctio

n
 an

d
 em

p
lo

y
m

en
t in

 th
ese secto

rs are d
eterm

in
ed

 b
y
 th

e in
tern

al d
em

an
d
, 

w
h

ich
 is co

n
stan

t o
r d

ecreasin
g
. T

h
ese fiscal p

o
licies w

o
u

ld
 n

o
t h

av
e an

y
 im

p
act o

n
 th

e in
tern

al ag
g
reg

ate d
em

an
d
, sin

ce th
e w

ag
e b

ill fo
r th

e firm
s 

an
d

 th
e lab

o
u

r in
co

m
e w

o
u

ld
 b

e th
e sam

e o
r ev

en
 d

ecrease. T
h

ey
, m

ay
 h

av
e a p

o
sitiv

e so
cial o

r p
o
litical effect b

y
 d

ecreasin
g
 th

e h
ig

h
 u

n
em

p
lo

y
m

en
t 

rate b
etw

een
 th

e y
o
u

n
g
 p

eo
p

le. T
h

ey
 m

ay
 d

eterm
in

e a lim
ited

 red
istrib

u
tio

n
 o

f em
p

lo
y
m

en
t an

d
 u

n
em

p
lo

y
m

en
t b

etw
een

 th
e y

o
u

n
g
 w

o
rk

ers an
d

 th
e 

actu
ally

 em
p

lo
y
ed

 w
o
rk

ers an
d

 th
ey

 w
o
u

ld
 also

 d
ecrease th

e w
ag

es fo
r th

ese latter, d
u

e to
 an

 in
creased

 co
m

p
etitio

n
. E

sp
ecially

, fiscal p
o
licies w

o
u

ld
 

n
o
t h

av
e an

y
 im

p
act o

n
 th

e to
tal em

p
lo

y
m

en
t lev

el. 
 M

o
reo

v
er, an

y
 fiscal su

b
sid

y
 o

r d
ecrease o

f tax
es w

o
u

ld
 h

av
e a co

n
sid

erab
le n

eg
ativ

e im
p

act o
n
 th

e p
u
b

lic d
eficit an

d
 th

at w
o
u

ld
 req

u
ire eith

er an
 

in
crease o

f th
e in

d
irect an

d
 d

irect tax
es o

r a d
ecrease o

f th
e p

u
b

lic ex
p

en
d

itu
re. B

o
th

 th
ese in

d
irect co

n
seq

u
en

ces w
o
u

ld
 d

ecrease th
e ag

g
reg

ate 
d

em
an

d
, th

u
s co

m
p

en
satin

g
 th

e p
o
sitiv

e effect o
f th

e su
b

sid
y
 o

r tax
 d

ecrease. T
h

e co
n

clu
sio

n
 is th

at th
e fin

al effect o
f fiscal p

o
licy

 m
easu

res is 
certain

ly
 n

o
t ex

p
an

sio
n

ary
. A

 b
etter u

se fo
r th

e actu
ally

 v
ery

 lim
ited

 fiscal reso
u

rces w
o
u

ld
 b

e to
 u

se th
em

 in
 o

rd
er to

 fin
an

ce ad
d
itio

n
al p

u
b

lic o
r 

p
riv

ate in
v
estm

en
t an

d
 esp

ecially
 th

e in
v
estm

en
t in

 in
n

o
v
atio

n
, w

h
ich

 is clearly
 a p

relim
in

ary
 co

n
d
itio

n
 in

 o
rd

er to
 th

e in
crease th

e p
riv

ate 
in

v
estm

en
ts b

y
 th

e firm
s an

d
 th

en
 to

 th
e creatio

n
 o

f n
ew

 p
ro

d
u

ctio
n

s an
d
 g

reater em
p

lo
y
m

en
t. In

 p
articu

lar, th
ere is th

e n
eed

 to
 ad

o
p
t a v

ery
 selectiv

e 
ap

p
ro

ach
 an

d
 to

 co
n
cen

trate th
e lim

ited
 fiscal reso

u
rces av

ailab
le o

n
 th

e fin
an

cin
g
 o

f th
e m

o
st in

n
o
v
ativ

e secto
rs, su

ch
 as th

e ex
p

o
rtin

g
 secto

rs an
d

 
also

 so
m

e n
ew

 d
o
m

estic secto
rs, sim

ilar to
 th

e six
 secto

rs in
d
icated

 ab
o
v
e. 


