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Europe has suffered reforms since mid-1980s as some countries have seen changes in 

their economic and legal institutions. The Treaty of Rome had considered that the 

member States regard their economic policies as a matter of common concern. Article 

103 stipulated that they should consult each other and the Commission on the measures 

to be taken in the light of the prevailing circumstances. The Council set up an Economic 

Policy Committee for short term economic and financial policies (Decision 2000/604). 

European Union has contribute to improve economic growth of its members through a 

variety of policies. As for example, shifting resources towards research, development 

and innovation; improving the effectiveness of cohesion and industrial policy; 

negotiating trade and investment agreements with other countries of the world or 

developing a social economy for inclusive growth.  

Alongside the Annual Growth Survey 2016, the Commission considered that 19 

Member States should be subject to an in-depth review to assess in greater detail the 

severity of possible imbalances. We can see in table 1 the results of this in-depth 

reviews, the Commission have found that from all Member States, six are experiencing 

no imbalances, seven are experiencing imbalances and finally, six are experiencing 

excessive imbalances. For Croatia and Portugal, the Commission will review its 



 
assessment in May, taking into account the level of ambition of their National Reform 

Programmes (NRPs). 

Table 1: Outcome of the 2016 in-depth reviews 

No imbalances  BE, EE, HU, AT, RO, UK 

Imbalances*  DE, IE, ES, NL, SI, FI, SE

Excessive imbalances* BG, FR, HR, IT, PT, CY 

*Both the 'imbalances' and 'excessive imbalances' categories entail specific monitoring, to be modulated depending 

on the severity of the challenges.  

 

Countries identified as having "imbalances" or "excessive imbalances" by in-depth 

review (IDR) from the European Commission receive specific monitoring adapted to 

the degree and nature of their imbalances. Countries in the category 'excessive 

imbalances with corrective action' will be subject to the excessive imbalance procedure 

(EIP), which entails policy recommendations to remedy the imbalances and follow-up 

through a corrective action plan. The Commission has been established a surveillance 

and enforcement mechanism to identify and correct these gaps in competitiviness. They 

monitor national economies in detail and alert the EU institutions to potential problems 

ahead. 

Among the Member States, the biggest economies are Germany (21 percent of total EU 

GDP); the United Kingdom (16 percent); France (15 percent); Italy (12 percent) and 

Spain (8 percent). On the expenditure side, household consumption is the main 

component of GDP and accounts for 57 percent of its total use, followed by government 

expenditure (21 percent) and gross fixed capital formation (19 percent). Exports of 

goods and services account for 43 percent of GDP while imports account for 40 percent, 

adding 3 percent of total GDP (European Union GDP Annual Growth Rate, 2017). 

When government spending is zero it is supposed to be little economic growth due to 

the existence of enforcing contracts protecting property, thus developing an 

infrastructure would be difficult (Mitchell, 2005). Government introduces the protection 

of property rights and the rule of law and in societies where it gets more involved it will 

tend to expand its size to offer, as said before, health care, education and pension 

systems. We know that in some cases the costs of government exceed benefits, mainly 

because governments become too large or expenditures are misallocated. 



 
Some theories say that expansion of government is inherent and continuous, others 

however insist on downsizing government. But all of them discuss the size of 

government since politicians use it as an instrument to foster economic growth. Olson 

(1965) and Moe (1980) have said that also interest groups can increase the size of 

government by applying political measures more effectively than individual citizens. 

They can obtain a desired policy offering benefits to the interest groups but at a cost for 

million taxpayers.  

In any case, the crucial point is that economic growth is a key aspect since it has helped 

countries to achieve long-term prosperity.  

The ''Europe 2020'' strategy for the decade 2011-2020 (COM/2010/2020), identifies five 

headline targets the European Union should pursue to boost growth and employment: 

1.       Raise the employment rate of the population aged 20–64 from 69% in 2010 to at least 

75% in 2020 (section 13.3.2); 

2.       Achieve the target of investing 3% of GDP in R&D in particular by improving the 

conditions for R&D investment by the private sector and by launching ''European 

Innovation Partnerships'' between the EU and national levels; 

3.       Meet the "20/20/20" climate/energy targets, i.e. reduce greenhouse gas emissions by 

at least 20% compared to 1990 levels (or by 30% if there is international agreement), 

increase the share of renewable energy in final energy consumption to 20%, and achieve 

a 20% increase in energy efficiency (section 16.3.4); 

4.       Reduce the share of early school leavers from 15% in 2010 to 10% in 2020 and 

increase the share of the population aged 30–34 having completed tertiary education 

from 31% to at least 40%; and 

5.       Reduce the number of Europeans living below national poverty lines by 25%, lifting 

20 million people out of poverty. 

 

For that reason we analyze four different policies: labour (labour force, unemployment 

and part time) and education low level and tertiary) policies; public expenditure (Total 

expense, expense2 and GFKF as the former is related to physical capital) and revenue 

(Debt, Deficit and tax revenue) policies. 

 



 
During decades economists have debated about the role of government. John Maynard 

Keynes and John Kenneth Galbraith have argued that an economy needs to be 

continually fine-tuned by an activist government to efficiently operate (Keynes, 1936). 

However other authors such as Milton Friedman or Frederick von Hayek have argued 

that the cause of private sector instability and inefficiency is mostly due to an activist 

government (Garrett and Rhine, 2006).  

By growth, we mean economic growth that is an increase in the capacity of an economy 

to produce goods and services compared to one period of time to another and it is 

measured in GDP, the ways to generate economic growth are: first discovery a new or 

better economic resource. Secondly, is to grow the labor force, third is to create superior 

technology or other capital goods. Finally, increase specialization, this means that 

workers become more skilled. As it is known when an economy grows, a growing 

government is also necessary to correct for market failures. There are a few goods 

known as “public goods” that market cannot provide or they are costly to provide. As 

we can see an important issue for economic growth is labor, education and investment, 

most of them known as “public goods”. In European countries with a mixed economy 

government expansions help provide those “public goods” such as education, health and 

infrastructures, which are the basis for economic growth. But we need to ask whether 

this is helpful or not during recessive periods. When market seems to fail is government 

intervention the solution? Some authors say that government should only exist to ensure 

that private market operates efficiently but it should not replace market. Others say that 

when markets fail government should intervene to solve market failures. Sometimes 

government continues growing not because of market failures but because of political 

reasons. 

Most governments try to manage economic growth because when the economy is 

growing businesses make more money, which increase tax revenue. They also hire more 

people that increases income. Moreover, when people feel prosperous they re-elect 

political leaders. 

In this sense, European countries tend to have bigger governments than for example 

United States because of the welfare state. The increase in total expenditure in Europe 

must be seen as governments trying to fulfill “Musgravian” goals: macroeconomic 

stabilization, income redistribution, and more efficient resource allocation. It is said that 



 
a large government sector is associated with a higher tax burden and more government 

debt (Mitchell, 2005). 

 

Policymakers face three main challenges, first unemployment and poverty that 

undermine public debt sustainability and growth. Second, labour and fiscal policies, 

those required national reforms but a better coordination of demand management at 

European level is also necessary in order to create jobs. And third, tax systems. Before 

the crisis, as it says the European Commission, “Europe’s social model was generally 

thought to be not specifically growth friendly, but to be able to provide adequate social 

protection. With the crisis, its ability to growth and protect the most vulnerable has been 

seriously quostioned” (Eurobarometer, 2012). Unemployment, poverty and inequality 

are linked with short and long-term growth (Darvas and Wolff, 2014). They have said 

that long-term unemployment undermines productivity by affecting social stability and 

undermining support for positive change. Ostry et al (2014) found that lower net 

inequality is correlated with faster and more durable growth. Economic growth is an 

increase in real Gross Domestic Product (GDP) that means an increase in the value of 

goods and services produced in an economy by the public and private sectors. The 

economic growth of a country may get hampered due to a number of factors such as 

trade deficit and alterations in expenditures by government. 

This paper focuses on the impact of government policies in economic growth across 

countries and for different time spans. It is clear that undertaking a unique analysis both 

for a large period of time covering different business cycles and for a unique bunch of 

countries (most of them with different governmental rules) leads to mixed results, which 

do not really help us reaching any clear conclusions. However, when splitting them up 

into more homogenous groups the results become much more explanatory. 

Consequently we can come out with different and more accurate policies for each 

homogenous group of countries as well as for each time period. In other words, we 

could minimize policy mistakes when taking into account countries’ specificities. Our 

results show that applying the same policies does not lead to the same results. On the 

contrary, same policies may hamper economic growth in some countries, due to very 

different economic basis. So first of all, to work as an economic unit we have to 

thoroughly analyse all economies taking part of the European Union trying to come out 



 
both with the weaknesses and strengths of each of them in order to find out the best way 

to foster economic growth.  

Hence, if we are to design a government that will maximize economic growth one of the 

most important questions we should pose is the following: does a homogeneous policy 

work for everyone? In our paper we will examine data that will give us some clues 

about it. 

 

 
Keywords: Economic growth, public policies, European Union 
JEL codes: H11, O43 
 
 
 


