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Abstract

The way the results of the human activity are mestshas been and still is a major theoretical aadtfral concern
of the economic world. In this article we are partarly interested in analyzing the circumstantes provide a real
image for the economic results at macroeconomielléWe keep as our main interest the technologyabfie

making process in market economy and the relatipnsatween real and nominal economy in this pracégs

apply the theoretical aspects on Romania in ord@nklyze the way macroeconomic indicators arectftl in the
population living standards.

Keywords: economic growth, transition, employment, tecbgg!

The statistical indicators for 2006 provided by Mational Institute of Statistics show a general
positive evolution of Romanian economy, as agaimstprevious year. As a whole, the national
economy seems to be on a positive trend. The groatibn of the main indicator, GDP, was of
7,7%, almost double compared with the one in thevipus year and very close to the one
registered in 2004, which represents the maximuwgtofical value (8,4%) after 1989.

Even if we go behind the relative and somehow esotharacter of this index and we use
other comparative data much easier to understaadti ascertain encouraging evolutions. For
example, the industrial production raised durin@&With 7,1%, with some differences between
sectors (manufacturing 7,8%, electric energy, gad water supply 4,4% and mining and
quarrying 2,4%). It must be mentioned that thisifpee evolution relied on a considerable
improvement of labor productivity, of +10,5% as iaga 2005. For not providing a false image,
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we mention that, if comparing ourselves with otivere developed economies, our productivity
levels are 2-10 times lower, which means a hugea@éae filed.

The industrial production growth was accompanigdaliurnover growth of 6,1%, even if,
during the whole year, the national currency handtinooously appreciated itself as against the
main currencies. This proves that we can talk alaotgal growth which be traced in the sold
output and not in the inventories.

If we refer to the construction sector, 2006 brduglspectacular evolution, considering the
increase of works value with 19,3%. This increadied both on the volume growth and on the
growth of the market through prices adjustmenthia tontext of an expanded demand. The
figures would be even more spectacular if takirtg consideration the works contracted in 2006
having 2007 or 2008 as deadline. The trade also ehgasitive evolution, the turnover for
enterprises having as main activity retail tradereasing with 24%. This proves that the
households’ propensity to consume grew consideralslya result of the real income and savings
growth.

Even with a lower ratio, the population market smg had also grown with 13,6%. If we put
this information together with the one regarding tetail trade, we can assert that the overall
evolution of private consumption shows the sameradiog trend, surpassing all expectations
and creating inflationary pressures. Fortunatdig, Wational Bank policy for inflation control
was an efficient one.

As a negative aspect regarding the consumptianugt be stated that it relies especially on
import products, this being reflected in the baéant foreign trade: if the exports FOB in 2006
were of 25850,5 euro million (with 16,2% less thar2005), they were significantly surpassed,
both as volume and growth rate, by the imports €1B0745,8 euro million., with 25,1% more
than in 2005, showing this way a trade deficit 4893,3 euro million in FOB/CIF prices.

Although on short term this deficit is not a reasorworry about, because it can be covered
from the National Bank reserves, also at the mawintevel in history of over 32 euro billion, on
long term it can be a threat to the future econaymevth.

Therefore, on the whol&omanian economy has a positive evolytlming in a strong stage
of the economic cycle. Despite all of these, tlaigtical samples show that aimdstlf of the
population is not satisfiedith the direction the economy is making for or slo®t have a clear
opinion on this subject. At the same time, a carsidle percentage of the population appreciates
thatliving standard is below the one in 1989

Looking at the situation from an analytical perspe; we will try to explain why the
accelerated growth rates Romania is having foldbethree years have not reflection in raising
of the living standard.
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At a first glance, the average growth of approxehat7% registered during this period
should have correspondence in an improvement gbdpelation living standard. Statistical data
show that this correlation exists. Still, why teedback is so weak at the level of the majority of
population? Why the GDP surplus, substantial frdme statistical point of view, has no
correspondent at the level of the households’ peime?

The answer is too complex to be found in one diwacand it also cannot be exhaustive. We
will try to shortly analyze a few factors which, aar opinion, can bring some elucidations on the
subject.

From the beginning, we must mention the fact thateconomic growth of the last years is
mostly due to a substantial volume of foreign ibmests Only in 2006, the Romanian economy
benefited of 9,082 euro billion foreign investmewith 74,24% more as against the previous
year.

The advantages these investments brought to Romaamieelated to technology and know-
how, exports fosterage and trade balance adjustropahness to the international markets, the
increase of technical capital volume, formal andonmal support for restructuring and
privatization, the decrease of unemployment andiribeease of wages, a better fulfillment of
consumption needs, a stronger competition etc.

Even if, at the macroeconomic level, the positiffeats can be found in the adjustment of the
main disequilibria and in the positive indices @beomic activity, some of these advantages
cannot be directly and immediately perceived bygbpulation, their effects being a matter of
time.

There are certain population categories that imatelyi and directly benefited from the
advantages of FDI. Even if at the beginning theegaig certain branches where there had been
created new jobs due to foreign investments wase(tbis aspects being one of the competitive
advantages that made the foreign companies totimvdgomania), the growth rates accelerated
and led to a segregation of the labor market ir-re@hunerated fields (energy, finance, IT, etc.).
Unfortunately, for most of the population, the istraents were orientated mainly towards fields
which require high or medium trained labor foreesectors such as industry or services. 2t
of Romania’s population lives in rural area and haprofessional training below the average
This aspect restricted the access to better pb&l jo

This situation was augmented by a certain conciemtraf capitals in certain regions of the
country (the Western area and Bucharest, llfov, Staorta), which led to a new regional
segregation, overlapping the first one. This wég sum of all the advantages/disadvantages
resided in big differences in the labor market and concentration of positive effects by certain
categories and collectivities.
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Evaluated as a whole, the wages real growth we29@% in December 2006 as against
December 2005 and, pay attention, of 16,6% as sp@ictober 1990. In other words;cording
to the average, the individuals are better ptidn before 1990, period which is often considered
to be one of reference. But this happens only aaggrto the average. And the average
measures, especially the arithmetic mean, can trenegly tricky when they are calculated on
high amplitude intervals.

The average for 1990 was obtained by summing upesvdlgat had been even out by a
communist system interested in leveling away thecexes. The average for 2006 was calculated
by summing up some heterogeneous values, inclugdige differences of 50:1 in the same
sector (respectively, the banking sector). FrommiaEroeconomic point of view this is not of
great importance.

But for the sociological indicators which reflettet degree of population (dis)satisfaction
about the living standard, the effect is troublinthe wage disparities between different
employment categories, between rural and urban sréetween the different regions of the
country are already a reality of today’s Romanibhe early stage of capitalism we are in
nowadays looks like what Marx called the accumalatof the capital. It is a difficult period
when the business environment does not necesshavglop itself according to the classical
principles and microeconomic efficiency does neigtrently generate positive externalities. In
this “one for oneself/one takes what one can” gfieigthere are winners and losers. The
affiliation to either category is not always a faaward for the effort, the capabilities or the
knowledge the person poses.

Consequently, the psychological pressure weighmamy of those who did not get a piece of
this social cake. That is why the dissatisfactierhuge and frustrating. The majority does not
know that this stage will go over, that the econatayelops through the accumulation of capital,
that the mechanisms of the free market will becdumetional, that the economy is an engine
which needs a running in time in order to functaammaximum capacity, that finally herself, the
majority will benefit from the power of this engiegen it does sit on the driver’s place.

Another explanation is related to the structureRafmanian economy and the employment
structure by activities of national econonBresently, agriculture’s weight in Gross Domestic
Product is of approximately 7%.

Despite these, it involves more than one thirdhef éxisting work force and satisfies the
necessities of the half of country population. Vée $hat, practically, at the national economy
level, a significant part of official or undergraiitabor is used in agriculture of subsistence, with
low productivities and almost incapable in creatugjue added. The value added is obtained
through exchange.
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The exchange is not a capitalism caprice. It apaedefore it and it was born out of the
necessity of a better satisfaction of the needwak generated by the division of labor, thus by
the individuals’ specialization in certain actiesi or operations, motivated by different reasons
such as productivity, resources endowment etc. ttnfately, the Romanian agriculture must
dive into the past, go all over this ancient higtand rediscover the principles of prosperity:
private property, specialization, production, mark@nsumption. Excluding the market from
this circuit ultimately leads to the other deteramits atrophy. This way we are caught in a
vicious circle in which the interest in agricultunaroperty disappears because it brings no
advantages. The value of property decreases. lmsad:system, according to the marginal utility
principle, the productive agricultural lands cobleicome rare and their value increases. But we
live in open economies, which mean that the defafit domestic production should be
compensated through imports.

So, we are in a paradoxical situation where althotlgere is a demand for agricultural
products, it is covered through international exgeand not through the domestic output. From
the consumer’s point of view there is no problein)east on short term. For the Romanian
peasant this is a tragedy; and not only. Becausesitiuation becomes a social problem, in which
the productive ones, the ones employed in efficiadustry sectors or services will have to
sustain, through the taxes they pay, the socio@oanproblems of farmers and agriculture.

Therefore, the low returns in agriculture haverargj impact both on those who are directly
involved, the farmers, and on the entire natior@nemy through the small contribution to
national income and through the decrease of ndtitisposable income, by increasing the taxes
and redistributive social contributions, increaseal will burden the productive ones.

Another turning point in the evolution of Romanieronomy was the moment of introducing
the exclusive tax rateBesides the skepticism this decision was accepitx] the positive effects
turned up quickly, especially at macroeconomic llettaving liberal origin, illustrated by A.
Laffer (1979) as a useful method to increase gowemt revenues and to stimulate
microeconomic activity, it had as purpose to flesh that part of economy which develops in a
parallel and illegal system.

Until introducing this method of taxation, the exgeestimated that the size of underground
economy in Romania was of almost 40% of the offi@®P. Such an impressive dimension of
the parallel economy meant that substantial incomvese not registered in the national
accounting system.

In this case, there was a sort of compensationdstwhe dark statistical data which were
reflecting living standards that were lower thae tieal ones and the underground revenues
which were increasing the disposable householdsnre.
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Because of the high taxes which were supposed paiokethe economic agents reported only
a part of the incomes. After introducing the exslastax rate, a substantial part of these
underground incomes cropped out and it becamelpedsi register them officially, which led to
an improvement of macroeconomic indicators.

Still, from the point of view of households’ reacbmes, there was not such a big difference.
They have remained pretty much the same, onlyribat they are legal and can be registered.
This is one of the reasons why, even if the statddta have shown significant increases of the
disposables incomes, they are equally reflectetthdyvelfare surplus.

If we take into consideration the part of GDP reggrting taxes and contributiofigund in

the category of public expenditure, we have no geadon to consider that Romanians incomes
are overtaxed. We have benefited, at least inabietivo years, of an exclusive tax rate on global
income of only 16%, one of the lowest in the whBl&rope, and the average GDP percentage
allocated for public spending is about 25%. Thesedontributions should lead to an increase of
the individual level of satisfaction and welfarendh still, this does not happen. A possible
explanation is related to the way the resourceaaéd to the budget manage to enhance positive
redistributive effects.

Generally speakinghe problem consists in the way the public funagsalocated And this
is a problem in all over the world. The reasonsehlagen intensively debated, especially within
the famous American school, Public Choice. The guwent representatives are tempted to use
the public resources in a self-interested way fier purpose of maximizing their own economic
benefits. This reality makes public funds to beadkted on incorrect reasons and destinations.

The state often overestimates the value of goodssarvices purchased from the private
sector Without a real competition, the acquisitions afeen made at prices above the market
level. As their dimension is substanyial (only fgoods and services and capital goods the
forecasts for 2007 are of aproximately 13076,5 Ruollion), the impact of overestimation on
GDRP is significant. We have mentioned only two d¢kegpof the expenditures budget for 2007. If
we apply the well-known rule of public expenditudé¥o (which means that 10% of each public
transaction go to the private spheres) and we itethethe consideration the fact that their value
for 2007 is of 64630,7 Ron million, it follows thah amount of aproximately 6500 Ron million,
representing almost 2% of GDP, makes the valuehefstate transacted goods and services
inexcusably high. In our opinion, the calculus &yoptimistic, even at this level. In reality, the
10% hide and facilitate the increase of priceslleava much higher proportion.

The public-private partnership contractdten lack a total transparency, at least onehef t
parties always invoking the confidentiality claus&lthough the Law 34/2006 for public
acquisitions stipulates that the public acquisdgiomre and must be complied with punlic
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information, in reality this does not happen, mafiythe drawn up contracts imposing for the
private party the confidentiality clause. This waynd abductions or inefficient fund allocations
are kept away, in a mutual agreement with the gowent representatives which, at least
theoretically, should supervise the contracts.

Ultimately, it is about significant loses of resoes which, normally, should have provided a
range of services such as health, education, seoid, infrastructure etc. As these categories of
services are compulsory, population is forced ttaiobthem from the private sytem, which, of
course, involves a supplementary cost.

This way, services which should be paid for onlycanare paid twice. For example,
according to Government Ordinance 150/2002 reggrttie organisation and functioning of the
health social insurance system, the employed psmwst pay 6,5% of their earnings, in order to
have accsess to free and first-class health servigigt only a person who has never been ill can
believe this.

Most of the pacients who need health services bligeal to give up gratuitousness because
of reasons related to poor quality, lack of medesalowment, lack of professionalism etc.

This way, even if the calculus of the personal mes foresees health services and their value
is deducted, the difference being normally usedcfmmsumption and savings, the households
have to deduct it once again. So, the personabsg&pe income and the consumption diminish.
The same thing frequently happens in educationsipersystem, even in personal security etc.
All these are supplementary expenses which burtgempérsonal budget although they should be
paid from the taxes and contributions the employegsto state.

Conclusions

The problem of economic growth in transition coig#tris not a simple one. Having various
structural problems, without a free market expeeand with an immature property system,
transition economies, including the Romanian onayeh passed different searching and
experimenting phases. Talking about Romania, wesesrthat after a long period of wandering,
it seems to have found the way to economic groB®#dtause market economy’s institutions are
not completely strengthened, the effects of thatipesevolution are different perceived by the
households. Discrepancies may appear betweendliffereas and social classes. The cake of
welfare is not equal distributed any longer and thihard to be accepted for a nation which, for a
long period of time, has been indoctrinated witluadgarian principles. Adaptation capacity to
the changes generated by an incipient capitalisfargli This is why one can frequently meet the
appeal to paternalist authority. But there is dogjatrongly vitiated by the parasitical component
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of the state and by the perverted institutions frioifilling public interest to private interests.
Lying between an unable state and jungle capitalibminadaptable human being seems to have
given up searching his own ways to welfare. Ithie &ntrance to a vicious circle in which the
hope disappears, although there are still lefttewla: a better education, market integration and
the identification of the financing sources forgassing technical barriers to entrance in certain
activities, giving up the automatisms, a highersgure for reforming public institutions, etc. On
society level, there have appeared models of ssagbikh can be imitated and which show that
market economy brings with it advantages and than something different from a null game.
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