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Abstract

This paper provides new empirical evidence of the macroeconomic effects of public
investment in developing economies. Using public investment forecast errors to identify
unanticipated changes in public investment, the paper finds that increased public investment
raises output in the short and medium term, with an average short-term fiscal multiplier of
about 0.2. We find some evidence that the effects are larger: (i) during periods of slack; (ii)
in economies operating with fixed exchange rate regimes; (ii1) in more closed economies;
(iv) in countries with lower public debt; and (v) in countries with higher investment
efficiency. Finally, we show that increases in public investment tend to lower income
inequality.

JEL Classification Numbers: E32, D84, F02, Q41, Q43, Q48.
Keywords: Public investment, Fiscal policy, Growth, Inequality.
Authors’ E-Mail Addresses: dfurceri@imf.org, bli2@imf.org

' We are grateful to Ali Abbas, Francisco Arizala, Matthieu Bellon, Douglas Gollin , Jesus Gonzalez-Garcia,
Prakash Loungani, Samah Mazraani, Chris Papageorgiou, Tim Willems and seminar participants at the IMF
Development Economics Seminar and at the “CSAE Conference 2017: Economic Development in Africa” for
comments and suggestions. This working paper is part of a research project on macroeconomic policy in low-
income countries supported by U.K.’s Department for International Development. We are also grateful to
Karina Chavez for excellent editorial assistance. The views expressed in this Working Paper are those of the
author(s) and do not necessarily represent those of the IMF, IMF policy, or of DFID.

©lnternational Monetary Fund. Not for Redistribution




