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1. Introduction 
 

The main objective of the paper is to analyze the relationships and interdependencies between 

macroeconomic variables of interest for budget and fiscal policies. Studying the impact of these two 

policies on economic growth in Romania will help to have a better understanding of how decisions 

adopted by the government impact the economic growth, the allocation of the financial resources, 

the reduction of the corruption level, the trade relationships with other countries, the improvement 

of the population education and welfare. These are some aspects influenced by the state involvement. 

The period considered for the analysis is 1995-2020 using data series published by The World Bank 

(with estimated values for 2019 and 2020). Starting from the economic growth models presented in 

the economic theory and data for the macroeconomic indicators, it is estimated the effects of the 

government decisions on the economic growth in Romania. 

The paper is structured in five parts, each of them having the purpose of providing 

information and help for answering to the following questions: is human capital important for 

supporting the economic development or physical capital is sufficient?; does the increase of the 

government expenditures determine the economy to growth?; how does the tax revenues influence 

the economy of the country?; what is the relationship between budgetary and fiscal policy?; what is 

the effect of the two policies on the economy?; how small can the expense and tax multipliers be in 

order to consider the impact of being significant?; what are the effects of the budgetary and fiscal 

policy in other emerging countries compared to Romania?. 

The case study was performed by estimating endogenous and exogenous economic growth 

models, using several econometric methodologies. It was started by testing the Basic Solow model 
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and the Solow model with human capital, after which it was analyzed whether the convergence 

phenomenon manifests for a group of six homogenous countries, European Union members that are 

part of non-euro area: Romania, Poland, Hungary, Croatia, Czech Republic and Bulgaria. In order to 

estimate the effects of the government expenditures and revenues on the economic growth in 

Romania, the analysis considered first the aggregate variables and after wards their structure. This 

approach helps to highlight the individual impact of each policy, but also the cumulated one. The 

proxy for the economic growth was the real GDP growth rate and the GDP per total population. The 

results were obtained by using single and multiple linear regressions, Vector Autoregressive and 

Structural Vector Autoregressive models. When analyzing several variables together, it is difficult 

to isolate the pure effect of each of them and eliminate the interdependence between them. Thus, it 

was identified the type of causality relationship that exist between government expenses and tax 

revenues using causality tests, Johanson test and Vector Error-Correction model. In order to have a 

term of comparison of the values obtained for expense and fiscal multipliers same analysis was 

performed for Czech Republic, Poland and Hungary.  

The conclusions are based on the impulse responses obtained and the economic events that 

took place in Romania during the period analyzed. The results were checked to be statistically 

significant and they were compared with those presented by other authors.  

  

 

2. Economic growth: models and convergence 

 

First chapter “Economic growth: models and convergence” presents the exogenous and 

endogenous economic growth models, focusing on the Basic Solow model and Solow model with 

human capital. 

The models within the exogenous theory have the hypothesis that the growth rate of the 

technical progress is exogenous, and the production function is homogenous at first degree, its slope, 

the marginal productivity of the production factors, decreases. The models from the category of the 

endogenous models eliminate the two hypotheses from above of the exogenous theory. Because the 

technological progress is the reason of producing more than in the past, the models are analyzed by 

considering different factors, such as: research-development sector, the production of new 

technology, the impact of the allocation process of the resources between the production of goods 

and services and the research-development sectors. 
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Robert Solow (1956) is one of the first economists to analyze the determinates of the 

economic growth by defining the neoclassical production function. Solow model explains how 

physical capital, labor force and technological level impact the economic growth. Only the variation 

of the stock of physical capital is analyzed, because the growth rate of the labor force and the 

technological progress are considered exogenous. By depreciation and by increasing the quantity of 

the actual labor force, the stock of physical capital diminishes, which means that it must increase 

with the sum of the depreciation rate, population growth rate and the technological progress rate in 

order to remain constant. When the economy reaches the equilibrium point, the only factor that can 

determine its growth is the technological progress. 

Starting from the Basic Solow model, many other models have been developed which sought 

to identify the factors that determine the economy to growth. Because exogenous growth models 

analyze the accumulation of the physical capital, consider that all countries have access to the same 

technology and are used in the economic literature to explain the causes that determine the income 

differences between these countries, it was needed to define economic growth models that allow the 
differentiation of the decisions regarding to the technology used in the production process. 

Rebelo (1991) describes a simplified form of endogenous economic growth models named 

AK model. It is considered that the economic policy adopted by the government influences the 

decisions of the economic agents regarding the strategy of saving and therefore the economic growth. 

Used for analysis a group of countries, the model explains the different growth rates through the 

fluctuation of the saving rates that may be the effect of the economic policy adopted by the 

government of each country. There were considers factors, such as: the research and development 

sector, the level of accumulated knowledge, the production of the new technology. The conclusions 

of these models encourage the investments aimed at modernizing the production process, the 

innovation of technology, the professional development of the human capital, the improvement of 

standard of living for people. 

Recent models have introduced fiscal, budgetary or monetary factors. Economic literature is 

vast in terms of analyzing the factors which determine economic growth, these being different from 

one country to another and from on economic cycle to another. 

In the Ph.D. thesis, Basic Solow model and Solow model with human capital were estimated 

using Romanian economy, in order to highlight the importance of human capital in determining the 

economic growth. In both models, the proxy for the economic growth is GDP per active population, 

the physical capital stock is measured using the gross formation capital, labor force is expressed by 
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the growth rate of the population with age between 15 and 62 years old to which it was added 0.051. 

The proxy used for the human capital stock is school life expectancy, secondary, both sexes per total 

population with age between 15 and 65 years old. 

It was obtained for the basic Solow model, that stock the of physical stock has a positive 

influence on economic growth, the coefficient being equal to 5.886854, and the effective work has a 

negative effect, the value of the coefficient being -2.794976. As far as the Solow model with human 

capital, the stocks of the physical and human capital have both a positive impact on growth, and the 

population growth has a negative one. The estimated values for the coefficients are 6,062458 for 

physical capital, 0,050116 for human capital and -3,089607 for effective work. 

Higher values of the coefficients have been obtained for the estimated model that includes 

the stock of human capital. Thus, it is highlighted the importance of this factor for determining the 

economy to growth. 

Starting with Solow growth model, the economic literature presents studies in which it  was 

desired to understand the causes of the different evolution for the countries that have recorded a 

similar level of GDP in the past. At the same time, it is important to determine the factors that led to 

differences in their standard of living. It is analyzed whether countries with similar characteristics 

will have the same economic evolution and whether developing countries can achieve a higher 

growth rate than developed countries, thus narrowing the gap between them. This phenomenon is 

known in the economic literature under the name of convergence. 

 Different interpretations have been used over the time for several types of convergence. In 

this paper, it is analyzed whether the phenomenon of unconditional convergence and conditional 

convergence is manifested for a group of six countries, over the period 1995-2016: Romania, 

Polonia, Hungary, Croatia, Czech Republic and Bulgaria. All of them are European Union’s 

members which didn’t adopt yet euro currency.  

 The evolution of GDP per total population over the period 1995-2017 is different, in each 

country and it has a positive effect on the consumption and the health level of the population. Czech 

Republic is the country with the highest growth rates and Hungary with the lowest. Growth rates in 

Poland are constant. Bulgaria and Romania register the lowest consumption and health level, while 

Poland and Czech Republic are in the top of the ranking. Regarding the impact of investments in 

physical and human capital on economic growth, Czech Republic is the country with the highest 

average level of the gross capital formation per GDP, followed by Romania and Hungary. Poland 

and Romania are the countries that have been invested the most in human capital. The obtained 

                                                           
1 0.05 is the value used in the economic studies to reflect the depreciation rate of the capital and the technological progress which is 

difficult to be cuantified. 
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results indicate that, for the group of countries considered, investments in human capital have a 

stronger influence on growth, compared with those in physical capital.  

 By studying the evolution of this macroeconomic indicators and the relationship between 

them, it is observed that some countries developed more during the period considered. The income 

gap between Czech Republic and Poland is diminished and the cause could be the high level of 

investments in human capital registered in Poland. Also the income gap between Czech Republic 

and Romania has been narrowed, one of the causes being the investments in physical capital made 

in Romania. 

 According to the definition of unconditional convergence, countries with different 

characteristics tend to reach same steady-state level on long term. This means that poor countries 

will growth faster than rich countries in order to catch-up and to diminish the income gap. 

Conditional convergence refers to the fact that only countries with same characteristics tend to reach 

same steady-state level on long term. Using the GDP per capita growth rate as a proxy for economic 

growth, it was concluded that both types of convergence were observed in the group of countries 

analyzed, only if it is accepted the fact that countries chosen are homogenous.  

 

 

3. Economic growth in Romania over the period 1995-2018 

 

Second chapter "Economic growth in Romania" presents the economic evolution of the fiscal 

and budgetary policy variables in this period. The decisions and changes adopted by the government 

are reviewed and it is noticed whether they had a positive or negative influence on economic growth.  

The evolution of the fiscal and budgetary variables included in the estimated models, 

highlights important economic and social transformations, but also the difficulties encountered 

during the transition to the market economy. 

Romania registered an upward evolution over the period 1993-1995 (real GDP had been 

increasing, the inflation rate had been decreasing), mainly due to the external loans and not to the 

domestic productivity. All these had determined a slowdown in the economy in 1997. During the 

next years, Romania had started developing trade relationships with other countries and 

experimenting the use of the transmission mechanisms of macroeconomic policies.  

In 2000, Romania had begun the negotiations with European Commission for becoming a 

member of the European Union (EU). For the years after, a long-term strategy was applied in order 

to determine a sustainable economic growth. The International Monetary Fund (FMI) pointed out, at 
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that time, that Romania was less developed compared to the other Central and Eastern European 

countries (CEE) that joined EU during the same period. It was the emerging country with a low level 

of internal and foreign debt, which helped the process of obtaining foreign funds. For the first time, 

political strategies were established having the main goal the economic growth in the medium term, 

2000-2004. 

The purpose of the fiscal policy was to support the process of decreasing the inflation rate, to 

keep the current account deficit within the limit of security and to develop the private sector by 

attracting foreign capital. The fiscal policy decisions have been supported the macroeconomy 

stability through reforms of VAT and tax income; by improving the management of taxes and 

through the savings of interest expenses that helped to reduce the budget deficit. The aim of the 

political decisions was to improve the process of tax collection, to better prioritize spending by 

controlling the corruption, to increase the investments and a better governance. At the end of 2006, 

it could have been noticed the effort made by Romania for becoming a member of EU. 

On 1st of January 2007, Romania had become a member of EU after a long period of reforms 

and economic changes. The economic growth recorded during this period was determined by the 

large inflows of capital (due to the massive privatization of state institutions), labor force having a 

small contribution. Over the period 2008-2009, Romania was impacted by the economic crisis, which 

had a significant negative impact on the performance of the economy. Thus, a period of new political 

adjustments and economic reorganization had followed in order to help the country to achieve the 

economic performance recorded at the end of 2006. At the beginning of 2009, political measures 

were established that would had supposed to correct the fiscal and current account imbalances. 

Starting with 2013, macroeconomic indicators had achieved the values registered before the 

economic crises. During the period 2014-2016, special attention was devoted to reducing the level 

of corruption and improving the system of collecting the taxes. The focus was also directed to capital 

expenses that were generally not efficient in the past such as infrastructure projects, railways system 

maintenance. The causes highlighted were lack of capacity for development, prioritization and 

verification of these type of projects. 

This brief presentation of the most important economic moments, which have been taken 

place in Romania over the last 25 years, shows that it has been a long and difficult road, during which 

many fiscal and budgetary policies changes have been applied. 
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4. The impact of budgetary policy on economic growth  

 

The third chapter “The impact of budgetary policy on economic growth” analyzes the effects 

of the government expenditures evolution on the economic growth. Initially, a presentation of the 

economic models, which include variables of budgetary policy, has been made and it was followed 

by the results obtained by other authors. Their conclusions are different depending on the period 

considered for the analysis, the development level of the country, the budgetary variables included 

in the model and the econometric methodologies used. 

Due to limited financial resources, it is important the allocation process of them. Public 

expenses are used by the state to cover the needs of goods and services for the economy and 

population. 

The first approach was to estimate the influence of the total budgetary expenditures and 

afterwards the effect of their economic structure like current expenditures and capital expenditures. 

Economic growth was measured by the growth rate of the real GDP and the real GDP per capita.  

The detailed analysis of budget expenditures helps to understand the budgetary policy 

decisions that were adopted by the government. These can have an immediate or delayed impact on 

the evolution of the economy.  

The evolution of the budget expenditures, during the period 1995-2020, shows that the major 

part was allocated to the capital expenditures, mainly to the personnel expenses, the expenses with 

goods and investments. This allocation highlights the main social needs in Romania.  

Four simple VAR models were estimated, described by Equations 42a, 42b, 43a and 43b. It 

was analyzed the value of the expenditure multiplier, which shows how much the level of GDP 

modifies when changing government spending  

 

 The impact of total government expenditures on economic growth 

VAR(1a): Yt = [rata_PIBt, ch_bugt]                                                                                                 (42a) 

VAR(1b): Yt = [PIB_loct, ch_bugt]                                                                                                (42b) 

 

 The impact of the economic structure of the total government expenditures on economic 

growth 

VAR(2a): Yt = [rata_PIBt, ch_curentet, ch_capitalt]                                                                        (43a) 

VAR(2b): Yt = [PIB_loct, ch_curentet, ch_capitalt]                                                                       (43b) 
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 It was observed that when introducing a shock on the total budgetary expenditures, the 

economic growth decreases, regardless of the indicator used to measure it. The expenditure 

multiplier registers a very small value, for the model in which the real GDP per capita is considered. 

Its value is -0.0077% in the second period, it continues to decrease until the fifth period, reaching 

the value of -0.055%, after which it increases and returns to the value 0 in the ninth period. 

Therefore, the effect of budgetary expenditures on real GDP per capita is not significant. If the real 

GDP growth rate is considered, the impact is much more significant. The expenditure multiplier is 

equal to -1.07 in the second period, after which it starts to increase and reaches the value 0 in the 

sixth period. 

 For the second group of estimated models, the economic structure of the total government 

expenditures was considered, thus the impact of current and capital expenditures was analyzed. It 

was observed that at an unexpected growth of one of the two categories of expenditure, the impact 

on the economic growth is negative and much more significant when considering the real GDP 

growth rate. The value of the expenditure’s multipliers, in this situation, is -0.33 in the second period 

for the shock introduced on the current expenses, after which it increases and in the fourth period it 

reaches the value 0. As for the capital expenditures, their effect is more significant, the value of the 

multiplier being -1.85 in the second period, increasing to the value 0 in the fourth period. Economic 

growth was also measured by the real GDP per capita, a situation in which the effect of current 

expenditures is more important compared to that of capital expenditure. The multiplier, in the first 

situation, is -0.01% and reaches the value of -0.09% in the sixth period, after which it increases and 

in the ninth period it is 0. The effect of the capital expenditures is insignificant, it is felt starting with 

the fourth period, when the value of the multiplier is -0.01% and disappears in the ninth period. 

 The negative effect of the increase of the current expenses on the economy, can be explained 

by the fact that they do not generate income. It was expected that the impact of capital expenditures 

will be positive, but the results indicate a negative influence on the Romanian economy. The reason 

may be that these investments are not allocated for projects that stimulate productivity activities, 

such as infrastructure projects. At the same time, capital expenditures represent a relatively small 

share of total government expenditures, which may mean that investment projects are not large, they 

are not oriented to develop the economy, but can only help to maintain its actual level.  
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5. The influence of fiscal policy on the economic growth  

 

The fourth chapter “the influence of fiscal policy on the economic growth” presents the 

impact of taxes modifications on economic growth. Their management affects the economic growth 

due to the impact that taxes have on consumption and saving strategies.  

The financial resources of a country include public financial resources and private financial 

resources. Since both categories are limited, it is desired to identify the optimal process for allocating 

them, so that their use will stimulate economic growth. The demand of financial resources is 

influenced by the dynamics of public spending. 

According to the evolution of the government revenues structure in Romania over the period 

1995-2020, current revenues represent the most important category of financial resources, of which 

the fiscal revenues have the biggest share. Non-tax revenues represent a lower share of financial 

resources due to the low profitability rates recorded by public institutions. The level of capital income 

in total financial resources is very low, these incomes being of insignificant importance for financing 

public expenditures. They include revenues from capitalization of state assets, from state investments 

and other capital transfers. 

It was started by analyzing the effects of total government revenues on economic growth and 

afterwards three categories of income were considered, namely: distortionary revenues, non-

distortionary revenues and other revenues. Economic growth was measured by the growth rate of 

real GDP and the real GDP per capita.  

Four simple VAR models were estimated, described by Equations 44a, 44b, 45a and 45b. The 

value of the fiscal multiplier was analyzed, which shows how much the GDP size modifies when 

changing the tax rates. 

Testing the VAR models hypotheses for the four estimated models, the results obtained 

indicate that when the structure of the government revenues is considered the residue series are 

autocorrelated. According to the econometric theory, a Structural VAR model should be used in this 

situation. Thus, the impulse response functions for Equations 44a and 44b were interpreted following 

the estimation of the simple VAR model, and for Equations 45a and 45b the Structural VAR model. 

  

 The impact of the total government revenues on economic growth: 

VAR(3a): Yt = [rata_PIBt, v_bugt]                                                                                                 (44a) 

VAR(3b): Yt = [PIB_loct, v_bugt]                                                                                                  (44b)  
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 The impact of the structure of the government revenues on economic growth: 

SVAR(4a): Yt = [rata_PIBt, v_distort, v_nedistort, v_altet]                                                              (45a) 

SVAR(4b): Yt = [PIB_loct, v_distort, v_nedistort, v_altet]                                                              (45b) 

 

It has been observed that at the unexpected increase of the total government revenues the 

impact on the economic growth is positive, regardless of the indicator used for its measurement. The 

fiscal multiplier registers a very small value, for the model in which the real GDP per capita is 

considered. Its value is 0.0087% in the second period, it continues to grow until the sixth period, 

reaching the value of 0.063%, after which it decreases and returns to the value 0 in the tenth period. 

Therefore, the effect of government revenues on real GDP per capita is not significant. If we consider 

the real GDP growth rate, the impact is much more significant. The fiscal multiplier is equal to 1.306 

in the second period, after which it decreases and reaches the value 0 at the beginning of the fifth 

period. 

In order to estimate the SVAR (4a) and SVAR (4b) models, short-term restrictions have been 

used. The economic interpretation of the imposed restrictions is in accordance with the economic 

theory. Thus, the real GDP growth rate and the real GDP per capita are influenced by the three 

categories of total government revenues. 

The values of the coefficients related to the imposed restrictions have a negative sign for both 

models. It was observed that the impact of distortionary revenues on the real GDP per capita is not 

statistically significant, the probability of statistics z being higher than the 5% threshold, and the 

effect of the category of other incomes on the real GDP growth rate is significant, if the threshold is 

accepted of 10%. The other imposed restrictions are significant. The values of the coefficients of the 

non-distortionary incomes are much lower than those estimated for the distortionary incomes or the 

category of other incomes, which shows the types of incomes that must be considered by the 

government in directing development of the economy. Also, the influence of the structure of total 

government revenues is more important on the real GDP growth rate compared to the real GDP per 

capita. 

 

 

6. The effects of fiscal and budgetary policies on the economic growth 

 

The fifth chapter “The effects of fiscal and budgetary policies on the economic growth” 

analysis the impact of government expenditures and revenues on economic growth in Romania. For 
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a better understanding of these relationships, a comparative analysis has been made with the 

behavior observed in other countries that joined the EU during the same period, are emerging 

countries and have not yet adopted the euro currency. Since it is recommended to study a group of 

homogeneous countries, the Czech Republic, Poland and Hungary were considered. The decision of 

using these countries was made based on the results obtained for the convergence phenomenon tests, 

presented in the first chapter. 

First analysis refers to identifying the causality relationship between the budgetary policy, 

measured by the total real government expenditures and the fiscal policy, represented by the total 

real government revenues. The economic literature highlights three types of relationships, namely: 

the bidirectional causal relationship, the causal relationship from government expenditures to 

government revenues, and the causal relationship from government revenues to government 

expenditures. 

Following the identification of the bidirectional causality relationship between total real 

government expenditures and total real government revenues in Romania, it was decided that it is 

mandatory for the two types of policies to be considered together in the estimated model, since it is 

very difficult to isolate the effects of a single policy on growth economic. 

The conclusion, regarding the type of relationship between the two variables, was formulated 

based on the results generated by the cointegration tests and the estimated VEC model. Because the 

data series for total real government expenditures and total real government revenues need to be 

integrated in order I to become stationary, the Johanson cointegration test could be used. The results 

show the existence of two cointegration equations at both thresholds, 5% and 1%. As the null 

hypothesis of the test was rejected, the long-term relationship between variables could be analyzed 

by estimating the VEC model. It was obtained that there is a bidirectional causality relationship 

between the two variables: the income impacts the expenses, but also the expenses impact the 

income. The results of the Wald test indicate the rejection of the null hypothesis, which refers to the 

lack of causal relation between the variables.  

Four simple VAR models were estimated based on Equations 49a, 49b, 50a and 50b. It was 

started by analyzing the effects of total government expenditures and revenues on economic growth 

and afterwards their categories were considered: current expenditures, capital expenditures, 

distortionary revenues and non-distortionary revenues. Economic growth is expressed as the real 

GDP growth rate and the real GDP per capita.  

 

 The impact of total government expenditures and revenues on economic growth: 

VAR(6a): Yt = [rata_PIBt, ch_bugt, v_bugt]                                                                                               (49a) 
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VAR(6b): Yt = [PIB_loct, ch_bugt, v_bugt]                                                                                                (49b) 

 

 The impact of the structure of the total government expenditures and revenues on economic 

growth: 

VAR(7a): Yt = [rata_PIBt, ch_curentet, ch_capitalt, v_distort, v_nedistort]                                (50a) 

VAR(7b): Yt = [PIB_loct, ch_curentet, ch_capitalt, v_distort, v_nedistort]                                 (50b) 

 

It has been observed that the impact of total government expenditures and revenues on 

economic growth has different intensity depending on the indicator used for its measurement. At the 

unexpected increase of total government expenditures, both real GDP growth rate and real GDP per 

capita decrease, the value of expenditure multiplier being -0.54 and -0.000114 respectively. As for 

the total government revenues shock, the effect on economic growth is positive. The fiscal multiplier 

registers a value of 1.33, when the economic growth is expressed as the real GDP growth rate and of 

0.000247, if the real GDP per capita indicator is used. The influence is much more significant when 

economic growth is measured using the real GDP growth rate. 

The values of multipliers show that fiscal policy decisions have a stronger influence on 

economic growth. Their sign is not the one described by the economic theory, which is why a more 

detailed analysis was carried out in which the structure of government expenditures and revenues was 

considered. Thus, the estimated models contain variables for two categories of government 

expenditures (current and capital expenditures) and two groups of government revenues 

(distortionary and non-distortive revenues). It has been observed that depending on the variable used 

to measure growth, the effects are different, much more significant when using the real GDP growth 

rate, compared to the real GDP per capita. 

At the unexpected increase of the current expenses, both real GDP growth rate and real GDP 

per capita decrease, the value of the multiplier of expenses being of -0.6045 and -0.000145 

respectively. As for the shock introduced on capital expenditures, the effect on economic growth is 

also negative. The multiplier registers a value of -2.3719, in the case of the real GDP growth rate and 

0.000174 for the real GDP per capita. 

At the unexpected increase of the distortionary incomes, the effect is negative, almost non-

existent for the real GDP per capital indicator, while the real GDP growth rate is positively influenced, 

the fiscal multiplier registering the value of 0.4538. The shock introduced on the non-distortionary 

incomes, has a more significant effect, compared to the other income group. The real GDP growth 

rate and real GDP per capita are positively influenced, the fiscal multiplier being equal to 0.7794 in 

the first period and 0.000167 respectively in the third period. 
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Due to the low values of the expenditures and fiscal multipliers, the analysis was continued 

with identifying the effects of fiscal and budgetary policies in the Czech Republic, Poland and 

Hungary in order to compare the results of these homogeneous economies with those obtained for 

Romania. 

Four models of Structural VAR were estimated, based on the method of imposing short-term 

restrictions, one for each country. Variables considered are the total government expenditures and 

revenues. Economic growth was measured using the real GDP growth rate. Equation 50 describes the 

vector of endogenous variables. 

 

 The impact of total government expenditures and revenues on economic growth: 

SVAR(8): Yt = [rata_PIBt, ch_bugt, v_bugt]                                                                 (50) 

 

The shock introduced on total government expenditures impact differently the real GDP 

growth rate in the four countries. The impact is positive in Romania and the Czech Republic and 

negative for Poland and Hungary. The values recorded by the expenditures multiplier are relatively 

low for all countries analyzed. In Romania, it increases from -2.6443 in the first period to -0.1793 in 

the third period, and in the Czech Republic, the change over the three periods is from -1.5374 to 

0.1095. In Poland, the decrease starts from -0.0048 to -0.0078 during three periods, and in Hungary 

from 0.8547 in the first period to 0.0502 in the third period. 

The unexpected increase of the total budget revenues influences the economic growth in the 

sense of the decrease, being steeper in Romania (from 2.2886 to 0.4500 during three periods) 

compared to the Czech Republic (from 1.1978 to 0.8556 during three periods). For Poland, the fiscal 

shocks determine the decrease of the economic growth, the fiscal multiplier reaching the value of -

0.0186. In Hungary, the economic growth responds positively to fiscal shocks, the change being from 

-0.9262 to -0.0450 over three periods. 

It can be considered that the reduced value of the expenditures multiplier and of the fiscal one 

is relevant for the developing countries, because this situation was observed for the 4 countries 

included in the analysis. 
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7. Conclusions 

 

This subject was chosen to be analyzed because of the desire to observe how the government 

works to stimulate economic development in Romania. Being a country in transit, with a fluctuating 

economy, it was influenced by numerous and important events that led to changes of fiscal and 

budgetary policies and not only. 

First, the paper presents a variety of case studies using several econometric methodologies, 

which are generally addressed by other authors in individual papers. 

Secondly, the period considered for analysis is 1995-2020, thus most recent fiscal and 

budgetary policy decisions adopted by the government are considered. 

An important aspect is highlighted by the estimation of the Solow model and the Solow model 

with human capital for the Romanian economy. Comparing the results obtained for the two models, 

it was concluded that the stock of human capital contributes to the economic growth and thus 

investments in this direction should be encouraged. 

The phenomenon of unconditional and conditional convergence was analyzed for a group of 

six European Union countries, which have not yet adopted the euro currency, namely Romania, 

Poland, Hungary, Croatia, Czech Republic and Bulgaria. It was obtained that the two types of 

convergence manifest themselves at the group level, which means that the countries tend towards the 

same long-term equilibrium point. In other words, the differences regarding the economic 

development of these countries will disappear in time. Following the analysis of the evolution of 

macroeconomic indicators and the relationships between them, it was observed that some countries 

developed more during the analyzed period. It was concluded that the narrowing of the gap between 

the Czech Republic and Poland may be due to the high level of investments in human capital made 

in Poland. Also, the gap between the Czech Republic and Romania was reduced, one of the causes 

being the accumulated physical capital in Romania. 

The changes of fiscal and budgetary policy adopted in Romania during the period 1995-2018 

were summarized and thus their impact on the economic growth, the evolution of the government and 

the progress of the mechanisms of transmission of fiscal and budgetary policies were observed.  

Also, the individual and cumulative impact of total government expenditures and revenues on 

economic growth in Romania was analyzed, but it was also considered the influence of their 

categories, namely: current expenditures, capital expenditures, distortionary revenues, non-

distortionary revenues and other categories of income. It was concluded that it is necessary to analyze 

together the effect of fiscal and budgetary policies, due to the bidirectional causality relationship 
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obtained between budgetary expenditures and revenues. It was observed that it is necessary to 

optimize the process of allocating budgetary expenditures. Currently, they are mainly intended to 

cover the social needs of the population and not oriented on the investments that could stimulate 

productivity activities or generate future income. Also, the tax collecting process must be improved 

and the level of corruption reduced. 

Finally, a comparative analysis was made of the impact of total government expenditures and 

revenues on economic growth, between Romania, the Czech Republic, Poland and Hungary. It was 

observed that for the four countries, the values of the fiscal multipliers and those of the expenditures 

are low. The obtained results characterize the emerging countries, which have a high degree of trade 

openness and a flexible exchange rate system. Depending on each country, the results indicate a 

positive or negative influence, which highlights the fact that the fiscal and budgetary policy decisions 

adopted, by each government, are different and are important for stimulating the economy. 
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