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Abstract: In the current context, public debt has grown rapidly. This is due to the financial crises, the COVID-19
pandemic and geopolitical tensions at a global level. These critical moments influence stability and have a major
impact on economic performance. The slowdown in economic growth is directly influenced by the value of public
debt (Hilscher et al., 2022).

For this reason, we analyzed from a theoretical, economic and political perspective the relationship between public
debt and economic growth, highlighting the role of debt as an instrument of resilience, but also as a potential factor
of vulnerability (Rahman et al., 2019). As part of the literature review, the VOSviewer program is used for bibliometric
analysis of keywords, which allows the identification of the main research directions and connections between
concepts such as “fiscal sustainability”, “economic growth” and “resilience”. The empirical analysis is based on
statistical data from reliable international sources (Eurostat, World Bank), covering the period 2023-2024 and having
as its main area of interest the Member States of the European Union. The results show considerable differences
between European economies, with some countries managing to maintain a balanced ratio between the level of public
debt and the dynamics of GDP (Eichengreen et al., 2019), while others are faced with major fiscal vulnerabilities and
rising financing costs.

The sustainability (Antonescu™1 & Florescu”1, 2024) of public debt does not depend exclusively on its level in relation
to GDP, but especially on the way in which resources are allocated and transformed into productive investments,
which confirms the essential role of responsible fiscal policies in strengthening resilience and supporting economic
growth in the long term.
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1 Introduction
Data on public finance are essential instruments in checking whether fiscal policies as well
as European economies are ecologically viable.
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On that occasion, a Member State that has failed to comply with the limits will be the
Excessive Deficit Procedure (EDP), a process that goes on with phases of supervision and at some
point, also with the implementation of corrective sanctions. The objective of this proceeding is to
bring back financial stability and at the same time, to perpetuate the trust in the EMU system that
it functions overall. The EU's integrated economic and employment policy has recently been
updated, and the main point of this new policy is to ensure respect not only of the thresholds but
also the quality, effectiveness, and sustainability of public finances. The academic literature of last
year is in line with the ES and staff reports' views emphasizing that the sustainability of fiscal
cannot be completely numerical. As Blanchard, Leandro and (Ignat & Constantin, 2020) and the
(VAT Reports Published - European Commission, n.d.) note, the ease of mounting debt over growth
depends on the coming together of various factors such as the relationship between growth and
interest rates, the credibility of the fiscal framework, and the government's ability to shift resources
to productive investment. Recent Eurostat data show that while some steps have been made
towards this goal, there are still areas where improvement is needed. Overall, the deficit to GDP
ratio in the eurozone dropped from 3.5% in 2023 to 3.1% in 2024. In the whole EU, the ratio
moved from -3.5% to -3.2%. The trend, although small, points to the persistence of vulnerabilities
in the structures (Azzimonti et al.,, 2014), as the debt situation is still very sensitive to the
development of interest rates, inflationary pressures and the fiscal costs of an aging population.

The combination of these factors leads to the confirmation of the fundamental arguments of
the recent literature: fiscal sustainability is not only dependent on the debt-to-GDP ratio, but mostly
on how fiscal consolidation, growth potential (Aghion & Durlauf, 2013), and the composition of
public expenditure interact with each other.

2 Literature review

In the wake of multiple crises that have altered fiscal policies across the globe, the issue of
public debt sustainability has been the focus of a substantial amount of economic research.
Blanchard, Leandro, and (Amato et al., 2021) are of the view that the question of debt sustainability
should be looked at not merely in terms of its ratio with the GDP but also by including government
expenditure as a factor (Nae et al., 2024). Public debt (Hilscher et al., 2022)can be a stabilizing
element if the growth is higher than the costs of financing, and resources are allocated for
productive investments and are supported by responsible fiscal rules. In the European Union, this
issue became even more heated after the COVID-19 pandemic and the energy crisis that led to a
significant increase in both the deficits and debt levels (Aybarg, 2019). The European Commission
(2024) is of the opinion that the present short-term risks are low according to its Debt Sustainability
Monitor, but medium- and long-term vulnerabilities exist in those countries that have large
structural deficits (ForE et al., 2020), and their refinancing costs are rising. The European Central
Bank (2021) is also of the same view, as it mentions that economic sustainability will depend on
the interplay between the macroeconomic fundamentals(Cooray et al., 2017), market confidence
and the institutional credibility of governments. The recent research also points out that the debt
should be looked at in terms of the factors composing it and the effectiveness of the allocation
rather than just the levels of the absolute amount. (Demeter et al., 2025) indicate that economies
that have resorted to debt financing to back investments in infrastructure, digitalization (Bencsik,
2020), and energy transition turn out to be more resilient than those that have mainly accumulated
debt through current expenditure of a recurring nature. The Bank of Finland (2024) also arrives at
the same conclusion and emphasizes that fiscal sustainability not only requires consolidation but
also a change of direction of resources towards long-term, growth-supporting investments
(Heimberger, 2023).

The sustainability of public debt (Eichengreen et al., 2019) will not be assessed entirely by
hitting certain quantitative thresholds, but the government's ability to execute well-thought-out
fiscal policies(Ali Abbas et al., 2011), keep the trust of investors (Tahiri, 2019), and turn debt into
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productive capital will be the main determinants of the outcome. The countries that succeed in
balancing this are the ones that can enhance their economic resilience and ensuring their
development is sustainable in the long run (Ostry et al., 2015).
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Figure 1. Analysis of specialized literature using keywords
Source: Created by the author, using VOSviewer software

The VOSviewer software is the tool used to carry out the bibliometric analysis as depicted
in figure 1. The data set comprised of the 145 most recently published bibliographic sources was
used as the basis for the analysis of the links. The most important theme that emerged was that of
public debt, which was found to have the highest number of links. It also had multiple connections
with other key economic variables. It is evident from figure 1 that the idea of public debt is not
only the most frequently mentioned term, but also the one with the most direct links to several
other concepts such as GDP, government, financial development, theory, and policymaker,
reflecting the nature of the subject as being multidimensional. Public debt emerges as the focus
not only in this bibliometric study but also in the literature in general, and the analysis suggests
that public debt is considered along with the fiscal and political decision-making processes, as well
as with the dynamics of economic growth. The fact that two main clusters are cantered on GDP
and financial development is very telling in terms of what the authors consider to be the main point
of departure for dealing with the issue of sustainable debt. On the other hand, the association with
government and policymakers conveys the political aspect that ties in with the political will
required for fiscal consolidation. The relationships with business and digitalization indicate that
the impact of structural changes on the management of public finance is becoming a popular topic
of discussion. The bibliometric evidence thus supports the theoretical argument made in this paper
that the sustainability of public debt cannot solely be gauged through static indicators but must
also involve an assessment of how fiscal policies interact with economic performance and
development strategies.

3 Results and Discussion

The development of public deficits in the European Union is not only a story of the aftermath
of the recent crises but also the different fiscal decisions made by the Member States. On the level
of their union, the ratio of the deficit to GDP has been going down from —3.5% in 2023 to —3.2%
in 2024 in the EU, whereas in the euro area, the reduction was minimal, from —3.5% to —3.1%.
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The figures indicate that there is a slow return to normalcy in public finances after the huge decline
that has been going on in 2020, when the euro area had a deficit of —7.0% of GDP and the EU of
—6.7%, the two cases of the highest deficit levels recorded in the series of statistics.

The huge increase of deficits in 2020 was fundamentally due to the COVID-19 pandemic whose
economic contraction impact was visible in nominal GDP compared to 2019 and the combined
effect was extensive fiscal measures applied to make the economic and social areas less vulnerable
to the crisis. Partial corrections of the deficits made in 2021 and 2022 were accompanied by
continuous pressures caused by the rising energy prices and the respective government’s
interferences directed at the households and companies’ protection that were also responsible for
lowering the fiscal balances in the period of 2022-2024. In 2024, only very few Member States,
such as Denmark (+4.5%), Ireland and Cyprus (both +4.3%), Greece (+1.3%), Luxembourg
(+1.0%), and Portugal (+0.7%), declared budget surpluses. Meanwhile, most of the Member States
were still in the red with the largest negative balances in Romania (-9.3%), Poland (—6.6%), and
France (-5.8%). Altogether, 12 Member States are above the 3% of GDP limit set by the Stability
and Growth Pact as it is the case with, inter alia, Romania, Poland, France, Slovakia, Hungary,
Austria, Belgium, Finland, Malta, Italy, Spain, and Bulgaria. The repartition emphasizes enduring
EU-wide structural fiscal vulnerabilities, notwithstanding the ongoing consolidation process.

Public balance, 2023 and 2024 (")
(Net lending (+) or net borrowing (-) of the general government sector, % of GDP)
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Source: Eurostat (gov_10dd_edpt1) eurostati

Figure 2: Public balance, 2023 and 2024 (Net borrowing (-) or lending (+) of the general
government sector, % of GDP)
Source: Taken from the page Eurostat (gov_10dd_edpt1)

The financial results (figure 2) for the European Union in 2024 show that public balances
changed in very different ways. The general government balance, when compared to GDP, got
worse in 14 Member States compared to 2023. This means that either the deficit got bigger or the
surplus that was already there got smaller. In contrast, 13 Member States improved their budgetary
positions. Italy (+3.8 percentage points), Ireland (+2.8 p.p.), Greece (+2.7 p.p.), and Cyprus (+2.6
p.p-) had the biggest positive changes. This could lead to either good revenue growth or successful
consolidation efforts. Romania (2.7 p.p.), Austria (—2.0 p.p.), and Croatia (—1.6 p.p.) had the
biggest negative changes, but these countries still have problems with their finances, and it's hard
for their national budgets to meet the medium-term needs of the Stability and Growth Pact.

During 2024 the European Union demonstrated a small increase in its overall debt level.
The government debt ratio against GDP increased from 80.8% at 2023 year-end to 81.0% at 2024
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year-end while euro area governments recorded an 87.3% to 87.4% increase in this ratio (refer to
Figure 3). The minor rise indicates that fiscal consolidation attempts face ongoing structural
challenges which include rising interest costs and continuous budget deficits that affect public debt
evolution. Member States display significant differences in their debt ratios because of varying
fiscal approaches and unique economic frameworks across the union.

The Stability and Growth Pact mandates Member States to keep debt levels under 60% but
six nations including Estonia (23.6%) and Bulgaria (24.1%) maintain their debt well below this
threshold. Twelve Member States had debt-to-GDP ratios that surpassed this limit. The five EU
states with the highest debt ratios included Greece (153.6%) together with Italy (135.3%) and
France (113.0%) and Belgium (104.7%) and Spain (101.8%) which face ongoing fiscal risks and
long-term sustainability issues. This heterogeneity points to one of the central arguments
highlighted in the new literature: EU debt sustainability is not only a question of being capable of
reaching numerical targets but of possessing quality fiscal policy and the capacity to maintain
investor confidence. Low-debt-ratio countries, such as Northern and Eastern European ones, are
likely to be more capable of withstanding shocks and maintaining fiscal space for maneuver, while
highly indebted economies have tighter policy space constraints as well as higher exposure to shifts
in market conditions.
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Figure 3: General government debt, 2023 and 2024 (general government gross debt, % of

GDP)
Source: Taken from the page Eurostat (gov_10dd_edptl)

In Figure 3 we see the comparison of the public debt-to-GDP ratio for 2023 and 2024. We
find different trends. The largest increase in public debt was recorded in Greece, followed by
another 15 countries. Estonia and 11 other EU countries kept the value of public debt below the
minimum. The biggest advances were registered in Romania (+5.9 percentage points), Poland
(+5.7 p.p.), Finland (+5.7 p.p.), Sweden (+3.4 p.p.), Austria (+3.3 p.p.) and France (+3.2 p.p.).
Significant improvements, however, were observed in Greece (-10.3 p.p.), Cyprus (8.6 p.p.),
Croatia (—4.3 p.p.), Spain (-3.3 p.p.), Portugal (2.8 p.p.), Denmark (2.5 p.p.) and Ireland (-2.4
p.p.), signaling either more rapid growth of GDP, active fiscal retrenchment, or sound debt
management policy.

At the euro area and EU level, the aggregate increase in the debt-to-GDP ratio in 2024 is
mainly due to the nominal increase in government debt outpacing GDP growth. In the real world,
debt rises when governments finance persisting deficits with borrowing, and the process can be
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influenced by so-called stock—flow adjustments reflecting the discrepancy between annual deficits
and debt stock dynamics. Eurostat provides accurate figures for such adjustments, which consider
why the debt is occasionally increasing despite deficit cuts, or falls when faced

The general government sector (figure 4) is usually judged by the impact it has on the
economy through the comparison of its revenues and expenditures in absolute terms with GDP.
Such a measure allows for an overall view of the degree to which public bodies fetch and allocate
resources on the macroeconomic level. In 2024, the ratio of government spending to GDP in the
euro area stood at 49.6%, while the share of revenues was 46.5%. Compared to 2023, both
indicators fell moderately, reflecting the step-by-step unbundling of unprecedented fiscal measures
implemented in the context of the pandemic and energy crises.

Development of total expenditure and total revenue, 2014-2024 (')
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Figure 4: Development of total expenditure and total revenue, 2014-2024
(% of GDP)

Source: Taken from the page Eurostat (gov_10dd_edptl)

The composition of public expenditure in the European Union and euro (figure 4) area during
the last decade represents radical structural change stimulated by both cyclical and crisis-
management measures. Although the relative size of government expenditures as a share of GDP
has increased modestly in 2024, such rates are well above past long-term averages. Between 2014
and 2019, the expenditure to GDP ratio followed a broadly declining path, indicating a period of
relative fiscal consolidation. That trend was suddenly reversed in 2020, when spending increased
by 6.3 percentage points, as governments unleashed massive fiscal packages to deal with the
COVID-19 pandemic.

During the subsequent years, 2021 and 2022, expenditure ratios retreated considerably as
short-run emergency provisions were phased away stepwise. In 2023, the adjustment momentum
slowed considerably, with expenditure-to-GDP falling slightly (0.2 p.p. in the EU and —0.5 p.p.
in the euro area). On the other hand, 2024 was a reversal, with the ratio increasing somewhat by
0.2 percentage points in the EU and 0.1 percentage points in the euro area, indicating revival
spending pressures along with continuity of structural imbalances. In absolute terms, trends in
government expenditure and revenues indicate sharp asymmetries. In 2014-2018, revenue growth
outpaced expenditure growth both in the euro area and in the EU, which enabled deficit reductions.
In 2019, this favorable trend was broken, as expenditure growth accelerated ahead of revenue
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growth, leading to worsening budget balances. The gap was widest in 2020: aggregate revenues
declined —3.7% in the EU and —4.1% in the euro area, while expenditures increased by 9.2% and
9.0% respectively. The sharp imbalance reflected both automatic reactions of recession to tax
revenue (given that revenues drop even in the absence of deliberate policy action) and
discretionary policies aimed at shielding the crisis, e.g., tax relief, wage support schemes, and
firms' subsidies. The phase of recovery witnessed large-scale corrections. During 2021,
government revenues recovered sharply (+9.6% in the EU and +9.4% for the euro area), while
expenditure growth remained muted at +5.3% and +5.5%, respectively, closing the gap between
the two. The trend continued in 2022, with revenues rising by 7.9% in both regions, compared to
a growth in expenditure of 5.0% in the EU and 4.6% in the euro area. Despite this growth, fiscal
balances remained under pressure from new policy actions, particularly those aimed at
compensating for the rise in energy prices.

The persistence of these pressures became evident again in 2023, with expenditure growing
faster than revenues: 6.1% against 5.5% in the EU, and 5.4% against 5.2% in the euro area. This
development means that, although fiscal consolidation was renewed, it remains fragile, with the
equilibrium between spending and revenues still highly influenced by structural imbalances and
by governments' responses to a succession of economic shocks.

4 Conclusion

Public debt sustainability in the European Union is analyzed through empirical and
theoretical factors. It highlights the importance of focusing on public debt sustainability from
different perspectives, especially from the perspective of the interaction between the fiscal balance,
economic growth and credibility. The Stability and Growth Pact still serves as a framework, as it
stipulates nominal thresholds of 3% for the deficit and 60 % for public debt. The last decade,
however, proves that the simple adherence to these regulations offers no guarantee that the
safeguards are effective.

The fiscal dynamics between 2014 and 2024 reveal several salient facts. The period should
be viewed in the context of the COVID-19 pandemic and the energy crisis and their impact on
public finances. Unlike previous periods, deep and structural deficits started to accumulate, driven
by shifts in the public expenditure and revenue balance. 2021-2022 brought only partial corrections
and fiscal rehabilitation has been uneven. Those countries that bear the largest public debt, namely
Greece, Italy, France, Belgium and Spain, still suffer from sustainability problems. By contrast,
the low-debt countries in Northern and Eastern Europe enjoy relative fiscal freedom. Third,
persistent structural deficits in certain Member States, particularly Romania, Poland and France,
suggest that fiscal adjustment remains uncertain and vulnerable to shocks. That debt sustainability
is more a matter of the capacity to turn borrowed money into productive capital than about absolute
levels. The closing of the gap between spending and revenue for 2022-2024 is a nice augury, but
the continued recourse to fiscal interventions to mute crises is testimony to the fact that resilience
cannot be assured by mere numerical compliance. Instead, long-term sustainability requires stable
fiscal policies that prioritize structural reforms, strong revenue collection, and investment in areas
that have the capacity to enhance the chances of growth, i.e., infrastructure, innovation, and the
green and digital transitions. In brief, the European experience of the last ten years illustrates the
dual character of public debt: as a stabilizing instrument of economic policy in times of crisis, but
also as a risk source if fiscal imbalances are not intercepted.

Policymakers therefore have a need to reconcile flexibility with discipline, with fiscal rules
being credible in ensuring room for growth-friendly investment. Improving the efficiency of fiscal
policy and maintaining investor confidence will be essential to the Union's ability to balance debt
sustainability with long-term sustainable and inclusive economic growth.
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