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Abstract 
The analysis of the way in which the economic growth is achieved represents one of the fundamental 

problems of economics. Recent research is based on the econometric models based on multiple regression. 

This research aims to analyze how government spending, fiscal, monetary and financial policies influence 

the dynamics of the GDP. In this sense, it is constructed an econometric model in which the dependent variable 

is the gross domestic product and the independent variables are: fiscal freedom, government spending, monetary 

freedom and financial freedom. 

A comparative analysis between two former communist countries of different sizes, with different 

economic features, is performed in order to capture and analyze the phenomenon better. They used data 

characterizing the period 2000 – 2012. The model of multiple regression shows the way in which the 

independent variables influence the economic growth in the two countries. 
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1. Introduction  
The economic growth and its underlying theories have known over time a significant 

development in terms of interpretations and the analyses of the determinants, researchers 

trying to explain this phenomenon from a multiple perspective. Currently, the World Bank 

defines the economic growth as “... the quantitative growth or expansion of an economy. The 

economic growth is measured conventionally by the percentage increase of the gross 

domestic product or the gross national product over a period of one year.” (World Bank, 

2012). Undoubtedly, the fundamental indicator that measures the economic growth is the 

gross domestic product. The recent theories and analyses attempts to capture the different 

models, links between this indicator and the factors that contribute substantially to its change 

in time (Kormendi and Meguire, 1985; Knight, Loayza and Villanueva,1993; Εasterly and 

Rebelo, 1993; Zhang, 1999; Μoudatsou, 2003; Barro, 2003, Bruneckiene, J. and 

Paltanaviciene, D. 2012). Most models use in the analysis the regression equations whose 

dependent variable is the gross domestic product, and the independent variables are 

considered various determinants of the economic growth. 

The objective of this research is to create a model that highlights the following 

determinants of the economic growth: fiscal freedom, government spending, monetary 

freedom and financial freedom. The comparative analysis is performed between two EU 

member states, former Communist countries, with economies showing distinct features. The 

four independent variables included in the model capture the most important aspects of fiscal 

policy, government spending, monetary and financial policies. They make up the Index of 

Economic Freedom, calculated annually by the Heritage Foundation. 

Fiscal freedom is a measure of the tax burden imposed by the government. It includes 

direct taxes, in terms of the top marginal tax rates on individual and corporate incomes, and 

                                                 
1 Senior Lecturer, Faculty of Finance, Constantin Brancoveanu University of Piteşti, Calea Bascovului no. 2A, Piteşti, 

România; e-mail: george_sene@yahoo.com 
2 Ph.D. CAFR member 



 7 

overall taxes, including all forms of direct and indirect taxation at all levels of government, as 

a percentage of GDP. Thus, the fiscal freedom component is composed of three quantitative 

factors: the top marginal tax rate on individual income; the top marginal tax rate on corporate 

income and the total tax burden as a percentage of GDP (Heritage Organization, 2013). 

Government spending – this component considers the level of government expenditures 

as a percentage of the GDP. Government expenditures, including consumption and transfers 

(Heritage Organization, 2013). 

Monetary freedom combines a measure of price stability with an assessment of price 

controls. Both inflation and price controls distort market activity. Price stability without 

microeconomic intervention is the ideal state for the free market (Heritage Organization, 2013). 

Financial freedom is a measure of banking efficiency as well as a measure of 

independence from government control and interference in the financial sector. State 

ownership of banks and other financial institutions such as insurers and capital markets 

reduces competition and generally lowers the level of available services. 

In an ideal banking and financing environment where a minimum level of government 

interference exists, independent central bank supervision and regulation of financial 

institutions are limited to enforcing contractual obligations and preventing fraud (Heritage 

Organization, 2013). 

The aim of this research is to analyze the impact of the mentioned determinants on the 

gross domestic product, the correlations existing between the variables and to explain the 

differences between the two countries.  

The methodology of research comprises: the exploratory research of the literature, the 

quantitative literature, the qualitative research, the creation of the model and the interpretation 

of the data obtained.  

 

2. Theories and concepts regarding the economic growth and the determinants of 

economic growth  

The economic growth is influenced by many factors. A first analysis of the growth and 

the factors that influence it was achieved by A. Marshall (1890) showing that “the industrial 

and social progress and development..... depends on numerous factors that influence this 

process”. Subsequently, the analyses related to the economic growth and its implications have 

been captured by a growing number of economists. Colin Clark (1947) considers that “the 

first element of the economic growth is that of the real income received by a worker in an 

hour of work," the economic growth being thus explained by the theory of labor productivity. 

K. E. Boulding (1953) explains this phenomenon of the economic growth with the help of the 

phenomenon “butterfly” – economies grow and are developed like a butterfly from being a 

larva and then an insect. Hicks (1956) explains the economic growth through utility – utility 

maximization leads to the economic growth. 

The analysis of the different types of relationships between the economic growth and its 

potential determinants is highlighted by various models created by economists over time. J. 

M. Keynes (1936) highlights the relationship between income (V), consumption (C) and 

investment (I). 
 

V = C + I            (1) 
 

If in the Keynesian model we look at the overall income (V) as an indicator of the 

economic development, its modification is based on the following relationship: 
 

∆V = ∆C – ∆I,             (2) 

 

It would result that an increase of the investment leads to the increase of consumption 

and thus of the income. Keynes also explains the impact created by investments on the 
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income and implicitly on the economic growth. The investment multiplier (K) is the indicator 

that allows the quantification of these effects:  
 

K = ∆V/ ∆I,               (3) 
 

This shows how income changes if investments increase by one unit. Another well-

established pattern of the economic growth is developed by R. Solow (1956). It reveals how 

two fundamental factors – labor and capital – affect growth. Through a function of the type 

Cabb – Douglas it generates the production function: 
 

Y = F (K, L), so Y = AK a L a−1 ,   (4) 
 

where: Y – represents the global production, A – the technological contribution, K – money 

capital (can be viewed as an investment in achieving production), L – labour (human resources 

used in production). 

The second specific equation that goes into the model developed by Solow is the 

accumulation of capital:  
 

K = sY – dK,                      (5) 
 

where: sY is the gross investment, and dK is the depreciation incurred by the capital. 

Important contributions to the identification and explanation of the links between 

growth and its determinants were also brought by the creators of the endogenous growth 

models such as Paul Romer (1990, 1994) that conceived the AK model which demonstrates the 

link between production of a country and the capital it has, showing the proportionality 

between the two elements. 

Another established model is the model “Human Capital Accumulation” (HCA) of 

Lucas (1988). It puts the spotlight on the accumulation of human capital as the basis for 

economic growth. In this case, the production function has become: 
 

Y=AK (uhL),              (6) 
 

where: Y – global production, A – technological contribution, K – money capital (can be 

viewed as an investment in achieving production) L – labor ( human resources used in 

production). 0 <a <1, u – the time spent working, and h – stock of human capital. 

The role of human capital in the economic growth is further highlighted by other 

economists (Levine and Renelt, 1992; Benhabib and Spiegel, 1994; Topel, 1999; Hanushek and 

Kimko, 2000, Krueger and Lindahl, 2001; Pritchett, 2001). 

Along with the determinants presented in the previous models, there were identified 

other factors that contribute to the economic growth. Levine and Zervos (1993) show that 

countries with higher enrollment rate in secondary education have a higher growth rate than 

those with a lower rate, demonstrating a direct link between the formation of the new 

generation and growth. Βorensztein, De Gregorio and Lee (1998), Hermes and Lensink (2000), 

Lensink and Morrissey (2006), demonstrate the close relationship existing between foreign 

direct investment and economic growth. Κhan and Kumar, (1997), Knack and Keefer, (1995) 

examine the way in which public and private investment influence the economic growth, 

capturing significant differences between the two factors. The fact that investments are the 

fundamental determinant of the economic growth is highlighted in numerous research studies 

(De Long and Summers, 1991, Levine and Renelt, 1992, Mankiw, 1992, Auerbach et al, 

1994, Barro and Sala – I – Martin, 1995, Bond et al, 2001; Podrecca and Carmeci, 2001). 

 

Hall and Jones (1998), Rodrik D. (2000) believe that a great influence on the economic 

growth is held by public institutions and government policies, the state being, through the 

policies developed, a decisive factor influencing the economic growth. 
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Ulku (2004) highlights the implications that innovation and research-development have 

on the economic growth, demonstrating that a country that invests in research, development 

and innovation generates higher economic growth than the countries that do not show such a 

trend or not give importance to this aspect. 

R.J. Barro(1991, 1999, 2000, 2003). pays particular attention to the determinants of the 

economic growth in various studies and analyses. He analyzed the effects on the economic 

growth: human capital, demographic growth, government consumption, rule of low, terms of 

trade, regional variables and investment ratio. 

Willa Boots J. Tolo (2011) considers that fiscal policies, external developments, political 

stability and reform indicators have a determinant role in development. 
 

3. Model and empirical research  

The analysis of the determinants analyzed on GDP as an indicator reflecting growth 

involves the following steps: 

Step 1. the identification of the categories of variables that compose the model; 

Step 2. the construction of the econometric model to make the impact assessment; 

Step 3. the empirical research by the introduction and validation of the time using the model built; 

Step 4. the interpretation of the obtained quantitative results.  
 

Step 1. Identification of the variables that compose the model 
For this research, the dependent variable Y is represented by the GDP as an expression 

of the economic growth. The independent variables Xi are the variables that are used in the 

model to characterize the influence they have on the independent variable. The independent 

variables helping to analyze the impact on the Gross Domestic Product are: fiscal freedom 

(FF), government spending (GS), monetary freedom (MF) and financial freedom (FIN.F). 
 

Step 2. Construction of the econometric model to make the impact assessment; 

The construction of the model expresses the gross domestic product as a dependent 

variable in accordance to the independent variables. In this context:  

GDP= (the selected dependent variables); GDP= (fiscal freedom, government spending, 

monetary freedom and financial freedom). 

In this context one can use a multiple regression function to characterize the phenomenon. 

Yt = a0 + a1X1t + a2X2t + … + akXkt + et,  (7) 
t = 1, 2, …, n where: a0 – is the constant value, a1 – ak equation parameters, and x1t – xkt variables of the 

function, et – standard error. 
In our case the function is written:  

GDP = a0 + a1(FF) + a2(GS) + a3(MF) + a4(FIN.F) + et   (8) 

In these circumstances we can quantify the influence of each indicator on GDP in each 

country that was analyzed. 
 

Step 3. The empirical research 

The empirical research was conducted for a period of 13 years between 2000-2012. The 

statistical data used in the analyses were taken from the official website of the national banks 

of the two countries in the case of the dependent variable, the gross domestic product, and 

from the official website of the Heritage Foundation in the case of the independent variables: 

fiscal freedom, government spending, financial freedom and monetary freedom. To produce 

no redundancy in the model and to make it statistically representative, we proceeded to the 

logarithms of all the absolute values used in the model. The tables 1 and 2 present the 

logarithmic values obtained. 
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Table 1: Logarithmic values of the dependent variable and the independent variables in 

the case of Lithuania for the period 2000-2012. 

 
Source: author calculation using Eviews 5 and data from National Bank of Lithuania 

 

Table 2:  Logarithmic values of the dependent variable and the independent variables in 

the case of Romania for the period 2000-2012. 

 
Source: author calculation using Eviews 5 and data from National Bank of Romania 

 

The empirical research was carried out by following the steps specific to the quantitative 

analysis methodology: descriptive statistical analysis, analysis of correlations between this 

phenomenon and the influence factors and the analysis of the resulted regression equations. 

The statistical analysis indicates a very small standard deviation in both countries, such as 

the dependent variable and the independent variables. The values are close to zero, showing a 

slight dispersion to mean. The other two important elements of the statistical analysis, skewness 

and kurtosis indicating the distribution and degree of flattening of the variables, in the case of 

Lithuania, show negative values for the GDP, government spending, monetary freedom and 

financial freedom, indicating a distribution oriented to the right, with extreme values to the left, 

while the value of the independent variable fiscal freedom is positive, and the inclination of the 

distribution is to the left. In the case of Romania, all values are negative, so the distribution is 

skewed to the right. Regarding the degree of flattening, values higher than the significant 

threshold “three” are met in the case of Lithuania at the independent variables fiscal freedom and 

government spending, indicating a leptokurtic distribution. The dependent variable and the other 

independent variables have values less than three, so they have a platikurtic distribution. In the 

case of Romania, all variables except the variable designating financial freedom have values 

smaller than three indicating a leptokurtic distribution.  
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Table 3: Descriptive statistics for Lithuania – Calculations based on table 1 

 
Source: author calculation using Eviews 5 

 

Table 4: Descriptive statistics for Romania – Calculations based on table 2 

 
Source: author calculation using Eviews 5 

 

The analysis of the correlation matrix reveals the intensity of the existing links between 

the dependent and the independent variable. Table no. 3 highlights the links between the GDP 

and the four independent variables of the model.  

 

Table 5: Matrix of the correlations – Lithuania 

 
Source: author calculation using Eviews 5 
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Table 6: Matrix of the correlations – Romania 

 
Source: author calculation using Eviews 5 

 

The correlation of the dependent variable GDP with the independent variables included in 

the model reveals that Lithuania has a strong intensity in the case of the independent variable 

fiscal freedom, a moderate intensity in the case of financial freedom, and weak ties with the 

variable monetary freedom and insignificant ties with government spending.  

Regarding Romania, the links are more intense. There is a strong link between the GDP 

and fiscal freedom and between the GDP and monetary freedom, a link of medium intensity 

with financial freedom and a weak link with government spending. 

The regression equations resulting from the application of the model using Eviews 5 are: 

GDP =1.37*FF+0.62*GS -1.70*MF + 0.28*FIN F + 9.59 in the case of Lithuania (9) 

GDP=0.94*FF-0.37*GS+1.39*MF- 0.07*FIN F + 7.50 in the case of Romania (10) 

 

Table 7: The regression equation – the case of Lithuania 

 
Source: author calculation using Eviews 5 

 

Table 8: The regression equation – the case of Romania 

 
Source: author calculation using Eviews 5 
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These show the impact of each independent variable on the GDP dependent variable.  
 

Step 4 Interpretation of the results obtained at step 3 

It appears that in the case of Lithuania and Romania, the coefficient of determination (R 

-squared ) is higher than 90% (90.44 % in the case of Lithuania and 91.30% in the case of 

Romania) and adjusted R-squared is 85.66%, respectively 86.95%, so the phenomenon is 

explained by the regression equations in a very high percentage. In this context, the sample 

and the variables can be considered representative in making the analysis. In both cases Prob 

(F – statistic) is lower than 5%, so the regression model is statistically valid. 

The interpretation of the coefficients of the regression equations indicate that the 

modification with one unit of the values of the independent variables produce different effects 

in the case of the two countries. 

In the case of Lithuania, the increase with one unit of the fiscal freedom produces an 

increase of the GDP with 1.37 units, while in the case of Romania it produces an increase of 

only 0.94 units. The modification with one unit of government spending is in the same 

direction in the case of Lithuania (0.62 units), while Romania produces a change in the 

opposite direction by 0.37 units. 

Monetary Freedom produces different effects in the case of the two countries. In the 

case of Lithuania, the modification produces effects in a different way with an amplitude of 

1.7 units, while in the case of Romania, the change produced is in the same direction with an 

intensity of 1.39 units. A different aspect is observed in the case of financial policies. Their 

impact produces reverse effects for Romania (0.07 units) while in the case of Lithuania it 

produces effects in the same direction with a higher intensity (0.28 units). 

 

4. Conclusions 

The research carried out shows that the independent variables that compose the model 

greatly influence the economic growth in the two countries under analysis (the phenomenon is 

explained in greater proportion of 90 % of the four dependent variables). They found 

correlations and different influences of the analyzed determinants on the economic growth. 

For both countries, the fiscal policies play an important role in stimulating the economic 

growth. The effects produced by these policies indicate a higher GDP growth for Lithuania as 

compared to Romania. However, in Romania, this factor is more strongly correlated with the 

growth of the GDP than in Lithuania. This is explained as a consequence of the fact that 

Lithuania has a fiscal system more stable than in Romania, with a lower overall tax. If in 

Romania the tax system were more coherent, it would achieve a fiscal relaxation especially in 

the taxation of labor and the GDP could grow faster than in the case of Lithuania. The 

government spending in both countries indicates negative correlations. They are insignificant 

in the case of Lithuania, while in the case of Romania they show a weak link. The increase of 

public spending in the case of Lithuania leads to an increase of the GDP, while in the case of 

Romania it leads to a lower GDP. The explanations are many, but the way in which funds are 

spent, the efficiency of these have a significant impact on the GDP. Lithuania compared to 

Romania is a better administrator of the public funds, as they have a higher efficiency. In 

Romania the inefficient administration of public funds and public investments creates a 

negative impact on investor’s perception and consequently on the GDP. 

Regarding the monetary policies, we observe that in Lithuania there is a correlation with 

low intensity of the GDP, compared to Romania, where the correlation is 94.7 %. The effects 

produced by price stability over the economic growth are contrary. In the case of Lithuania, 

the decrease of inflation leads to a real economic growth. In January 2007 – July 2008 there 

has been a substantial increase in the inflation rate from 4% to over 12%. In this context, the 

economic growth was affected in real terms. In Romania, price stability was higher, the 
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inflation rate exceeding 6 %, decreasing from one year to another. According to the model, in 

Romania, the increase of inflation leads to the growth of the GDP in nominal terms. 

Between the financial policies and the GDP in both countries, the correlations present 

medium intensities. The modifications generated by the access to finance, the degree of 

independence of the central bank to banks produce relatively small changes in both the case of 

Lithuania and in the case of Romania. The difference lies in the meaning of these changes. 

The financial index Freedom, higher in the case of Lithuania, led to an increase of the GDP, 

while in Romania the effects are on the contrary. 

The conducted research shows that between the GDP and fiscal freedom, government 

spending, monetary freedom and financial freedom) there is a strong connection, the four factors 

representing determinants of the economic growth. It is also emphasized the different nature of 

the influences from one country to another. The final conclusion drawn from the research 

indicates that the more stable and favorable to investment is the tax system, the higher is the 

impact on the economic growth in the positive way. The increase of government spending does 

not necessarily mean an increase in the GDP implicitly. If the efficiency of this public expenditure 

is high, the effect on the GDP is positive. If, on the contrary, the public expenditure increases and 

the efficiency are low, the GDP has a negative impact. In terms of monetary and financial 

policies, their improvement produces positive effects on the GDP in real terms.  
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