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ABSTRACT 

 

Economic integrations have a positive effect on growth and development of national 

economies and in a greater welfare of the society. But the growth of national 

economies has a negative impact on the growth of the size of government. It seems, 

based on the cases of Poland, Lithuania, Latvia and Malta, that we have with the 

reduction in the size of the state stronger effects of economic integration on the growth 

of national economies. Furthermore, with the reduction in the size of the state we have 

also a stronger impact of economic growth on the growth in the size of government. In 

other words, is the state smaller in its size, then the impact of economic integration on 

public sector growth is bigger. With the use of indicators for economic growth, like the 

gross domestic product as well as it’s per capita level and it’s growth rates, and with 

the use of indicators for the size of government, like the number of total public 

employees and the percentage of public expenditure and revenues of the gross domestic 

product, the mentioned hypotheses in this research are confirmed. 
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1.   INTRODUCTION 

 

It is known that economic integration can result in positive effects on growth and 

development of national economies and in a greater welfare of the society. But one of 

the negative impacts of this growth and development can be the increase of the size of 

government. As it is known, the growth of the public administration drains some 

amount of the national gross domestic product into the public sector, thus weakening 

the possibility of the private sector in using available national resources. In this way 

occurs an illogical fact. Economic integrations, through the positive effect of growth 

and development, do adversely affecting the development of the private sector, as the 

growth and development of the national economy is increasingly spilling over into the 

public sector. 

 

Proceeding from the aforementioned problematic, and given that for the mentioned 

hypotheses put forward are not available sufficient empirical researches, the aim of this 

study is to investigate the impact of economic integration on the growth of national 
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economies and those on the growth in the size of government. The research is defined 

by the hypothesis that economic integration causes the positive effect of economic 

growth and that economic growth causes the negative effect of growth of the public 

sector. 

 

In order to achieve this defined goal and to prove the stated hypotheses, relevant 

theories of economic integration effects and growth theories of the public sector will be 

researched. On the basis of this research a theoretical framework will be set up, that 

will include indicators of economic and public sector growth. Through these indicators 

the economic growth and the growth of the size of government of selected countries 

who joined the European Union in 2004 will be researched, in a way that the ex-ante 

period of accession before the year 2004 and the ex-post period of accession after the 

year 2004 will be observed. 

 

 

2.   ECONIMIC INTEGRATION AND THE SIZE OF GOVERNMENT 

 

Economic integration causes mainly positive effects on the national economy of a 

certain country, in terms of economic growth and development and increased welfare 

of the society. On the other hand, this influences the increase of the public sector due to 

a larger scale of public activities caused by economic growth and development. A 

presentation of the relevant theories of economic integration effects and public sector 

growth follows explaining the trends described. 

 

2.1. Economic Integration Effects 

 

There can be differed between static and dynamic effects of economic integration. The 

static effects occur in the short (trade creation and trade diversion) and medium (pro-

competitive effects, economics of scale, factor mobility) run under existing structure of 

production and demand as a result of trade liberalization immediately upon entry into 

the custom union. The dynamic effects come about in the longer (growth effects) run 

by the impact of changes in the economic structure of the economic union (Hitiris, 

2003:6). 

 

The analysis of the impact of integration on trade dates back to Jacob Viner (1950). 

The simply theory distinguishes between two effects – trade creation and trade 

diversion. Trade creation is defined as the displacement of high-cost domestic 

production of a product in a member state by lower-cost imports from another member 

state. This improves the allocation of global resources and represents a step in the 

direction of free trade. Trade diversion is defined as the displacement of lower-cost 

imports of a product from a non-member state by higher-cost imports from a member 

state. This results from the discriminatory nature of the tariff. As it worsens the global 

allocation of resources, it represents a step toward protectionism (Artis and Nixson, 

2007:56). The welfare effects from trade creation and trade diversion are quite 

complex. Trade creation can be positive in country A, but in country B trade creation is 

negative as inefficient production replaces imports. Trade diversion may or may not 

occur, dependent on whether exports are bigger or smaller. It also matters how the tariff 

revenue will be shared, when a country has lost all tariff revenue. The consumption 
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effect can be positive in country A but is negative in country B, while net gains accrue 

to country B from becoming an exporter. 

 

More “realistic” analyses are dropping the perfect competition assumptions from 

Viner’s model. It enables the analysis of customs union, given different degrees of 

competitive exposure in national markets. The impact of a custom union is then likely 

to be “pro-competitive”, something completely excluded in classical customs union 

theory (Pelkmans, 2006:116). This benefit is called the pro-competitive gain from 

trade, which lowers the murk-up of price over marginal costs, which in turn increases 

efficiency (Marrewijk et.al 2006:189). When the production in a country is undertaken 

by a monopoly and when this country joins the custom union, the monopoly price falls 

to the custom union price and its consumers choose to buy more of this good, supplied 

by the domestic, now competitive, producer, and imports from the rest of the custom 

union. As a result, consumers benefit while the domestic producer loses, for a net 

benefit for the country. Integration operates as an anti-trust policy, curbing monopoly 

power. 

 

So far has been increasing production costs in the countries forming the custom union 

and constant production costs in the world markets assumed. Access to the enlarged 

market of a custom union may provide the conditions for optimum size production and 

the opportunity for cost reductions from exploiting economies of scale. Formation of 

the custom union provides a guaranteed access to a larger market that facilitates 

producers to exploit economies of scale. The large market makes possible the 

investment in large-scale production which would lead to trade and to specialization 

according to comparative advantage (McDonald and Dearden, 2005:55). Integration 

provides opportunities for rationalization by exploiting economies of scale. 

 

Countries trade internationally commodities and services, but also factors of 

production. Common markets entail the free mobility of factors of production between 

their members. Thus, a country which has relatively less labour attains full employment 

at a higher wage rate. The mobility of labour is beneficial for the custom union because 

it has increased total income, but in a way that some member countries gain, other loses 

income. A general conclusion is that common markets add the unification of factor 

markets of the participating countries. Therefore, the advance of integration from 

custom union to common market intensifies the tendency towards a single price for 

each commodity or service and a single price for each factor, just as in the case of a 

unitary state. The most important aspect of this process is that common markets 

improve the allocation of factors of production across country borders as well as 

efficiency and welfare (Hitiris, 2003:15). 

 

Most important are the dynamic effects which arise from the intensification of 

competition and the opportunities offered by the integration of markets. The integration 

of markets would offer the opportunity to exploit economies of scale which would 

result in higher output and welfare, with effects of these factors on growth. Assuming 

that the integration of markets causes an immediate positive improvement in efficiency, 

the production function will shift upwards. As a result, the short-run effect of 

integration under the existing capital stock will increase the level of income. Another 

effect on growth may come about by the impact effect of trade liberalization on capital 
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accumulation. If trade liberalization expands the market and thus raises the returns on 

the existing capital, it can induce new investment and, if saving becomes available, 

new capital formation which would raise output. Trade liberalization in the market for 

goods, services, capital and labour, combined with diffusion of technological 

knowledge in the enlarged market increase efficiency and mean that the dynamic 

benefits of economic integration may be very high (El-Agraa, 2007:186). 

 

2.2. The Theories on Public Sector Growth 

 

This chapter reviews a number of theories of public sector growth. These theories 

consider in turn the historical process, the demand for public sector output, the 

production process and the politics of provision. Each theory provides a partial insight 

and has some elements of truth. 

 

The economist, Musgrave, and the economic historian, Rostow, (separately) suggested 

that the growth of public expenditure might be related to the pattern of economic 

growth and development in societies. Development models of public sector growth are 

based on the economy experiencing changes in its structure and needs as it develops. 

The early stage of development is the period of industrialisation during which the 

population moves from the countryside to the urban areas. To meet the needs of this 

population there is a requirement for infrastructural expenditure. In the middle stages of 

development, the infrastructural expenditure of the public sector becomes increasingly 

complementary with expenditure by the private sector. For example, factory 

construction will be supported by the building of connecting roads. As urbanisation 

proceeds, population density increases which produces a range of externalities such as 

pollution and crime. An increasing proportion of public expenditure is then diverted 

towards the control of these externalities. In the developed phase of the economy 

expenditure is driven by the desire to react to issues of equity. This results in transfer 

payments, such as social security, health and education, becoming the main items of 

expenditure (Myles and Hindriks, 2005:51). 

 

Wagner’s law (Wagner was a nineteenth century economist who analysed data on the 

public sector for a range of countries) was an explanation of the constant growth of the 

share of public expenditure in the gross-domestic-product. The basis for the Law 

consists of three distinct components: 

a) Economic growth results in an increase in complexity requiring continued 

introduction of new laws and development of the legal structure; 

b) Urbanisation increases externalities which necessitate intervention; 

c) The goods supplied by the public sector have a high income elasticity of demand. 

 

It is the third point that differentiates Wagner’s law from other explanations and is 

founded on principles of economic choice. The claim appears reasonable, for example, 

for education, recreation and health care. Its consequence is that as economic growth 

raises income then demand for these products will rise. If the elasticity of demand 

exceeded one, public sector expenditure would consequently rise as a proportion of 

income (Peacock, 2006:25). 
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A political model of public sector expenditure sets the desire of the government to 

supply expenditure against the unwillingness of the public to finance the expenditure. It 

is founded on the existence of a trade-off between the preferences of the government 

and those of the public. The preference of the government is to spend money. In 

contrast, the public do not want to pay taxes. Higher spending can only come from 

taxes, so the public partially resists this. The competing objectives are moderated by 

the government desiring re-election which makes it necessary for it to take some 

account of the public’s preferences. The equilibrium level of public sector expenditure 

is determined by the balance between these competing forces. In the absence of any 

exogenous changes or changes in preferences, the level of expenditure will remain 

relatively constant. Occasionally, though, economies go through periods of significant 

upheaval such as during wartime. The equilibrium between the government and the 

taxpayers becomes suspended. This permits the government to raise expenditure with 

the consent of the taxpayers on the understanding that this is necessary to meet the 

exceptional needs that have arisen. The level of expenditure does not fall back to its 

original level after the period of upheaval. Firstly, taxpayers become accustomed to the 

higher level of expenditure and perceive this as the norm. Secondly, debts are incurred 

during the period of upheaval which has to be paid off later. Thirdly, promises are 

made by the government to the taxpayers during periods of upheaval. These are termed 

ratchet effects that sustain a higher level of spending (Myles and Hindriks, 2005:53). 

 

Baumol’s law provides a supply-side explanation of expenditure growth. It does this by 

focusing upon the technology of the public sector. Baumol’s law begins by asserting 

that the production technology in the public sector: 

• is labour-intensive relative to that of the private sector; 

• has little scope for increases in productivity; 

• makes it difficult to substitute capital for labour. 

 

For example, hospitals need minimum numbers of nurses and doctors per patient and 

maximum class sizes place lower limits on teacher numbers in schools. Competition on 

the labour market ensures that wages in the public sector are linked to those in the 

private sector. In the private sector, capital can be substituted for labour when the 

relative cost of labour increases. Furthermore, technological advances in the private 

sector lead to increases in productivity and result in the wage rate rising. Since the 

public sector cannot substitute capital for labour, the wage increases in the private 

sector feed through into cost increases in the public sector. Maintaining a constant level 

of public sector output must therefore result in public sector expenditure increasing. If 

public sector output/private sector output remains in the same proportion, public sector 

expenditure rises as a proportion of total expenditure (Howard, 2001:71) 

 

The theories of the growth of public sector expenditure above attempt to explain the 

facts but do not assess whether the level of expenditure is deficient or excessive. They 

describe processes but do not attempt to evaluate the outcome. Many economists would 

argue that public sector expenditure is too large and places an excessive burden on the 

economy. A first explanation of this excessive size is the theory of bureaucracy. The 

traditional view of bureaucrats is that they desire to conduct the business of 

government without political or personal bias. This idealistic view may be correct, but 

there is no reason why bureaucrats should be any different to other individuals and not 
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subject to the same motivations of self-serving. Adopting this latter perspective, it is 

assumed that bureaucrats are motivated by maximisation of their private utilities. If 

they could, they would turn the power and influence that their positions give them into 

income. But, unlike individuals in the private sector, they cannot exploit the market to 

raise income. Instead, bureaucrats resort to obtaining utility from pursuing non-

pecuniary goals which are related to the size of their bureau. The bureaucrat therefore 

maximises the size of their bureau and as a consequence the size of government 

becomes excessive. This excessive size is simply inefficiency since money is spent on 

bureaus which are not generating results of sufficient value (Peters 2001:15). 

 

An alternative perspective upon excessive bureaucracy can be obtained by considering 

the process of budget determination for government departments. Observe that each 

government department is run by a minister who obtains satisfaction from the size of 

the budget. Furthermore, in many government systems, budgets for departments are 

determined annually by a meeting of ministers. Assume that this meeting takes the 

budget bids from the individual departments and allocates a central budget on the basis 

of these, whereby growth in public expenditure results through bidding. The modelling 

of budget determination as a process entirely independent of what is good for the 

economy provides an important alternative perspective on how the public sector may 

actually function. Even if the truth is not quite this stark, reasoning of this kind does 

put into context models that are based on the assumption that the government is 

informed and efficient (Myles and Hindriks, 2005:57). 

 

In the absence of monopoly power, market equilibrium is efficient. If the same 

reasoning could be applied to the goods supplied by the public sector, then efficiency 

would arise there also. Unfortunately, there are two reasons why this is not possible. 

Firstly, the public sector can award itself a monopoly in the supply of its goods and 

services. Secondly, this monopoly power may be extended into market capture. 

Generally, a profit-maximising monopolist will always want to restrict its level of 

output so that monopoly power will provide a tendency for too little output rather than 

the converse. This would be a powerful argument were it not for the fact that the 

government can choose not to exercise its monopoly power in this way. If it is 

attempting to achieve efficiency, then it will certainly not do so. Furthermore, since the 

government may not be following a policy of profit maximisation, it might actually 

exploit its monopoly position to over-supply its output. The reasons for this go back to 

the analysis of bureaucracy. The idea of market capture arises from the nature of goods 

supplied by the public sector. Rather than being standard market goods, many of them 

are complex in nature and not fully understood by those consuming them. Examples of 

such goods are education and health care. In both cases, the consumer may not 

understand quite what the product is, or what is best for them. The additional feature of 

the public sector commodities is that demand is not determined by the consumers and 

expressed through a market. Instead it is delegated to specialists, such as teachers or 

doctors. Furthermore, these same specialists are also responsible for setting the level of 

supply. In this sense, they can be said to capture the market. The consequence of 

market capture is that the specialists can set the level of output for the market that most 

meets their objectives. Naturally, since most would benefit from an expansion of their 

profession, within limits this gives a mechanism which leads to supply in excess of the 

efficient level. The limits arise because they would not wish to go so far that 
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competition reduces payment received or lowers standards too far. Effectively, they 

have to reach a trade-off between income and power, where the latter arises through the 

size of the profession. The resulting outcome has no grounds in efficiency and may 

well be too large (Myles and Hindriks, 2005:58). 

 

2.3. Measuring Economic Growth and the Size of Government 

 

It is clear that from the standpoint of the theory, a higher degree of trade integration 

leads to a larger public sector. But how does one measure the growth of a national 

economy? Economic growth refers to the increase in an economy's real domestic 

product and income over time. Traditionally, the gross domestic products (Ezeala-

Harrison 1996:6), as well as its per capita level, are used for the measurement of 

economic growth (Beck 2008:233). The most common measure used for international 

income and output comparisons, and hence for measuring economic growth, is the 

gross domestic product. A first necessary correction to the total gross domestic product 

is to adjust them for population size. Dividing gross domestic product by the total 

population provides a measure of per person income (Cypher and Dietz, 2008:33), or 

simply, gross domestic product per capita (Hasek and Dodd 2003:292). 

 

Just how does one measure the size of government? One measure often used is the 

number of workers in the public sector. However, inferences about the size of 

government drawn from the number of workers it employees can be misleading. A 

more sensible approach is to measure the size of government by the volume of its 

annual expenditure: the purchases of goods and services, transfers of income to people, 

business, or other governments and interest payments. Other measures are the revenues 

of the government (Rosen 2005:15). The size of government can be expressed in a 

number of different units of measurement. It can be measured by the number of total 

employees, or as a percentage of the gross domestic product, on a per capita basis. The 

size of government can also be measured by expenditures or revenues, government 

transfers and government purchases of goods and services (Labonte, 2010:2). The level 

of government spending is most often used as a measure of size. The most common 

standard adopted is to express expenditure as a proportion of gross domestic product. 

Governments are important employers of labour, and the size of the public sector 

workforce is often used as a measure of size of government (Halligan et.al 2000:7). 

Government spending as percent of gross domestic product is the measure for 

government size. Another way to measure the size of government is to examine the 

number of people that work for government (Birkland, 2011:111). 

 

 

3.  THE IMPACT OF ECONOMIC INTEGRATION ON PUBLIC SECTOR 

GROWTH 
 

From the viewpoint of such a simple theoretical measurement framework it is widely 

debated whether more international integration or openness implies that public sector 

activities would have to be expanded or contracted. Somewhat paradoxically, the 

debate seems to be dichotomous since those arguing for retrenchment focus on how 

international integration affects the scope for tax financing, while those arguing for an 

expansion focus on the increased demand for public sector activities (Andersen, 2006). 
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From the standpoint of the theory, a higher degree of trade integration leads to a larger 

public sector. Optimistic theoretical perspectives emphasize however that one of the 

effects of economic integration is to stimulate the efficiency of public administrations, 

which consequently leads to a reduction in public administration. These two views are 

known as “compensation” and “efficiency” hypotheses and suggest that integration 

affects both, the total and composition of public expenditures in different ways. Thus, 

under the former, economic insecurity leads to expanding public sectors and social 

expenditures, whereas under the efficiency hypothesis, demands for lower taxes 

encourage smaller public sectors, and especially “privately productive” spending 

(Gemmell et.al 2008). 

 

In addition to these theoretical results, the empirical studies and their results so far 

show controversial results. Thus, some studies suggest the possibility of tax increases 

and public spending for compensation of losers, arising in various sectors, due to more 

open economic environment. Other studies however indicate the opposite results, 

according to which the public sector is reorganized and reduced in response to the 

adaptation of the tax system to a common policy, in this case, the European Union 

Policies. 

 

3.1. The Enlargement of 2004 

 

With the 1st of May 2004 the Accession Treaty enters into force and the European 

Union's biggest enlargement ever in terms of scope and diversity becomes a reality 

with 10 new countries - Cyprus, the Czech Republic, Estonia, Hungary, Latvia, 

Lithuania, Malta, Poland, the Slovak Republic, and Slovenia – representing all together 

more than 100 million citizens, joining the European Union. 

 

Starting from the theoretical framework, indicators of economic growth (gross 

domestic product, gross domestic product per capita and growth rates) and indicators of 

public sector growth (number of employees, government expenditures and revenues as 

percentage of gross domestic product) are presented for four countries: Poland as the 

biggest one, Lithuania and Latvia as the middle size countries in this group and Malta 

as the smallest country. The year 2004 is the year of the European Union accession and 

represents the line separating two time periods, ex-ante and ex-post. 

 

3.2. The Case of Poland 

 

A stronger growth of the gross domestic product of Poland’s national economy after 

the period of 2004 is evident. Such a tendency is followed by the gross domestic 

product per capita, expressed in Purchasing Power Standards, and the rate of growth of 

the real gross domestic product. Based on these trends it can be concluded that the 

membership in the European Union caused a positive effect of economic growth in 

Poland’s national economy. 

 

The indicators for the size of government, however, do not follow the trends described 

before. The number of public employees is constantly decreasing, whereby the public 

expenditures and public revenues, shown as a percentage of gross domestic products, 
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remain ex-ante and ex-post unchanged. Based on these results can therefore be 

concluded that the economic growth in the Polish case did not affect the growth of the 

public sector. 

 

Table 1: Poland 
 

 GDP
1
 

GDP 

per 

capita
2
 

Real GDP 

Growth 

Rate (%) 

Public 

Employees 

(‘000)
3
 

Expenditure 

(% GDP) 

Revenue 

(% GDP) 

1998 153.429 48 5  44,3 40,1 

1999 157.470 48 4,5  42,7 40,4 

2000 185.714 48 4,3  41,1 38,1 

2001 212.294 47 1,2 4.028 43,8 38,5 

2002 209.617 48 1,4 3.905 44,3 39,4 

2003 191.644 49 3,9 3.780 44,7 40,7 

2004 204.237 51 5,3 3.696 42,6 41,3 

2005 244.420 51 3,6 3.660 43,4 39,9 

2006 272.089 52 6,2 3.635 43,9 40,5 

2007 311.002 54 6,8 3.620 42,2 40,9 

2008 363.154 56 5,1 3.621 43,2 40,6 

2009 310.486 61 1,7 3.606 44,4 38,8 

 

Source: Eurostat, http://epp.eurostat.ec.europa.eu/portal/page/portal/eurostat/home and national statistics 

 

 

3.3. The Case of Lithuania 

 
Similarly to the case of Poland, the Lithuanian’s gross domestic product of the national 

economy is growing faster ex-post then ex-ante, which is also evident by the indicators 

of per capita gross domestic product and the growth rates. We can therefore also 

conclude that the membership in the European Union causes the positive effect of 

economic growth. 

 

But unlike the Polish case, in the case of Lithuania is after the year 2004 an easily 

increase in the employment in the public sector visible. This is also evident in the rising 

amount of public expenditures and public revenues, as a percentage of the gross 

domestic product. Based on these tendencies it can, in this case, be concluded that the 

economic growth by the economic integration affected a growth in the size of 

government. 

 

 

 

 

                                                
1 Gross Domestic Product at market prices (‘000.000 €) 
2 In Purchasing Power Standards 
3 According to available data of national statistics, number of public employees employed in all sectors of the 

economy 
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Table 2: Lithuania 

 

 GDP
4
 

GDP 

per 

capita
5
 

Real GDP 

Growth 

Rate (%) 

Public 

Employees 

(‘000)
6
 

Expenditure 

(% GDP) 

Revenue 

(% GDP) 

1998 10.039 40 7,6 486 40,1 37,1 

1999 10.292 39 -1,1 485 39,9 37,1 

2000 12.377 39 3,3 472 39,1 35,9 

2001 13.577 41 6,7 451 36,8 33,2 

2002 15.052 44 6,9 422 34,7 32,9 

2003 16.497 49 10,2 402 33,2 31,9 

2004 18.158 50 7,4 398 33,3 31,8 

2005 20.870 53 7,8 407 33,3 32,8 

2006 23.979 55 7,8 394 33,6 33,1 

2007 28.577 59 9,8 401 34,8 33,8 

2008 32.288 61 2,9 417 37,4 34,1 

2009 26.508 55 -14,7 410 43,6 34,5 

 

Source: Eurostat, http://epp.eurostat.ec.europa.eu/portal/page/portal/eurostat/home and national statistics 

 

 

3.4. The Case of Latvia 

 

In the case of Latvia’s national economy, in the same way as in Poland and Lithuania, 

the gross domestic product is growing faster ex-post then ex-ante. This is also evident 

by the higher amounts of the gross domestic product per capita expressed in Purchasing 

Power Standards and the higher values of the real gross domestic product growth rates. 

Once more it can be concluded that a membership in the European Union evidently 

causes a positive effect in national economic growth. 

 

Compared with Poland and Lithuania, the size of government seems to growth more 

obviously. A large increase in the number of employees in the sector of public 

administration after the year 2004 is evident. The increase of public expenditures and 

public revenues, as a percentage of the gross domestic product, is also much more 

expressed. We can conclude in the case of Latvia a negative effect in the growth of the 

size of government, caused by economic integration affects of economic growth. 

 

 

 

 

 

 

 

                                                
4 Gross Domestic Product at market prices (‘000.000 €) 
5 In Purchasing Power Standards 
6 According to available data of national statistics, number of public employees employed in all sectors of the 

economy 
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Table 3: Latvia 

 

 GDP
7
 

GDP 

per 

capita
8
 

Real GDP 

Growth 

Rate (%) 

Public 

Employees 

(‘000)
9
 

Expenditure 

(% GDP) 

Revenue 

(% GDP) 

1998 6.015 36 4,8 67,1 40,2 40,2 

1999 6.818 36 3,3 74,1 41,9 38 

2000 8.496 37 6,9 70,9 37,3 34,6 

2001 9.320 39 8 67,5 34,6 32,6 

2002 9.911 41 6,5 67,8 35,6 33,4 

2003 9.978 43 7,2 67,4 34,8 33,2 

2004 11.176 46 8,7 73,1 35,8 34,8 

2005 13.012 48 10,6 81,8 35,6 35,2 

2006 16.047 52 12,2 88,2 38,1 37,7 

2007 21.111 56 10 83,9 35,7 35,4 

2008 23.037 56 -4,2 86,6 38,8 34,6 

2009 18.539 52 -18 78,2 44,2 34 

 

Source: Eurostat, http://epp.eurostat.ec.europa.eu/portal/page/portal/eurostat/home and national statistics 
 

 

3.5. The case of Malta 

 

The gross domestic product of Malta’s national economy has also a stronger growth 

after the year 2004 compared with the period before that accession year. Such a 

tendency is followed by the growth rate of the real gross domestic product, but not by 

the gross domestic product per capita, expressed in Purchasing Power Standards. It can 

be stated that the membership in the European Union caused a less positive effect of 

economic growth on Malta’s national economy. 

 

The indicators for the size of government do make visible an increase in the number of 

Malta’s public administration. Public expenditures, shown as the percentage of gross 

domestic products, remain ex-ante and ex-post unchanged. But in the public revenues 

is a higher ex-post amount after the year 2004 visible. This shows us that the less 

economic growth caused by economic integration also caused a less affect in the 

growth of the size of government (on the expenditure side) then in the cases before. 

 

 

 

 

 

 

 

                                                
7 Gross Domestic Product at market prices (‘000.000 €) 
8 In Purchasing Power Standards 
9 According to available data of national statistics, number of public employees employed only in the public 

administration sector 
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Table 4: Malta 

 

 GDP
10
 

GDP per 

capita
11
 

Real GDP 

Growth 

Rate (%) 

Public 

Employees 

(‘000)
12
 

Expenditure 

(% GDP) 

Revenue 

(% GDP) 

1998 3.402 80   43 33,1 

1999 3.661 81   43,1 35,3 

2000 4.221 83   41 34,8 

2001 4.301 78 -1,6 10,8 43,1 36,6 

2002 4.489 79 2,6 12,5 43,2 37,7 

2003 4.421 78 -0,3 13,3 47,9 37,9 

2004 4.504 77 1,1 14,4 45,6 40,8 

2005 4.815 78 4,7 12,9 44,6 41,6 

2006 5.070 76 2,1 14,4 43,6 40,9 

2007 5.463 76 4,4 13,9 42,4 40,1 

2008 5.904 79 5,3 14,3 44,8 40 

2009 5.851 81 -3,4 14,5 43,9 40,2 

 

Source: Eurostat, http://epp.eurostat.ec.europa.eu/portal/page/portal/eurostat/home and national statistics 

 

 

4.   CONCLUSION 

 

It seems, based on the cases of Poland, Lithuania, Latvia and Malta, that we have with 

the reduction in the size of the state stronger effects of economic integration on the 

growth of national economies. Furthermore, with the reduction in the size of the state 

we have a stronger impact of economic growth on the growth in the size of government. 

In other words, is the state smaller in its size, then the impact of economic integration 

on public sector growth is bigger. 

 

However, the question arises if we have in this case (in the case of public sector 

increase) a real negative effect on the national economy, especially on the private 

sector. Therefore, the purpose of further researches should be to accurately determine 

the impacts of the described effects on the growth of the national economy and the size 

of government through welfare cost-benefit analysis, which gives the possibility to 

calculate the overall impact of these effects on the welfare of a society. Such a 

calculation on a large number of states certainly provides more precise and accurate 

data. 

 

In analyzing growth effects of economic integration, the effects of global economic 

boom and crisis should also be taken into account, as they can have a larger impact on 

the national economies then the economic integration for itself. 

 

                                                
10 Gross Domestic Product at market prices (‘000.000 €) 
11 In Purchasing Power Standards 
12 According to available data of national statistics, number of public employees employed only in the public 

administration sector 
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