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Abstract: The last events which took place after the 1st @@n@007 and Romania’s
admission in the European Union imply a sustainabié continuous economic growth,
in order to reduce economic and social disparhietsveen our country, EU average and
other EU members, through a mobilization of theernt capital and labour force
potential. Given this context, the paper aims anidying and explaining, through a
retrospective analysis, GDP fluctuations and tiwesvaluate, using the aggregate supply-
demand model, the contribution of each structutement in GDP formation and
increase. Finally, the article proposes directiohaction for continuing the sustainable
development of Romania and reducing the gaps betwleie country and other EU
members.
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1. Aggregate demand and the contribution of its elementsin GDP growth

Romania’s admission in the European Union impliesstainable and continuous
economic growth, in order to reduce economic andiasadisparities between our
country, EU average and other EU members, througlollization of the intern capital
and labour force potential. Because the key elesniananalysis of economic growth, of
production, of inflation and of economic policiesle are the aggregate supply and
demand, we want to use the aggregate supply-demmaal in order to explain and
forecast the GDP fluctuations along this trend alsd prices fluctuations.

At national economy level the aggregate demand/engdoy the quantity of goods
and services solicited by households, companiddjgpower and the rest of the world
and it is identical with the total expenditures mdxy internal and external users in order
to acquire the final goods and services manufadtur¢he economy.

The aggregate demand will only depend on the qiyaatigoods and services
which constitute the real GDP and the level ofghees.

It results that, following the evolution of the GIMhich was calculated using the
expenditures method, we will be able to determimeedontribution of aggregate demand
to the economic growth. In order to do that, weehtvdistinguish between the nominal
and the real GDP.

The nominal GDP stands for the total value of the final goods agmdises which
were manufactured by the economic entities fromoantry, in a certain period,



expressed in the prices of the current period,a@sgely of the period in which it was
produced.

Thereal GDP stands for the same value expressed in the pricesertain base-
year (reference year).

The real GDP will measure the modifications of teeonomic production
between two different periods by evaluating thedpadion of both periods in the same
prices.

In order to pass from a nominal to a real GDP wedren indicator which should
reflect the price evolution for all goods of theoromy. Because such an indicator does
not exist in practice, we can use the following:

a) Consumer price index (CPI);

b) GDP deflator DF));

¢) Industrial production price index (IPPI);

Between the consumer price index (CPI) and the @BfRator OF)) there are
some fundamental differences:

= the deflator includes a larger group of goods amdises, larger than the one used
for the calculation of the CPI;

» CPI measures the evolution of the prices accorttirgfixed value for goods and
services which remains the same each year, anchwdoies not occur in the case
of the deflator;

= CPI also includes the prices for the imported gooedsle the deflator includes
only the prices for the goods and services manufadtin the country;

According to these data the GDP deflator can besstally expressed through
the general price indexsPl).

Beside these indices in macroeconomic calculatwascan also use volume
index of GDP and harmonized consumer prices index.

In order to point our the contribution of the aggate demand in GDP growth in
Romania, it is necessary to follow up the evolutdnits component elements (presented
in Table no.1).

Tableno.1
GDP evolution and the evolution of its components
- million lei comparative prices SC 95 (1998) -

I ndices 2000 2001 2002 2003 2004 2005 2006

Total GDP of which: 55746 84995 122748 159389 2042256694 310084

* Internal demand, of which: 59652 92031 130778 173495 237969 290222 358417
= Total final consumption 49144 73588 104318 1377986483 230127 281518
= Gross Capital Formation 10194 16733 26104 35046 8269 60645 77212
= Changes in inventories 314 1710 356 654 4544 -550 313 -

* Net external demand of which: -3906 -7036  -8030 -14106 -23699 -33528 -48333
= Export 18874 29605 45712 58175 78118 95376 104950
* Import 22780 36641 53742 72281 101817 129264 153283

Source: National Institute of Statistics

Data analysis of the from Table no.1 points outftilewing:
The Gross Domestic Product registered a permanenitly between 2000-2006,
and this growth is also pointed out in graphic no.1
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Graphic no. 1 Variation of GDP growth (last year= 100)

In real terms GDP registered between 2000-20060oathr of 42,16% which
means an annual average rhythm of approx. 5,2%.significant the fact that Romania
registered in 2006 (compared to 2005) the higheghm of GDP growth from the EU
member states, as we can also notice in graphibeugh
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Graphic no. 2 GDP growth in EU in 2006

The growth from the last seven years provided alugh reduction of the
disparities towards the EU countries and allowesl tsforms to continue in order to
accomplish the general objectives of the Lisborat8gy: “more economic growth and
more occupation”.

The internal demand represented (in the entireoge2000-2006) the main factor
for the GDP growth, and registered an average dmhythm of growth of 8,2% which
was superior to the GDP rhythm of growth (5,2%).



In our opinion the main factors which contributedthe growth of the internal
demand were:

» stimulating the private sector of the economy whigre contribution in GDP
creation grew from 65,6% in 2000 to 69,8% in 20@&phic no. 3);

» the absorption of the community funds;

= the stimulation of consumption credit through mamgpolicy measures;

» reducing the taxes on personal income and compangdg by introducing the
flat tax of 16% starting with 1 January 2005;

= foreign investments which stimulated gross cajaahation.
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Graphic no. 3 Contribution of private sector in GDP creation

In the analysed period, the main factor of economgiowth remained the
individual consumption of the households which segjied an annual average rhythm of
growth of 7,2%, its contribution in real growth thfe GDP oscillating between 40,7%
and 73,5% (Table no.2).

Tableno. 2

Contribution of demand componentsin GDP dynamic
- Percentage modification towards the previous year

Constitutive elements 2000 2001 2002 2003 2004 2005 2006
Real GDP 2.1 5.7 5.1 5.2 8.4 4.1 7.7
Final consumption 1.4 6.1 3.0 8.3 11.9 8.5 8.8
Households actual individual final 0.2 6.8 4.8 8.3 12.9 9.0 9.4
consumption
Government’s actual collective final  20.4 -1.9 6.1 8.5 4.6 4.9 4.00
consumption
Gross fixed capital formation 5.5 10.2 8.2 8.6 10.613.0 12.6
Changes in inventories 1.0 -0.5 0.7 1.2 -0.3 -0.2 0.5+
Net export (export — import) -5.6 -7.8 -5.8 -76 .28 -9.6 -4.9
Contributions to real GDP growth: 5.9 9.8 9.3 8.8 13.0 8.7 14.1
Internal demand
Households actual individual final 24 7.2 4.5 6.4 9.7 7.1 9.9
consumption

Government’s actual collective final 0.7 -0.3 1.5 0.6 0.5 1.0 0.2
consumption




Gross fixed capital formation 2.9 3.0 3.1 1.8 23 .82 3.7
Changes in inventories -0.1 -0.1 0.2 0.1 0.5 22 30
Net external demand (net export) -3.8 -4.1 -42 7-3. -4.6 -4.5 -6.4

At the same time the final consumption grew in anmwal average rhythm of
6,8% and the final governmental consumption wiB¥%&,

An extremely important element, with significanntabutions especially for the
future which contributed in GDP growth, was the ioyement of investment-
consumption ratio. So, gross capital formation grewn annual average rhythm of 9,8%
in the analysed period, which in the given circianses and taking into account the
European and worldwide realities, will constitutee tengine for the durable and
sustainable economic growth in Romania in the &ifyuwars.

The emphasized growth of investments in 2000-2@9&d led to the increase of
their contribution in the growth of the internalnd@nd and real GDP.

Reducing the direct tax on labour and capital dited savings and investments,
the process being also reflected in the growtmweéstments in the private sector and of
foreign investments, as data from Table no. 3 show.

Tableno. 3
Evolution of foreign direct investments
Indices 2000 2001 2002 2003 2004 2005 2006
Investment rate (% from GDP) 18.9 20.7 21.3 21.4 621 231 23.6
Investments (mill. euro) 1147 1294 1212 1946 5183 208 7500

Source: NIS

Net export registered a negative contribution infGgpowth, as a consequence of
increased imports of goods and services, mainlgedly the high dependence of the
Romanian economy, of energy imports and raw madgemaports and secondly by the
capital goods imports (graphic no.4). Investmemtseconomy led to a growth in
competitiveness of Romanian products, fact whicks weflected in the change in
structure of the industrial products export in gsnse that the export of resources and
products with a low incorporated added value (leshtology) was reduced, and the
export of products with high incorporated addedugaincreased (medium and high
technology products).
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Graphic no. 4 Evolution of Romanian and EU 27 exports and impbetsveen 2001-
2006

Because Romania mostly relies on imported techiyoplsgstained efforts are
necessary in order to create it also at a locallléds a consequence, it is expected that
net export will continue to have a negative conttidn to the GDP growth, but on a
descending scale. The faster growth of imports @ewto exports led to the growth of
commercial deficit, which was also reflected in rewth of the current account deficit
(Table no.4).

Tableno. 4
Romanian trade balance in the period 2000-2006
- million euros -
Indices 2000 2001 2002 2003 2004 2005 2006

Exports of goods and services(FOB) 11273 12722 34675614 18935 22255 26100
Growth towards the previous year % 41.3 12.9 154 4 6 21.3 17.5 17.3
Imports of goods and services (CIF) 14245 17383 818821201 26281 32569 39370
Growth towards the previous year % 43.4 22.1 8.6 .312 24.0 23.9 20.9
Imports of goods and services (FOB) 13140 16045 2717419569 24258 30061 36340
Growth towards the previous year 43.7 22.1 8.6 12.24.0 23.9 20.9
Trade balance (FOB — CIF) -1867 -3323 -2752 -395%323 -7806 -10240
Percentage from GDP % -4.6 -7.4 -5.7 -7.5 -8.8 -9.810.8
Trade balance (FOB — CIF) -2962 -4661 -4206 -5587346 -10314 -13270
Percentage from GDP % -7.4  -104 -8.7 -106 -12.113.0- -14.0

Source: NIS data and own calculations

Among the factors which have influenced Romaniamparts, which in the
analysed period registered an annual average rhygthigrowth of 14,22% (towards
2,96% EU27 average) we mention:

= the unfavourable evolution of the petrol price (gnewth with more than 100% in
the last 4 years); because the demand of energyugo is inelastic in any

country the value of the energy imports grew in Roia with over 50%;



» the growth of foreign direct investments which le fiirst years generate massive
capital imports from investors origin countries;

» the absorption of structural and pre-accessiondumdich meant in most of the
cases, imports of equipments for infrastructureegtments and of fixed capital
and of re-technologisation (projects financed iterinational cooperation where
the financial partners were the preferred suppliers

= the growth of internal prices which was faster caneg to international price
growth, on the background of the labour force pgoewth because of the strong
appreciation of the national currency (leu) whiclaswthe currency with the
highest nominal appreciation from the internatiamakket;

From the factors which influenced the Romanian espavhich have increased
with 9,15% yearly (compared to EU 27 average 08%) we have to mention:

= the volume growth of foreign investments which tigb the know-how transfer
and through the interests of foreign investors tHaveloped businesses in
Romania, lead to the increase of exports especiallyhe branches of the
manufacturing industry where most of the investmamné concentrated,;

» the strong appreciation of the leu (especially e tast years) led to the
diminution with 20-25% of price competitivenesstfdtat caused the reduction of
exports especially in the branches where the elgstof demand-price ratio is
high (the international demand is price sensitive);

= wage growth exceeded productivity growth in mangniches. This thing led to
reduction in price competitiveness as a consequeha®st growth at internal
producers;

» the unfavourable evolution of the demand on intional market.

As a conclusion we can say that in the analysedgeahe main factor of
Romanian economic growth remained households iddali consumption (the main
element of the internal demand). But this has reduts contribution to real GDP growth
at the same time with the increase contributiogross fixed capital formation.

It is also significant the fact that while the gtbwvin gross fixed capital formation
was important, households individual consumptiors wiuated on a descendent trend,
this fact being also shown by GDP evolution on exjiteire elements (Table no.5).

Tableno. 5
GDP evolution on expenditurein the period 2000-2006
%
Indices 2000 2001 2002 2003 2004 2005 2006

Total GDP 100 100 100 100 100 100 100
* Internal demand, of which: 107.0 108.28 106.54 108.85 111.06 113.33 115.50
= Total final consumption 88.16 86.58 84.99 86.45 87.01 89.65 90.76

= Gross capital formation 18.22 19.69 21.27 2199 2193 23.63 24.90

= Changes in inventories 0.56 2.01 0.28 0.41 212 -0.22 -0.08

» Net external demand, of which -7.00 -8.28 -6.54 -8.85 -11.06 -13.33 -15.59
= Exports 33.86 3483 37.24 3650 36.46 37.30 33.85

* Imports -40.86 -43.11 -43.78 -45.35 -47.24 -50.36 -49.43

Source: calculated on data basis from Table no.1

The data from the Table no.5 also show the fadttti@internal investment rate
grew in the analysed period from 18,28% to 24,980tHe same period the internal



savings rate grew from 11, 84% in 2000 to 15,0198062 and afterwards it registered
continuous reduction up to 9,21% in 2006 (graplo&h
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Graphic no. 5 Evolution of internal investment rate and saving ia Romania

2. Aggregate supply and the contribution of its elementsin GDP growth
For the study of the contribution of the aggregatpply in GDP growth we will
use the data related to GDP, which were alreadsepted in Table no. 6.
Tableno. 6

GDP evolution on categories of resourcein the period 2000-2006
- million RON current prices -

Indices 2001 2001 2002 2003 2004 2005 2006
GDP 80377.3 116768.7 151475.1 197564.8 246468.8 288047.8 342418
Added gross value 71132.5104283.7 135619.2 175401.8 219975.9 254388.8 303285
Taxes on product 8806.3 12185.8 15769.5 22072.0 26278.2 33715.5 39191
Rights on imports 905.2 903.8 936.1 1329.7 16325 20334 2722
Subsidies on product -466.7 -604.6 -849.7 -1238.7 -1417.8 -2089.9 -2779

Source: Romanian Statistical Yearbook, NIS, 2006

Data from Table no.6 show that fact that the malPGomponent is the gross
added value which registered an annual averagémhygf growth of 5% (but inferior to
the rhythm of growth of the real GDP). The mosnsgigant growths are to be seen in
2000 (+5,9% towards 1999), 2004 (+6,5% towards PGORI 2006 (+6,4% towards

2005).
Tableno.7

GDP evolution on branches of activitiesin the period 2000-2006
- percentage modifications from last year -

Indices 2000 2001 2002 2003 2004 2005 2006
GDP 2.1 5.7 5.1 5.2 8.4 4.1 7.7
Industry 5.9 4.4 5.1 4.4 6.5 25 6.4
Agriculture -18.1 28.0 -6.6 5.2 18.9 -13.9 1.5
Constructions 6.3 11.1 7.6 7.0 9.1 9.9 13.0
Services 55 3.6 7.1 55 6.8 8.1 6.5
Source: NIS

Tableno. 8



The GDP structure on branches of activitiesin the period 2000-2006

I ndices 2000 2001 2002 2003 2004 2005 2006
Industry 27.3 27.7 28.1 25.0 25.2 24.4 24.0
Agriculture, sylviculture, 111 13.4 11.4 11.6 12.8 8.9 8.0
pomiculture, forest exploitation
Constructions 4.9 5.3 5.8 5.8 6.0 6.5 6.9
Total services 41.4 40.3 40.5 46.4 45.2 48.3 49.1
Total economy 84.7 87.1 85.8 88.80 89.10 88.1 88.0
Net taxes on product 15.3 12.9 142 11.20 10.9 11.912.0
GDP 100 100 100 100 100 100 100

Source: NIS

Following the GDP evolution on branches of acti\ifgble no. 7) we see that the
acceleration of its rhythm of growth (+5,2% per yéar the period 2000-2006) was
accompanied by some positive results consistingdafpting the supply to the exigency
of the demand.
We can also notices the fact that there was no ipeathich gross added value
from the industry exceeded GDP growth, althoughattieual average rhythm of growth
was with 4,2% higher than the one registered ifcaljure 2,2%.
In the last years of this period (2005 and 2006)witeessed an accentuation of
the ascendant trend of the gross added value msing its rhythm of growth being
supported by all three sub-sectors: extractive,ufaaturing and energetic.
The most representative evolutions were registered
» the food industry which in the last years benefitedn the consistent contribution of
the foreign investors drawn by the market poteriia also by the important funds
granted through different programmes (SAPARD);

» metallurgy as a consequence of internal demand tgrast the industrial and
construction operators;

» electric machines and devices;

= transport vehicles.

The last two branches increased their rhythm oigraespecially because of the
deliveries in export.

The gross added value from agriculture knew sonseamgl downs related to the
climate conditions especially in the vegetal prdoiucwhich in 2006 knew a significant
growth compared to 2005, growth which did not congag¢e the negative rhythm of the
zootechnical component.

The most sustainable growth was registered in oactgdns sector which
registered an annual average rhythm of growth ©%60,A major contribution in this
sector was represented by engineering construcindsesidential buildings, which was
also a consequence of the growth of foreign investm(gross fixed capital formation).

The dynamic and the share of the services regasi@neascending evolution, the
annual average rhythm of growth in this sector¥®, being the highest one.

The progresses registered in all activities sedemisto significant mutations in
the GDP structure (Table no.8)

In spite of all these deficiencies industry hadha period 2000-2006, there were
some significant contributions in the growth oflrl€®DP (Table no.7 and graphic no. 6).
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Graphic no. 6 The evolution of the contribution of the main compnts to the growth of
the real GDP in Romania, in the period 2000-2006

Analysing the contribution of the branches to GE& growth (graphic no. 6) we
see that the most significant growth was registearedervices sector which had the
greatest contribution in real GDP growth (3,1% 002 and 3,6% from the real GDP
growth took place in this sector in 2005 and 2006).

Mainly the growth from services sector was relatedhe activities from retail
trade, transports, telecommunications, real edtaesactions and services for those
enterprises which registered annual rhythms oftalneover which were superior to the
sector average.

3. Attenuation of the disparities compared to EU

The positive evolutions registered in the Romarggonomy in the analysed
period led to the attenuation of the GDP dispariper inhabitant as compared to the
EU27 average (Table no. 9 and graphic no.7).

Tableno. 9
Evolution of GDP per inhabitant at standard purchasing power

Country 2000 2001 2002 2003 2004 2005 2006 2007*0820

EU (27 countries) 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0
Euro Zone 1156 113.8 1129 112.1 111.1 111.0 1102 109.9 109.4
Austria 133.7 127.6 127.9 129.0 128.8 128.6 128.7 129.3 1287
Belgium 126.4 124.0 125.6 1235 1245 124.4 1233 1234 1226
Bulgaria 279 294 311 326 336 352 371 387 403
Denmark 132.2 1284 129.0 1247 1245 1263 1266 1266 1255
Finland 117.8 116.2 1157 1135 1159 1145 1163 117.3 117.3
Germany 119.0 117.1 1157 1171 116.1 1146 113.6 1142 114.1

Italy 1174 1183 1124 111.2 1076 1054 103.7 103.3 102.2




Lithuania 394 416 44.2 49.2 51.1 53.8 57.7 60.9 63.1
The Netherlands 134.8 1343 134.0 1299 130.3 131.9 1321 133.0 132.8
United Kingdom 1174 118.1 1189 120.0 121.8 119.6 119.1 1194 1187
Spain 978 985 1009 1014 1009 1025 1024 103.1 103.2
Sweden 1254 120.0 119.2 120.5 1204 119.1 120.3 121.8 122.3
Hungary 56.3 59.1 61.7 63.6 63.9 64.8 65.3 65.7 65.8
Romania 26.0 27.6 29.4 31.5 33.6 34.4 37.6 39.5 41.1
United States 159.5 1554 151.8 152.4 1535 155.3 1545 151.0 149.7
Japan 117.4 1147 1123 1124 1132 1142 113.7 113.0 1125

Source: Eurostat
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Graphic no. 7 Evolution of GDP per inhabitant at purchasing postandard in
Romania compared to EU27

Data from Table no.10 show the following:

in the analysed period 2000-2006, although the @BPinhabitant at purchase
power standard (PPS) diminished as compared tEW27 average in some
countries as Belgium, Denmark, Germany, Italy, Sewedt still continues to be
over this average. In other states there were shigte oscillations (Austria, The
Netherlands, Finland, United Kingdom) while in teeuntries from the old
communist block (Bulgaria, Latvia, Hungary and Roma there was some
significant growth which were able to recover 9%ufigary) and 18,3%
(Lithuania) from the EU27 average.

although our country has recovered 11,6% it coesnio be on the last but one
place from the EU countries with a GDP per inhatltitt PPS which represented
in 2006 37,6% from the average. The GDP growthipesbitant in our country
was the consequence of the total GDP growth bub als the population
reduction.



= the growth of the real GDP in the EU 27 countriegistered an average annual
rhythm of growth of 1,685 between 2000-2006 as crexqh to 5,8% in our
country. The highest rhythms of real GDP growth eveggistered in the Baltic
countries (Latvia 7,49%, Estonia 7,46% and LithaaBi63%) followed by
Romania (5,2%), the Czech Republic and Bulgari&2@), Slovakia (4,43%)
and Slovenia (4,29%), all former countries from tt@wnmunist bloc with a
special growth potential.

» the recovery of the disparities towards the EU agerwill be quite difficult
because in the mentioned countries, the labouryatodty per person is situated
under the EU27 average being in 2006 of 33,5% ilg&ia, 71,2% in the Czech
Republic, 63,7% in Estonia, 52,9% in Latvia, 58,680 Lithuania, 38,35 in
Romania, 84,7% in Slovenia and 70,4 % in Slovakia.

» Romania’s integration in the EU structures incrdaskee chances and the
opportunities of taking advantage of being a futhgmber and underlined the
need to amplify the own effort in order to modeenthe economy and to reduce
the disparities that separate us from other mesiages.

References
[1] Anghelache C., ,Romania 2005 — How many chathgEsonomic Publishing
House, Bucharest, 2005;
[2] Capanu 1., ,Macroeconomic indices. Content ahdir functions”, Economic
Publishing House, Bucharest, 1998
[3] Ciobanu, G., ,Romania and foreign direct inwesnt”, MPRA Paper, University
Library of Munich, Germany
[4] Ciurlau C. (coord.), Enea-Smarandache I., &iga I., Ciurbu C.Fl., Ciobanu
A.M., , Economic Forecast”, Universitaria Publisgirlouse, Craiova, 2006
[5] Enea-Smarandache 1., ,Optimisation for the gilowf the production”, Sitech
Publishing House, Craiova, 1996
[6] Genereux J., ,, Macroeconomics in the open-eonyip ALL Beck Publishing
House, Bucharest, 2000
[7] ***, ,The Guide of the Economic Indices”, TeoRublishing House, Bucharest,
2001
[8] ***, ,Report on inflation”, Romanian National &k, August 2007
[9] ***, ,System of prediction analysis for the ingmentation of the macroeconomic
strategies and programmeEtonomic studies and researches, no. 5/ 1995



