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Government size, composition, volatility and

economic growth
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5. Conclusion

Over the last three decades until the mid-1990's there has been a significant expansion of government participation in the
economy in all industrialized countries. Regarding this point, many studies have claimed that restrictions on fiscal policy could be
favourable to growth. In fact, from a theoretical point of view, government size is likely to be detrimental to economic growth, for
instance, due to inefficiency of government activities, while government volatility is likely to increase macroeconomic uncertainty.
Thus, in order to understand how to restrict fiscal policy volatility and limit government size, it is quite relevant to assess which
components of general government spending and revenue (both in terms of size and volatility) have a negative effect on growth.

Therefore, in this paper we examined the effect of government size and fiscal volatility on growth for a set of OECD and EU
countries. The overall results suggest that both dimensions tend to hamper growth in both country samples. Total revenue and
total expenditure seem to impinge negatively on the real growth of per capita GDP both for the OECD and the EU countries. In
particular, a percentage point increase in the share of total revenue (total expenditure) would decrease output by 0.12 and 0.13
percentage points respectively for the OECD and for the EU countries. It is worthwhile mentioning that the magnitude of the effect
is almost identical in absolute terms to the effect of total investment (private and public) share on growth. Moreover, total
expenditure volatility also has a negative and statistically significant effect on growth, at least for the EU countries.
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