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SUMMARY 

 

The prezent thesis aims at advancing the knowledge of the relationships between the capital 

market and the real economy. The personal contribution comes from three distinct directions. 

Firstly, it is the first work of such a scale for Romania's economy, both in terms of the study’s 

duration and the set of data used. Secondly, the thesis compares and presents the results 

obtained by exploiting the cross-section and time series of data, implementing both classical 

time series models and panel models in relation to the three economic areas, helping to interpret 

the results in a relevant geo-economic context. Finally, an element of originality, is the use of 

unconventional variables (ESI, the Uncertainty Index, the GINI coefficient) as a proxy for the 

real economy. One of the main objectives is to identify real economic variables with prediction 

power over capital market. Another set of important goals is to identify the capital market 

variables with predictive power on the real economy; identifying the type of relationship 

existing between real economy and capital market variables, on pairs (one-to-one) or group; to 

determine the impact of the 2008 financial crisis on these variables and relationships; 

comparing the type and intensity of relationships identified in Romania with the results obtained 

in the European Union and the euro area. 

The analyzed data set contains a wide selection of variables due to the complexity of the topic 

approached. Some of the variables analyze government activity, such as budget deficit or 

government spending. It was necessary to analyze the activity of the economic agents, which 

is why we introduced variables such as: private consumption, domestic demand, investments, 

etc. Also, variables have been introduced to describe real activity, such as inflation or 

unemployment. For the description of the capital and money markets, we have introduced 

variables for stock index, monetary policy, exchange rate, capitalization and so on. Because the 

subject was complex, with many aspects to consider, several unconventional variables, 

including ESI or the Unhappiness index, have also been introduced. 

 From the point of view of the estimation methods, the initial method through which the 

relationships between the real economy and the capital market were discovered, was the ordinay 

least squares (OLS) method. This method has the advantage of a relatively small sample 

required and, in the absence of perfect multicoliniarity, can always be computed. Because the 

present study contains a complex analysis for several countries, it was necessary to use 
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estimates with panel data, basically an extension of OLS. Two other important tools for analysis 

were Granger causality and autoregressive vector (VAR) method. In order to create efficient 

and accurate econometric models, important aspects such as the principle of parsimony, 

avoiding multicollinearity or level of significance were taken into consideration. 

If the first two chapters focused on introducing the chosen subject and methodology, Chapter 

3 looks at the unidirectional relationship, in both directions, between the capital market and the 

real economy through OLS models. These models have seen strong links from the stock market 

to the inflation rate and weaker to the monetary policy rate. The reverse relationship from the 

real economy to the capital market was also analyzed. In our country, it was determined that 

there is a stronger one-way connection from the real economy to the capital market and, at the 

same time, the connection seems bidirectional. However, the OLS method has not been able to 

identify a significant relationship from the real economy to the capital market in EU, but it has 

not been concluded that the relationship is one-way, which is why a panel model has been 

developed. 

 

In panel models, the variables were more significant individually, thus confirming a stronger 

relationship. Estimates of the panel model for the European Union have shown that the 

relationship is bidirectional, stronger from the capital market to the real economy, with 

noticeable differences between countries. 

 

Subsequently, Chapter 5 analyzes the bidirectional relationship between the real economy and 

the capital market, using the time-series data structure and creating the models using 

autoregressive vector (VAR) and Granger tests. In Romania’s case, bidirectional Granger 

causality relations were established, thus: between yield and GDP, current account balance, 

demand, exports, imports and investments; between the value of transactions and government 

spending, private consumption and the industrial production index. At the same time, Granger's 

unidirectional debt causes government debt, budget deficit, ESI, GINI and stock growth, and 

unilateral Granger is caused by government spending, private consumption and unemployment. 

In the case of the EU, there is only one Granger causality relationship for yield, that is, it is 

caused Granger unidirectionally by GDP. Also, a two-way Granger relationship between 

volatility and interbank interest at one month was identified. The most recent types of models, 

the ones that use autoregressive vector, have estimated the simultaneous relationships between 
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variables. For Romania, the strongest bidirectional links were found between the capital market, 

the money and financial markets, and the weakest link between the capital market and 

unconventional variables. 

Chapter 6 analyzes the influence of sub-components of the capital market on GDP. More 

specifically, GDP is represented by the Economic Growth variable and the BET and BET-FI 

stock market for a period of 16 years between 2001 and 2017. By applying the OLS regression 

models, it was noticed that the impact of the change in the capital market is felt in the real 

economy with a delay of at least one quarter, and the capital market determines the GDP at a 

maximum of 22%. The Granger method found that there is a bidirectional causal relationship 

between Economic Growth and BET-FI volatility. For relationship stability testing, pulse-

response function graphs were used. They have shown that in most cases equation systems 

return to balance after a random shock, except for the volatility of the BET and BET-FI indices. 

According to the analysis, the two-way relations between the real economy and the capital 

market are stronger in the EU than in Romania, and the strongest link is between the 

government and the capital market.  

The same phenomenon also occurs for euro area or financial market models. 

The conclusions address the size of the subject under discussion with a relevant extension on 

future limitations and possibilities, with a number of proposals such as: increasing the set of 

explanatory variables, expanding the panel model or implementing more efficient econometric 

models. 

 

 

 

 

 


