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The Juncker-Plan - a New Paradigm?

Europe needs investment. To come out of the crisis,
Europe needs not only sound public finances —
Europe needs economic growth, too. Growth provi-
des the basis for both jobs and taxes income (i.e.
sound budgets) alike. And growth will not return to
Europe without a huge wave of investment. That is
what the Juncker-Plan is all about: mobilising 315
billion € for investment in Europe, over the next
three years, in order to initiate long term economic
growth, thereby reducing unemployment and crea-
ting the conditions for taxes being paid. The growth
rates, for 2015, will be around zero. In some states of
the Eurozone, the unemployment rate has reached
in some states more than a quarter of the populati-
on (and more than the half of the youth), and the
investment rate is 15% below what it was before the
crisis, in 2007. The financial markets and the “sover-
eign” debt crisis may be more or less under control
(though not solved), but the real economy is certain-
ly a huge concern.

A second attempt to make the economy work.
Juncker’s plan is the second attempt, since the
beginning of the crisis, to make the economy work —
the first one, launched in 2008, shortly after the
outbreak of the crisis, intended to avoid the worst,
to prevent a general melt-down of the European
economy, to reduce the intensity of the unavoidable
recession in the wake of the financial crisis. This first
strategic move was triggered by panic, and most of
the member states of the EU invested more money
than they had — in fact, all of them broke the rule of
limiting public debt to a maximum 60 of the GDP.
Some got out of the mess, more or less successfully
(Germany), due to their international competitive-
ness, others did not (Greece) — their debt has not
only failed to shrink since then, but has engulfed
them into an ever less sustainable budgetary disas-
ter. Whatever the case, no European member state
can afford such an approach for a second time.

“Leverage” is the key. But what can be done, then,
if the budgetary potential of the European nation
states is exhausted and the economy does not pick
up steam by itself? Jean-Claude Juncker claims to
have the solution: Only 21 out of the 315 billion €
should come from public budgets (European, this

time, not national), whereas fifteen times this basic
sum should come from private investors: “leverage”
is the key. And this is the most interesting aspect of
the new approach. Will it work? Why should private
investors provide fifteen times the amount of the
public share? How should it be implemented? What
does it mean for the relationship between politics
and the economy?

Will it work? Nobody knows, but there has been a
precedent to such an approach, e.g. at the European
Investment Bank, the bank of the European Union.
The EIB reached an unprecedented 1:18 leverage
ratio between its own (public) capital and private
investment after the increase of its capital in 2013,
and even a 1:20 ratio within the framework of a
programme called COSME, aimed at facilitating
investment for SME’s. Certainly, this was on a smal-
ler scale — but the proof that it is not completely
illusionary has been delivered by the EU’s own bank
itself.

No risk, only fun. But why would private investors,
by adding 15 € of their own to only 1 € of a public
authority, be prepared to runinto such a risk? Simply
because there is no risk: The one and only public € is
the guarantee that the risk for the given investment
has been examined, evaluated, tested by the public
authority providing the initial 1 €, and it is the public
authority which ultimately takes on (what is no
longer considered to be) the risk. It is then extre-
mely attractive for private investors to put up their
capital under the risk-free protection of a public
authority.

Steering investment towards strategic fields ...
“Public authority”, in this case, means the European
Commission and the European Investment Bank.
But here‘s where the problem starts — which of the
two will really decide, which project deserves invest-
ment and which does not? Whatever the case, the
choice is crucial, anyway: The European Commissi-
on launched its plan on the 26 November 2014 (and
the European Council endorsed it on the 18 Decem-
ber), but Juncker had already outlined the shape of
the plan much earlier, i.e. on the 15 July, while he was
still candidate for the presidency of the Commission
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and not yet elected: "The focus of this additional
investment should be in the areas of infrastructure,
notably broadband and energy networks, as well as
transport infrastructure inindustrial centres; educa-
tion, research and innovation; and renewable
energy and energy efficiency. A significant amount
should be channelled towards projects that can help
the younger generation back to work™ (repeated
and confirmed in the document of 26 November).
This is a political, a strategic vision of “steering”
investment towards the real economy, towards
profitable projects.?

. or attracting investment towards profitable
projects? On the other hand, these projects need to
be profitable, otherwise private investors would not
come in, no matter how attractive risk-free invest-
ment may be. Profitability, however, is not a political
criterion, nor is it a macroeconomic or a strategic
one - but a business, a microeconomic criterion. The
EIB made it clear that in their eyes projects should
be selected on a non-political basis, by experts and
expertise, putting profitability in the forefront, with
no preconceived plan for privileged regions (e.g.
European states which need more investment than
others) or sectors (e.g. the “strategic” ones indica-
ted by Juncker).

How is it possible to marry these fundamentally
different criteria for the selection of projects? How
does one decide whether a project gets funding and
risk-sharing (under the umbrella of the public share
in funds), when the interests in projects are based
on different assumptions?

The European Fund for Strategic Investment (EFSI)
The whole 315 billion € should be channelled
through a new fund, the “European Fund for Strate-
gic Investment™s, which will not be an in its own
right, but a branch or department of the European
Investment Bank. The EIB emerges as the central
actor in this setting, and that is only logical: As a
bank, the EIB is close to investment as private
actors understand it; as a public institution, it is
close to the political sphere and its “strategic”
interests. But this central situation of the EFSI,
within the institutional framework of the EIB, is the
very focal point of a topical problem: There are
heavy disputes surrounding the governance of the
fund at present, which threaten to delay the launch
of the investment itself, despite the efforts of
Juncker to accelerate the preparation as much as
possible: He wants the fund to be operational by end
of June.
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The EFSI governance structure: Who has the power
over 315 billion €? The governance of the EFSI is
based on a three level approach, starting at the top
with a “Steering Board”: It , will decide on the over-
all orientation, the investment guidelines, the risk
profile, strategic policies and asset allocation of the
Fund. As long as the EIB and the Commission are
the only contributors to the EFSI, the number of
members and votes will be allocated based on size
of their contributions and all decisions will be taken
by consensus.”

What comes next is an ,,Investment Committee®: It
»Will be accountable to the Steering Board. It will
vet specific projects and decide which will receive
EFSI support, without any geographic or sectorial
quotas. The Committee will consist of six indepen-
dent market experts and a Managing Director*.

The crucial question is “how the EFSI governance
structure will ensure independence from the public
and private contributors? - The use of the guarantee
fund for each individual investment decision will be
validated by the Investment Committee consisting
of independent professionals receiving a remunera-
tion for their work in compliance with the invest-
ment guidelines. These independent experts shall
have a high level of relevant market experience,
inter alia in project finance, and be appointed by the
Steering Board for a renewable fixed term of three
years.”

In the eyes of the President of the European Invest-
ment Bank, the German (former high ranking —
liberal — diplomat) Werner Hoyer, this provisional
structure is still far from ruling out any conflict - on
the contrary: He deplores the fact that there is a
power struggle going on, aiming to gain control of
the way in which future investment will be steered.

Is the Juncker-Plan a new paradigm in the relation -
ship between politics and the economy? Juncker
thinks so: “This is a Plan that will fundamentally
change public policy and the financing tools under-
pinning investment in Europe [...] The Plan presen-
ted today is the first step in a new direction.”s His
arguments: The idea of the (see “leverage”) Plan is
not wholly new, but this time it is launched at an
unprecedented level, and its political importance for
the whole of Europe is immense. Never before has a
political move aiming at economic growth been
undertaken on this scale and with these methods.
Juncker insists that it is totally different from the
“European Investment Programme” of 2008: “This
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investment programme will not be a recovery plan
of the kind that some Member States tried to intro-
duce in the 1970s. Such recovery plans produce no
more than aflash in the pan.“ If this can be seen as a
refusal of any return to Keynesian policies, Juncker
distances himself equally from the more neo-liberal
policies based on the assumption that austerity is
the key to healthy conditions for growing econo-
mies: “But I also want to urge some colleagues to
abandon the idea that only harsh austerity and
excessive cost-cutting will automatically revive the
forces for growth and stimulate the labour market.
By the same token, deficits and high levels of debt
do not automatically produce growth.“¢ This shows
equal distance to Keynes and Friedman, to Keynesi-
anism and Neoliberalism.

The new approach does not yet have a doctrinal
basis or background. It is nevertheless innovative
and deserves theoretical attention. Based on the
political will to have a say in where the economy
evolves, in steering investment towards strategic
goals, in trusting in the capacity of politics to have
an impact on markets, investment, growth and jobs
—and not only by setting the general conditions, but
by intervening and interfering in the markets —, the
Juncker approach leaves on the other hand much
room for private action, does not substitute the
“state” (i.e. the European Union, in this case) for
markets and actors on these markets, allows for
freedom to invest or not in projects, which are certi-
fied to be both strategic and profitable alike.

In Juncker’s mind, his approach should spread to
the whole of public budgets — a far reaching
perspective, and a courageous proposal, ahead of
any experience with the current plan itself. A system
of investment certification should evolve on the
basis of the future experience of the EFSI, a “sing-
le-entry investment advisory ,Hub’7 for sound
investment should be established, and more and
more public budgets, at the national and the Euro-
pean level, should be submitted to the “levera-
ge”-rule: Politics would acquire the role of an
engine, a driving force — neither a substitute for the
whole train, nor simply laying down the rails and
waiting for the trains to come ...
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