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Abstract 

  

The paper is mainly focused on a key subject of economic literature, respectively the way in which the fiscal policy 

impact economic growth of countries; therefore, these effects have been illustrated by taking into consideration the real 

economic context, within which they act as indicators of fiscal policy (direct and indirect taxes), as well as other 

sectors of economy (public debt, capital investments). The study contains the analysis and evaluation of the 

instruments’ effects of fiscal policy on the real growth rate within the 3 selected countries: Poland, Czech Republic and 

Hungary. I conducted the analysis through the regression model, more precisely through the least squares method, 

which reflects the effects of those six selected indicators: public debt, capital investments, direct taxes, indirect taxes, 

social benefits and revenues from the capitalization of public goods on real growth rate of the gross domestic product. 

The assumption for starting the research was the fact that fiscal policy’s instruments act different according to the 

nature of the indicator. Following the recording of the results which showed a negative effect drove by indicators like 

social benefits, capital investments, revenues from capitalization of public goods, indirect taxes, the hypothesis was 

confirmed. Also, the model proved to be statistically valid and that it has a liniar correlation between the variables 

after application of the econometric tests. 
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1. Introduction and context of the study 
 

 The process of advancement and development of states is figured by economic growth, 

which is evaluated through certain statistic indicators. To reach and maintain this state, fiscal 

authorities influence the economy through social-economic levers, especially with those 

characterized by a fiscal-budgetary nature. 

 The structure and functionality of the fiscal system has an important role due to a wide 

range of reasons. In economic literature, the diversity of roles occupied by the fiscal system has 

been demonstrated and the principal one is the utilization as a lever to accomplish different 

objectives. The study of (Romer and Romer, 2010) shows the economic states in which the fiscal 

authorities have used the fiscal policy instruments: i) the need to reach the economic growth on 

long term; ii) the sustainability of budget deficit or iii) the removing of negative factors which slow 

down the real growth rate of the economy. Thereby, it’s clear how the economic progress uses the 

fiscal policy as an instrument depending on the established objectives at macroeconomic level. 

Opinions like the one which author (Zipfel, 2012) has showed through his papers 

acknowledge the power of boosting the real growth rate by increasing the consumption taxes and, 

at the same time, decreasing the wage and capital taxes. 

Another approach, demonstrated by autor (Myles, 2000), indicates the decisive rol held by 

the structure of the fiscal system in the process of gaining economic growth with priority in front of 

the establishment of the level of taxes. Another model found in many studies, such as those of 

(Barro, 1990), (Barro and others, 1992) and (Mendoza and others, 1997), provides results which 

specifies that fiscal policy is capable to set both the quantity of gross domestic product and the 

growth rate at the balance point. 
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 The purpose of this study is to identify and assess the effects of fiscal and economic policy’s 

instruments in the process of country development. The proposed objective will be reached by 

conducting an econometric model which contains two under time series for each of the three 

analyzed countries. 

 To reach the goal of the study, we consider the next three states: Poland, Czech Republic 

and Hungary. The selection of the countries is motivated by both the focus on the center and East 

of Europe and non-Euro states. In this way the homogeneity of the group is ensured. 

 The method of analisys used in the content of the paper seizes the elements of econometric 

and quantitative nature in order to describe the fiscal policy’s effects on the growing rate. This, I 

have come through the Convergence Programs of the selected countries for the 2007-2016 period to 

seize the instruments’ effects both from the point of view of the objectives and measures of the 

fiscal authorities traced in official documents and through regression models. 

 The impact of the study’s results is given by the possibility of making recommendations 

addressed to the authorities regarding the use of fiscal policy’s instruments to boost growth. 

  

 

2. Methodology of research 

 

In order to demonstrate the relationships between the indicators that act in an economy and 

the growth rate, I developed a regression model that contains a set of indicators with influence on 

the economic growth. The analysis is running on a period of 18 years (1999-2016) with a 

“structural break” in 2008. The data has been retrieved from the Eurostat database, with a quarterly 

frequency, on three countries: Hungary, Czech Republic and Poland. The break at 2008 is 

considered to be the moment when the effects of the economic and financial crisis were felt in the 

selected states, regress that started in the second half of the 2007 in USA.  

The econometric model contains the relationship between the real growth rate of GDP and 

six chosen indicators: public debt, capital investments, indirect and direct taxes, social benefits and 

revenues from capitalization of public goods. This group of indicators were chosen in a way to 

stimulate the real economic environment in which we can observe the action of factors with nature 

both fiscal and economic. 

  Following this steps, I developed two models for each country, corresponding for each time 

series: one equation for 1999-2008 period and one for 2009-2016. The estimation of the parameters 

wa made using the least squares model (OLS).   

 To obtain a model without errors, I have processed the variables into percentage changes of 

indicators. Following the introduction of the data into the Eviews, I did both seasonally adjusted the 

data through the Moving Average Method and checked if the instruments have unit root using two 

different processes Level-Intercept and 1
st
 difference-Trend and intercept. 

 After completing these steps, I composed the regression models and I obtained different 

relationships between the dependent variable and independent ones. These relationships’ type were 

either instant positive/negative or invalid from the point of view of fulfilling the thresholds of 

significance of 5%/10%. In the second case, I have resorted to data differentiation of the 

independent variables in order to achieve statistically valid regression models. The improvement of 

the data was made taking into consideration the influences of the variables in the first equation, 

only to increase the credibility and economic significance. 

 

3. The research results 

 

 After developing the regression models in the Eviews program, the results were synthesized 

in tables for each country, in order to seize the indicators’ effects on real growth rate. Thus, the 

obtained results for each equation corresponding to every state will be presented below to highlight 
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the resemblances or, eventually, the distinctions between the two economic environments: before 

and after the financial and economic regress. 

 

3.1 Poland 

 

 Compared to the other two analyzed states, Poland is defined by the increased number of 

launched programs in different economy fields: infrastructure, labor market, management of public 

resources, combating fax fraud, business environment.  

 

Table 3.1 Probabilities and independent variables’ coefficients – Poland (1999-2008) 

 Model 1 Model 2 

Independent variable Prob Coefficient Prob Coefifcient 

C 0,2973 0,46932 0,0000 -7,381166 

Direct taxes 0,0221** -0,077679 0,0010* 0,072618 

Indirect taxes 0,0559*** -0,079133 0,0001* 0,223358 

Public debt 0,0254** -0,294679 0,0828*** -0,058463 

Capital investments 0,0860*** 0,049077 0,0000* 0,249965 

Social benefits 0,0790*** 0,169562 0,0020* 0,384747 

Revenues from capitalization of public goods 0,0101** 0,193353 0,0106** 0,053958 

*-limit of significance 1%; **- limit of significance 5%; ***- limit of significance 10%. 

Source: own processing. 

The variables’ trends are in line with the notes made in the Convergence Programmes of 

Poland. Thus, the (table no. 3.1) shows the positive effects in each of the time series, drove by 

social benefits and revenues from capitalization of public goods, along with the negative effect 

given by public debt and direct taxes. 

In addition to fiscal consolidation found in the Convergence Programmes, the fiscal 

authorities of Poland have set the objective of decreasing the fiscal obstruction, a fact also defined 

by the effects of the indicators, which have boosted the economic growth after 2009. Moreover, the 

ascending trend of variables such as: indirect taxes, social benefits and revenues from capitalization 

of public good, after 2009, is due to the introduction of the Permanent expenditure rule which is an 

effective stage of economy’s development.  

In the case of Poland, the influences of the fiscal system are highlighted through the 

boosting effects they’re driving on real growth rate after the crisis. These supportive factors take 

place through the interference of authorities by indicators such as: direct taxes and indirect taxes. 

Compared to the other two analyzed states, the positive effecte drove by investments is 

explained by the increased number of programmes and projects implemented in the Polish 

economy in the post-recess period such as „Polish Investment Programme” (2014) which is 

oriented towards infrastructure development. 

Besides, the support effect given by social benefits is due to the fundamental role played by 

the development of citizens in setting the annual macroeconomic objectives, fact supported by 

resources which were allocate in projects like: “Solidarity of Generations” or “Human 

Development Strategy”. 

At the opposite pole, the unfavorable effect on economic growth is given by public debt, 

which is portrayed by execessive deficit procedure which unrolled within Polish economy from 

2010 until 2013, due to different factors such as overestimating public revenues in 2013. 

 

3.2 Hungary 
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In Hungary’s case, real economic growth rate is given by five indicators, out of which four 

have a boosting effect on economic growth in both equations: capital investments, indirect taxes, 

social benefits and revenues from capitalization of public goods, and public debt has a positive 

effect only in the second time series. 

 

Table 3.2 Probabilities and independent variables’ coefficients- Hungary (1999-2008) 

 Model 1 Model 2 

Independent variable Prob Coefficient Prob Coefficient 

C 0,1902 -0,666036 0,0001 -1,126268 

Direct taxes 0,0059* -0,127875 0,0006* -0,121847 

Indirect taxes 0,0010* 0,113443 0,0176** 0,078232 

Public debt 0,0651*** -0,267321 0,0802*** 0,066928 

Capital investments 0,0098* 0,067978 0,0186** 0,016053 

Social benefits 0,0265** 0,104496 0,0347** 0,131406 

Revenues from capitalization of public goods 0,0108** 0,083895 0,0136** 0,049923 

*-limit of significance 1%; **- limit of significance 5%; ***- limit of significance 10%. 

Source: own processing. 

It can be noted that Hungary’s evolution throughout 2007-2016 proved itself to be favorable 

through the fact that the objectives were clearly established and accomplished, respectively: the 

growth of active persons and implicit the consumption; the increase of investment and export 

activities. The consistency due to establishment and achievement of objectives, along with 

unsustainable public debt, are also indicated through the variable’s effect on economic growth, 

because after 2009 we can tell that the indebtedness of this state led to economy’s development. 

The results of fiscal authorities’ orientation after recession regarding the following: 

inclusion of graduates, developing the entrepreneurship and social inclusion are identified from 

positive influences of indicators on rate of growth rate such as: investments and social benefits. 

Furthermore, instruments like “National Public Employment Programme” (2011), “Social Renewal 

Operation” (2011-2012), “National Social Inclusion Strategy” (2012), “Job Protection Action Plan” 

(2013) were implemented in order to train and motivate both the labor market and the rest of the 

citizens.  

The negative effect of direct taxes on economic growth identified in the model illustrates the 

difficulty of implementing a tax system focused on the reduction of tax burden. Although, in the 

programmes it’s mentioned that the authorities’ interventions (such as the projects of 2012:  

„Cutting Red Tape Programme” introduced in order to reduce the administrative burdens of 

enterprises, respectively of citizens through “Simplification Programme”) in the sight of increasing 

the level of fiscal revenues’ collection through eliminating fiscal burdens and implementation of 

anti-corruption measure, by this indicatos we can observe the difficulty of accelerating the 

economy through direct tax, as well as high tax burden on citizens which leds to their economic 

activity decrease. 

The indirect taxes increase the real growth rate, which confirms the success to implement 

the measures of reducing the tax evasion noted in duties with excises, VAT and custom duties, 

identified in Convergence Programmes post to 2006, such as those from 2013: connecting the cash 

registers at NAV (Tax Authority), introducing the regressive VAT in industries where the tax 

evasion is increased (grain and seed sector). 

In the case of Hungary, the fiscal instruments’ effects behave both negatively and positively 

on real growth rate of GDP, which reflects the difference between the two types of taxation in the 

economy. Even though direct taxes apply a burden which makes the development of citizens’ 

investment behavior difficult, the indirect ones managed to train the economic progress in both 

analyzed period. 
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3.3 Czech Republic 

 

 The Czech Republic is the economy where all six indicators included in the study accelerate 

the real economic growth rate in 2009-2016. Thus, we can appreciate the capacity of recovery and 

consolidation at macroeconomic level post the economic and financial crisis. 

  

Table 3.3 Probabilities and independent variables’ coefficients – Czech Republic (1999-2008) 

 Model 1 Model 2 

Independent variable Prob Coefficient Prob Coefficient 

C 0,8580 0,037128 0,8325 -0,051478 

Direct taxes 0,0343** 0,019152 0,0427** 0,04753 

Indirect taxes 0,0967*** -0,080394 0,0172** 0,136759 

Public debt 0,0120** -0,160509 0,0188** 0,227779 

Capital investments 0,0150** 0,006653 0,0053* 0,053529 

Social benefits 0,0564*** 0,168765 0,0080* 0,331287 

Revenues from capitalization of public goods 0,0244** -0,03232 0,0074* 0,188619 

*-limit of significance 1%; **- limit of significance 5%; ***- limit of significance 10%. 

Source: own processing. 

The highest positive effect can also be identified in the second model, through social 

benefits, but in this case it doubles its size from 0,1687 in the first time series to 0,3312 in the 

second one (see table no. 3.3). This increase can be seen like an objective to motivate the 

unemployed which grew in post recess period. 

If prior to the crisis period the independent variables had equally both positive and negative 

influences, in post economic fall, all indicators favoured the economic growth, an evolution wich 

denotes the global progress of this economy. 

The positive effects given by both forms of taxation indicate the success of both 

implementing the measures of decreasing the tax evasion and avoiding burdening citizens with 

difficult tax burdens. The switch from the unfavorable influence of indirect taxes noted before the 

recesion period to the positive one in post economic fall indicates a more cautious management of 

this instrument, through citizens motivation and evasion reduction. 

It’s important to mention the two other impetus indicators of economic growth. The social 

benefits have a positive effect in both analyzed periods, which illustrates the attention given to 

citizens by Czech authorities through different measures introduced in sight of motivating them: the 

reform and simplification of the social benefits system and benefits given to families with children. 

The investments have a positive influence in the process of economic growth, as a result of using 

them as a tool: the introduction of new technologies in sight of attracting foreign investments 

(2007); development of infrastructure investments cofinanced of public expenditure (2008) or 

introduction of the programme which aims the investments in means of public transportation „The 

Transport Policy of The Czech Republic” (2014-2020). 

At the same time, the unfavorable influence on economic growth given by public debt in the 

first time series indicates the multiannual necessity of reducing the indebtness level of public sector 

which is correlated with the content of Convergence Programmes. 

The switch of the three independent variables from one trend to another in both analyzed 

time series, reflects the economy’s reforms implemented after the economic and financial crisis. 

For instance, the revenues from capitalization of public goods had a positive effect on economic 

growth after the recession period. 

 

4. Conclusions 
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Similar to the study of (Kneller and others, 1999), I obtained a predominantly negative 

influence given by distorting taxes in analyzed states (with the exception of Czech Republic as well 

as the second time series in the case of Poland). The undistorted taxes such as: taxes on production 

and import affect, mostly, positive the analyzed countries (with the exception of first time series in 

Poland and Czech Republic). Generally, the six indicators proved to sustain the economic growth. 

Another research, such as the one contucted by (Solow and others, 1956), specifies that 

fiscal policy has a decreased level of efficiency in long term economic growth, because production 

factors, such as labor market are not introduced in the model. For this reason, I selected both fiscal 

and another economic indicators (public debt, revenues from capitalization of public goods etc.) in 

order to create a research in which isn’t highlighted by only the influence of tax system, but the 

effects of other indicators as well that act at the samte time with the fiscal variables. Also, the 

research conducted by (Myles, 2000), reflects the importance of tax system’s structure and not the 

level of taxation. Thus, as I have shown through the econometric model, the results vary depending 

on country, because they adopted different tax systems, fact also emphasized by the content of 

Convergence Programmes. 

The results of this paper indicated a positive impact of the following indicators: social 

benefits and capital investments on economic growth. At the opposite pole, we find the variables 

which have the potential to stall the economy, such as public debt. Thus, it’s recommended to fiscal 

authorities to focus on the instruments which proved both through econometric results and practical 

ones the positive influence on real economic growth rate of GDP, respectively the establishment of 

social inclusion objectives, the correlation of increasing the wages with labor market productivity, 

the development of investment behavior, the development of entrepreneurial and investment spirit. 

On the other hand, it’s advised to use the direct taxation in sight of supporting the investments 

projects and to increase the fiscal revenues’ collection. In terms of public debt, it’s recommended to 

differentiate the loans contracted for public investments from the ones made to honor the current 

paymnts obligations.  
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