
SUMMARY 

 

 

Fiscal policy, through measures imposed by economic decision-makers, can influence the 

level of development of a country by encouraging or restricting the economic environment. The 

importance of a country's fiscal policy for economic performance is reflected in numerous articles 

and studies on the impact of taxation on economic growth in different countries. By using fiscal 

policy fairly and efficiently, an economy can be relaunched or, if not, economic imbalances can 

deepen. The role of the tax system and, implicitly, of the fiscal policy is to create welfare, stimulate 

investment, provide revenue to cover expenditure. Fiscal policy can also: reduce unemployment 

and poverty, prevent and combat tax evasion, reduce inflation and stabilize the economy. 

The subject approached within the paper, Analysis of the Impact of Fiscal Policy on 

Economic Performance, is current and interesting for both those responsible for economic 

decisions and for all those involved in the economic environment. The dynamics of economic 

processes, the existing tax changes and the changing economic conditions are factors that 

determine the need for continuous analysis. 

The main purpose of the paper is to investigate to what extent fiscal policy influences 

economic growth in Romania, how sustainable fiscal policy is and, at the same time, to identify 

the fiscal adjustment strategies applied in our country. Besides this goal, the paper aims to make a 

comparison with the EU member states from the perspective of direct taxes, indirect taxes, 

mandatory social contributions, total revenues, total expenditures, public debt, primary deficit, 

structural deficit and competitiveness index. 

The research is conducted both theoretically and empirically. The theoretical notions are 

presented in order to create an overview of the concepts, indicators and methods used. These are 

extracted from the literature presented in the paper at the beginning of each chapter. Reference 

literature is the starting point in studying the impact of fiscal policy on the performance of the 

economy. 

The paper consists of four chapters. Each part approaches a different subject, but together 

with the others it creates an overview of the topic under consideration. The structure of research is 

the same for each chapter. First, an introductory part is made, followed by the stage of knowledge, 



the description of the data and the methodology of the research, the obtaining of the results and 

their interpretation. 

The econometric methodology includes the regression method, autoregressive vector 

method, Granger causality, impulse response function, variance decomposition, stationarity 

testing, cointegration technique. Also, data analysis methods are used, such as principal component 

analysis and cluster analysis. 

In the first chapter, General Approaches to the Tax System and Fiscal Policy, the main 

objective is to create an introduction in the subject analyzed by the exposition of the notions of 

taxation, fiscal system, fiscal policy, fiscal policy efficiency. Using the graphical analysis are 

evidenced evolutions of the share of the direct taxes in the gross domestic product, the share of 

indirect taxes in gross domestic product, the share of social contributions in gross domestic product 

in Romania. Also, in this chapter are analyzed the evolution of fiscal revenues and fiscal pressure. 

By comparing with the European Union member countries, Romania's position in the analyzed 

period can be determined in the European ranking from the perspective of the analyzed indicators. 

The Taxation Efficiency Index allows for a comparison with the new entry into the European 

Union from the point of view of corporate income tax, income tax, social security contributions 

and value added tax. The main conclusions of the first chapter are: the share of indirect taxes in 

gross domestic product had a decreasing trend over time, indirect taxes over the years have been 

higher than the direct ones, social contributions have had gross domestic product weights higher 

than taxes direct and smaller than indirect ones; compared to the EU member states, Romania has 

the lowest fiscal pressure during the analyzed period and the lowest level of tax revenues. These 

values highlight: the state's lack of interest in direct taxes, and increased attention to indirect taxes, 

a weak and inefficient revenue collection and, at the same time, the importance of indirect taxes 

for relaunching the economy. 

In Chapter Two, The Impact of Fiscal Policy on Economic Growth, the aim is to analyze 

the impact of taxes on economic growth from the perspective of distorsionary income, property 

tax, corporate income tax, personal income tax, value added tax and social security contributions. 

Using the linear regression method, two econometric models are obtained in which the dependent 

variable is the rate of economic growth, and, as an independent variable, the distorsionary income 

and the property tax are used in turn. The autoregressive vector method is used to create four 

econometric models in which the common variable is the growth rate, and the other variables used 



as weights in gross domestic product are: personal income tax, corporate income tax, social 

security contributions and value added tax. 

The first part of the analysis focuses on the use of data analysis methods aimed at 

identifying countries in the European Union with similar characteristics from the point of view of 

direct taxes, indirect taxes and social security contributions. The methods used are principal 

component analysis and hierarchical cluster analysis. Three years are selected for the analyzes, 

2008, 2010 and 2018. It is studied the impact of the international economic situation on each 

economy and whether the countries have similarly taxed behaviors. The principal component 

method is used to extract the smallest number of components in order to recover as much of the 

information contained in the original data. The results obtained by the principal component method 

are similar across all three years of analysis. Thus, for each year, a single primary component is 

obtained that recovers more than 50% of the original space information. Cluster analysis shows 

that the number of groups obtained can be different each year and their composition the same. The 

association of countries into a particular cluster based on the three tax categories chosen is based 

on the tax structure, taxation level, the manner of taxation (flat or progressive) and each country's 

response to international economic changes. 

The results of the regression parameter estimation reveal a positive correlation between the 

property tax and the economic growth rate and between the distorting income and the economic 

growth rate. The results of autoregressive vector models highlight the increasing impact of the 

variables studied on economic growth over time, the most significant being the one generated by 

the value added tax model. In conclusion, it can be stated that all tax categories analyzed in this 

chapter are important for economic growth, but their contribution to the value of this indicator 

depends on how they are used. As a result of all the analyzes carried out in this chapter, it can be 

said that taxation is an important tool that can influence economic growth. 

The third chapter, Analysis of the sustainability of fiscal policy in Romania, has the main 

purpose to analyze fiscal sustainability in Romania by using econometric methodology that 

involves testing the order of integrating public debt and primary deficit and testing the 

cointegration of public revenues and expenditures. 

Starting from the graphical analysis of the evolution of the public debt and the primary 

deficit, the research is continued with the testing of the integration order of the two indicators. 

Completing the analysis is done by testing the cointegration of budgetary revenues and 



expenditures for Romania. Testing of public debt sustainability is carried out for the 2000 Q1 and 

2018 Q3. The results of the ADF and PP tests indicate a series of non-stationary data, which is 

integrated with order 0, I (0). Also, for the data series of the share of the budget deficit in gross 

domestic product for the period 1995-2018, the results indicate non-stationarity. It can be argued 

that for both periods analyzed, the applied fiscal policy is not sustainable from the perspective of 

public debt and primary deficit. 

Testing for cointegration between budget revenues and expenditures is done for the period 

1995-2018 using the Engle-Granger technique. Following the results obtained, it can be noticed 

that the series of data formed by the share of budgetary revenues in the gross domestic product and 

the share of budgetary expenditures are cointegrated, which shows that in the long run the two 

indicators are evolving together. 

In conclusion, from the point of view of public debt and primary deficit, fiscal policy is not 

sustainable. This requires measures to reduce the share of public debt in gross domestic product 

and keep it at a low level. By increasing indebtedness, the country's ability to pay its debts in the 

future is diminishing. 

In the last chapter, Analysis of Fiscal Adjustment Strategies and their Economic 

Implications, the main objective is to determine the fiscal adjustment strategies in Romania, to 

identify the effects of fiscal consolidation on the evolution of the potential gross domestic product 

and the output gap, at the same time, to determine the group of countries from which Romania is 

part of from the point of view of structural deficit and competitiveness index. 

The chapter is a complex analysis of the subject approached by presenting the empirical 

results obtained in previous works, by substantiating the theoretical notions used and by obtaining 

the own results. 

The structure of the chapter contains a synthesis of the reference literature in which fiscal 

adjustment strategies are discussed for different economies in distinct periods. In the continuation 

of fiscal adjustment studies, theoretical notions are presented on fiscal policy types according to 

the fiscal impulse identified in the articles studied. The reference literature presented in this chapter 

is structured in two parts. The first part describes and analyzes studies that have addressed fiscal 

consolidation by suggesting which fiscal adjustment measures are effective for different 

economies. In the second part of the reference literature, studies are presented that address the 

potential Gross Domestic Product and the output gap. 



Following the theoretical notion, the tax adjustment strategies applied in Romania are 

analyzed. The starting point is the analysis of budgetary revenues and budget expenditures and the 

comparison of the values registered by Romania with those achieved by the member countries of 

the European Union. For Romania, the analysis is carried out in the period 1995-2018, and for the 

comparison with the European Union data are used between 2001 and 2018. This analysis allows 

the awareness of the position in the European ranking. 

The economic implications of fiscal adjustment strategies can be reflected in the evolution 

of indicators such as potential GDP, output gap and structural deficit. Therefore, after identifying 

the fiscal adjustment strategies in Romania, an analysis of the indicators listed above is carried 

out. Given the importance of estimating the potential gross domestic product and the output gap, 

there is a special section in this chapter, which presents the literature focusing on the potential 

output and output gap, methods and techniques for estimating the potential gross domestic product 

and, at the same time, the results obtained using the Hodrick Prescott filter are presented. 

The results of the application of fiscal adjustment measures are also reflected in the values 

of the structural deficit. Thus, in the last part of the chapter an analysis of the evolution of this 

indicator is made in the period 2010 - 2018 for Romania. At the same time, a comparison is made 

with the European Union member states for the year 2018. Also, in order to complement the 

analysis of this indicator using the data analysis method, hierarchical cluster, there are identified 

groups of countries that have similar characteristics from the point of view the structural deficit 

and the competitiveness index. 

Own results are obtained using graphical analysis, using the Hodrick Prescott filter method 

and the hierarchical cluster method. 

As a result of the analysis, it can be concluded that fiscal consolidation in Romania was 

achieved by reducing expenditures and increasing tax rates. Examples of these two measures are 

the reduction of wages in the public system and the increase in the VAT rate. The impact these 

measures have had on the potential Gross Domestic Product is reflected in the estimated values 

for this indicator. In most years, production has been below potential. 

The analysis conducted in the present paper is complex. The results obtained from the 

research are in line with those in the reference literature. They highlight the importance of taxation 

for Romania's economic growth and its level of economic development. 

 


