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Abstract:

The present article draws attention to the conditions necessary so that the effects of
education on human capital development and economic development should record
maximum values. The paper emphasizes the idea that investments in education become
ineffective unless accompanied by a suitable and appropriate strategy for economic and
social development, based on socio-economic and political stability, and by the existence of a
direct relationship between income, occupation and level of education and professional
training.

The concepts of social capital and psychological capital, both being considered as
influencing development theory, practice and policy although they bring about less clear and
direct results.

The paper draws attention to the multidimensional character of the economic development,
on the competitiveness, considering that economic development can therefore express all
quantitative, qualitative and structural transformations occurring both within economic
processes and along scientific research and manufacturing technologies, in the mechanisms
regarding the operation of the economy, namely thinking patterns and the behavior of
individuals.

On the other hand, the New Economy is described synonymous with the knowledge economy
in the broader context of the knowledge society, considering the knowledge based economy,
knowledge representing an important factor in determining economic growth.
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1. Introduction

Since 1950, starting with the interest shown in various studies on economic growth
and from the scarce explanation of the increase based on standard factors of
production, an idea emerged, which later led to the genesis of the concept of human
capital. Abramovitz (1956) was considered to be the man who, already in 1956,
described this inability to build traditional factors (capital, labor, land) in explaining
economic growth, naming the unexplained part as "a measure of our ignorance”. In
the production process, the classical economists identified and defined three factors
of production: land, physical capital and work capital (labor force). Land is the sine
gua non condition for the existence of crops, farms, agricultural developments,
industrial enterprises, farms etc., are set up on it, and also, in general, the sites
necessary to conduct the entire economic activity of a society. To achieve all this
there would be required another factor, namely labor.

In the classical approach, physical capital was seen, in corpore or separately, as
physical and monetary assets used to purchase everything that was necessary to
achieve a production, some construction, the proper functioning of the economic
activity. These traditional production factors, which entered the production process
in different combinations along with goods and services, were used by individuals
who pursued their own interests by obtaining a maximum possible performance.
Under the influence of Adam Smith, the classics felt that by joining these individual
efforts at large-scale, the distribution of economic resources was accomplished to
achieve their more productive use. The workers formed a non-distinctive collective
mass, and were not considered in terms of their knowledge and skills. However,
Adam Smith estimated that it wasn’t the collective mass that could be considered
useful in the economic activity, but more so the ,talents and skills acquired by the
inhabitants or members of society”

Education further guides individuals towards saving, thus turning into an essential
element of the social inclusion policy. The skills acquired by individuals allow them
meaningful participation to the economic and social development of regional and
national economic and social development. Skills’ improvement is of paramount
importance for the short term economic recovery in Romania and in order to cope
with the impact of the crisis on employment it is essential to improve its monitoring,
evaluation and forecasting, as well as ensuring compatibility between the skills’
supply and demand. The issue of human resource is very topical, especially for the
Romanian society characterized by vast social and economic discrepancies.”
Building a strategy for economic growth and development supposes, identifying a
series of measures that will contribute to preserving, enhancing and harnessing of all
the resources of a country at a given time (Hategan et al., 2017).

Also, these talents and skills came at a cost that every individual was responsible for,
and once acquired, they could constitute a kind of capital, i.e. "a fixed asset and
accomplished, so to speak, in his own person™. In this regard, a special contribution
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belonged to Denison (1962) who, in his 1962 research entitled “The Sources of
Economic Growth in the United States ”, examines in detail the sources of growth in
the U.S. between 1909 and 1959, showing that if a part of the increase is related to
the standard reasons (increased supply of capital, economies of scale), perhaps the
most important factor would be considered the benefits of investments in education
and knowledge. Specifically, he introduces education (as a main investment in
human capital) in the equation of a production function, as a reflection of improving
the quality of labor.

Denison thus identifies a share of 23% of economic growth resulting from higher
education of the labor force and 2% as a result of the advance of knowledge. Since
the 1960s, work started to be increasingly seen in terms of quality, especially
considering the level of education and workforce training. Labor quality, symbolized
by human capital, become important for the competitiveness of an economy. The
concept of capital includes skills and other attributes of individuals that generate
personal, economic and social benefits. Some of these qualities, knowledge, skills,
are gained through education and learning and / or acquired experience in the field
of work. “Human capital includes certain innate capacities of individuals that can
be enriched and valued in the labor market ” (Cismas and Costea, 2012). Also, some
aspects of motivation and well-being, as well as attributes like the physical,
emotional and mental health of individuals, are regarded as human capital. The
OECD report entitled “The Well-being of Nations The Role of Human and Social
Capital ”, defined human capital as "the skills, knowledge, competencies and
attributes embodied in individuals that facilitate the creation of personal, social and
economic wealth "' (OECD, 2010).

Schultz (1961) described the concept of human capital and developed the concept of
investment in human capital. Since the beginning of his article, Schultz states:
., Although it is clear that the population acquires useful skills and knowledge, it is
not obvious that these skills and knowledge are a form of capital, that this particular
capital is a substantial part of the product of a deliberate investment, that it grew at
a much faster rate than the conventional capital (non-human), and that its growth
may well be the most distinctive feature of the economic system”. Schultz stated the
connection between the quality of human capital (considered as level of education
and health of the working population) and economic growth, noting that the working
population is not the only factor of growth, given the very different rates of
economic growth among countries with somewhat similar levels of schooling
(education). Schultz placed human capital on a key level, particularly with reference
to the agricultural sector and considering that training and education are essential
means to improve productivity and the agricultural income growth.

In his work, “Investment in Human Capital ”, focusing on the qualitative dimension
of the labor factor, Schultz (1961) raises the question of difficulties in measuring
human capital, linked to the distinction between “spending for consumption and
investment”’. Even if he gives education the basic role in human capital formation, he



Human Capital and Its Influence on Sustained Economic Growth in Romania

38

notes that there are five sources of production and of enhancing human capital,
namely:

v health services (including infrastructure) with direct effects on increasing
life expectancy and quality;

specific training in the workplace (including learning);

formal education at all levels;

study programs and adult training outside firms;

migration of the workforce and of their families to increase employment
opportunities.

DN NN

For Schultz human capital is a scarce resource that must be developed, education
and health being considered as key variables in explaining economic developments
in the twentieth century. In recent literature there is interest in deepening the
relationship between human capital and economic growth or national
competitiveness. The difference from previous studies stems from the involvement
of new variables characteristic of the current economy. For example, the issue of the
convergence of poor countries towards developed countries was explained by the
absolute value of the differences in capital stocks in the two types of countries
(Cohen and Soto, 2001). This relationship was highlighted by the analysis of OECD
countries through the positive link between human capital and GDP per capita.

Hanushek (2016) is conducting multiple studies to determine to what extent and at
what level education contributes to national economic growth. Although it has many
positive and strong links between education levels and national productivity, or the
size of national income, Hanushek concludes that "just by adding more years of
schooling without increasing historical cognitive abilities, a small measure ". Also,
the explanations of Luthans and Youssef (2004) incorporate the crucial temporal
factor for human capital and its role in the economy. In their view, "human capital is
an investment in the competitive advantage™ of the nations. As the set of abilities and
knowledge is renewable, human capital becomes a substitute source "when
traditional resources are no longer qualified as ideal for competitive advantage".

La Fuente and Cicoone (2003) analyze the role of human capital in the knowledge
economy. Their research reconfirms that at the microeconomic level, education is
the main determinant of individual incomes, responsible for the standard of living of
citizens. They analyzed the role of human capital in the knowledge economy. Their
research reconfirms the fact that at the microeconomic level, the level of education is
the main determinant of individual incomes, responsible for the citizens' standard of
living. At macro level, the authors agree that an additional year of education can
contribute to growth productivity with 5% short and long term. Long-term growth is
explained by the contribution of human capital to technological development and the
adoption of new technologies. The authors acknowledge the uncertainty about the
exact size of human capital’s contribution to economic growth due to variables used
in the literature.
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2. The role of social and psychological capital

The economic situation of countries, respectively their development potential, has
always been the central object of interest to researchers. Much of the research starts
from the analysis of physical capital per person, considered to reflect the economic
situation. Current research performed comparatively on both the developed countries
and the least developed ones have indicated that the differences can be attributed to
the institutional matrix that was found to differ from one country to another. In this
view, the researchers changed their analysis on the topic of development, seeking
explanations in the interdisciplinary scope, considering thus approaches of sociology
and psychology respectively, thus emerging two other forms of capital - the social
capital and the psychological capital.

Early attempts to define social capital focused on the degree to which “social capital
as a resource should be used for public good or for the benefit of individuals; it can
be defined as representing the norms and social relations embedded in the societies’
social structure, due to which people coordinate their actions in order to achieve the
expected results” (Cismas and Sirghi, 2013). It can be noted that social capital
comprises those features of social relationships, interpersonal trust, norms of
reciprocity, participation in civic organizations and interpersonal and inter-
organizational networks which facilitate cooperation and collective action oriented
towards a general benefit, being thus incorporated into the structure and quality of
social relationships between people.

“Social capital can thus be defined as a set of norms and values shared by the
members of a group leading to cooperation between them, although it is
guestionable whether the sharing of these norms and values indeed lead
automatically to the creation of social capital, as such values are not necessarily
positive or desirable” (Cismas et al., 2015). Rules and associations are thus an
attribute of a relatively stable social structure, resulting in social interaction and the
way individuals interact with one another. For certain rules to represent social
capital, they must lead towards cooperation, reflecting the traditional virtues
(honesty, respect commitments, reciprocity).

Social capital, in terms of social potential, is considered to improve the economic
activity background in a way similar to technical infrastructure; social capital
influences the quality of education and health, facilitates access of individuals to
markets, supports complex operations and enables the activities’ long-term planning.
Other ideas state that generalized trust (based on the ethical behavior and habits and
moral norms of reciprocity tacitly accepted by the members of the community) is
essential for cooperation and economic development (Putham, 1993), determining
the industrial structure of an economy (Fukuyama, 1995; 2001), it can be argued that
social capital is a necessary precondition for successful development, but a strong
rule of law and basic political institutions are necessary to build social capital.
Fukuyama considers that a strong social capital is necessary for a strong democracy
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and strong economic growth. The USA, Japan, and Germany are societies reflecting
a high level of trust, where trust is not restricted to the family settings, but rather
generalized, and there can be easily found large, professionally managed
corporations, as people are better able to cooperate on an enlarged scale, while in
Italy and France, for example, smaller and family owned firms dominate the
industrial structure (Criveanu and lordache, 2015; Nulla and Koumparoulis, 2013).

Fukuyama argues that the strength of family ties could be detrimental to the
emergence of large organizations and, if they are not accompanied by a strong
culture of work and education, it can lead to stagnation. Even so, this does not
necessarily mean that a high degree of confidence, and therefore, larger
organizations are better for a global economic growth, since what they gain in size
can be lost in the flexibility and promptness of the decision-making process. But it
was noted that the companies which reflected a high level of confidence proved to
function even under few rules or mechanisms for implementing the contract. This
leads to the consideration of trust as a component of a value system that stabilizes
interactions in a society, reduces uncertainty and facilitates the grounding of order.

Paldam and Svendsen (2000) define social capital as "the density of trust within a
group”, calling into question the link between theories of social capital and good will
(management), credibility (macroeconomic policies), cooperative solutions (game
theory) and the rules of group (anthropology and psychology). The economic
function or the more "productive™ one of social capital is to enable individuals to
achieve goals more difficult to reach otherwise, or to diminish the costs of achieving
them; in other words, to reduce transaction costs (Coleman, 1990) associated with
coordinating mechanisms (hierarchy, contracts), resulting in significant transaction
costs and promoting cooperation. The less developed countries cannot ignore the
issue of social capital; former communist countries are facing a shortage of social
capital, the communist era being characterized by hypertrophic relationships
between the state and the citizen, namely the lack of voluntary association in joint
projects.

On the other hand, the confidence level has proven to be much lower, given that
individuals were not competing for limited resources - the latter having immediate
effect on trade. Also, it can be seen that the lack of informal rules to constrain
individual behavior often proved the legislative efforts of states as useless.

One of the most relevant contributions of social capital is brought to the human
capital formation, which was recognized early by Coleman (1990), who argued that
the same basic individual skills have much better chances of being well cultivated
and developed in an environment which is socially rich, stressing the link between
social capital and education. He also stresses that the social capital, causing a certain
degree of social cohesion can have a relevant influence on crime rates and violence
(Coleman, 1990). A positive correlation between the average education level and
social capital was also indicated by Helliwell and Putnam (1999), highlighting the
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virtuous dynamics between human capital and social capital accumulation, the
policies aiming to improve the confidence level being considered to be the base of a
multiplier mechanism. These policies can be relevant for growth and long-term
development, i.e., the level reached based on reputation can substitute the confidence
level in well-running markets, but in the case of emerging markets such stability is
absent, so that the level of trust may determine whether some innovative activities
will develop or not.

Another difference in achieving a competitive advantage in the global market in the
immediate future may represent the investment in and the development of
psychological capital. Until recently, little attention was paid by psychology to
healthy individuals in terms of growth, development and overcoming their potential,
being particularly interested in clinical cases or issues of dysfunctional behavior. In
this case there is again the need for a change of approach, focusing on the potential
to build a sustainable competitive advantage based on a positive approach; thus
arises Gallup's management approach based on strengths, according to which
individuals are selected, developed and are driven on the basis of their strengths to
the expense of their weaknesses (Buckingham and Clifton, 2001; Buckingham and
Coffman, 1999).

“Compared with genetic determinants, positive psychological traits reflect a degree
of malleability, so we can say that human potential is proving to be more resilient
than previously assumed; this leads to the consideration according to which the
development of the level of knowledge, skills and technical skills is no longer
enough. Positive psychological traits (self-confidence, optimism, perseverance,
hope, to maintain a balance, social skills, gratitude, forgiveness and emotional
intelligence) can record growth and development in the conditions of optimum
situational factors or exciting moments” (Manta et al., 2017). In the short term,
however, there may be significant changes, especially since the current environment
is very dynamic and constantly changing, with an emphasis on continuous personal
development, so the long-term initiatives on the development of talent, of positive
virtues and of the strength of character and other largely stable personality traits are
not effective in terms of cost and in many cases are also quite impossible. Thus, such
initiatives can be rather transferred to the responsibility of educational institutions.

On the other hand, quantifying profit from investment in human resources is
considered to be of vital importance for decision makers (Cascio, 1991; Huselid,
1995; Kravetz, 1988), various investment competing for limited resources, such as
an adequate profit becomes the critical factor in determining the extent to which
human resource development initiatives will receive organizational support.
However, questionable assumptions and difficulties associated with quantifying
these profits may divert available resources towards the accumulation of more
traditional goods such as physical, financial or technological capital, thus failing
those skills or abilities that can influence positive performance - such as self-
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efficiency hope, optimism and resilience / spiritual mobility (Luthans, 2002; Luthans
and Avolio, 2003; Luthans et al., 2004).

3. The relationship education — human capital development

In Romania, as a member state of the European Union should increase the quality of
jobs, the working environment and aim to increase competitiveness in the labor
market and increase the participation rate especially for those with low incomes in
accordance with the guidelines of the economic policies employment established by
the 2020 strategy. Romania is ranked World Competitiveness Yearbook in 2003,
currently in position 51. Romania's evolution in the WCY rankings is relatively
small, with the average position for the period 2003-2016 being between 50 and 51.

Figure 1. Romania evolution on the WCY

Romania Evolution on the WCY

2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016

Source: Authorized by information provided by World Competitiveness Yearbook 2003-
2016:

Analyzing the trend for the period 2003-2016, the following aspects are observed:

* In the period 2003-2006, Romania recorded the most unfavorable competitive
positions over its subsequent evolution;

* the years 2007-2008 correspond to the best performing positions registered by
Romania so far, and this can be explained by the positive effects of integration into
the European Union;

» the positions occupied in WCY 2014 and WCY 2015 indicate a post-crisis
macroeconomic recovery, together with greater national stability;

* The latest WCY 2016 report places Romania on 49th place, a negative evolution
with two positions, compared to the previous one.



L.M. Cismas, A. Miculescu, M. Otil

43

The main target of the European Union according to which Member States set their
own national targets, is that in 2020 the employment rate by sex with véerste
between 20-64 years to reach the target of 75%. During 2000-2016, the evolution of
the employment rate in Romania, by sex and age group 20-64 years is shown in
Table 1.

Table 1. Employment rate by sex and age group 20-64 in the period 2000-2016 (%)
Employment rate by sex and age group 20-64 in the period 2000-2016 (%)

Year Total Male Female The Difference
percent
2000 69,1 75,4 63,0 12,4
2001 68,3 74,6 62,3 12,3
2002 63,3 70,1 56,8 13,3
2003 63,7 70,5 57,0 13,5
2004 63,5 69,7 57,4 12,3
2005 63,6 70,4 56,9 13,5
2006 64,8 71,2 58,5 12,7
2007 64,4 71,0 57,9 13,1
2008 64,4 71,6 57,3 14,3
2010 63,5 70,7 56,3 14,4
2011 63,3 70,8 55,9 14,9
2015 62,8 69,9 55,7 14,2
2016 62,2 68,9 54,8 14,1

Source: Own calculations made based on data from Eurostat source.

In the entire analyzed period there was a significant increase in the gender (except
2006) and in the year 2016 the employment rate gap versus Europe 2020 target is
12.2 percentage points. The data presented in Table 1 we can say that the
employment rate oscillates around 63-64%, with an average of about 71% for men
and 56-57% for women (Thalassinos et al., 2011; Stamatakis, 2016).

Over the period 2000-2016 Romania recorded a rate of employment in the 20-64 age
group only in the years 2000 and 2001, in the remaining years this rate is
significantly lower than European ones. In this way, as a member state of the
European Union, Romania should increase turnout by policies that encourage gender
equality and equal pay, "active aging" population, increasing job quality, youth
employment. Educational factor, as we said above has a major impact on the labor
market, so it should be ensured qualification recognition systems and skills acquired
and promote them. The objectives of the employment rate is calculated by reporting
the share of employed in the 20-64 age group in the total population in the age group
20-64 years (Sultanova and Chechina, 2016; Guskova et al., 2016).

According to the latest PISA test results (2009), the situation in the European Union
is worsening, about 20% of young people being barely able to read (have real
difficulty in reading), compared with 18% in the US, 14% in Japan, 10% in Canada
and 6% in South Korea (OECD, 2010). According to the PISA study, in 2009, on
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average 19.6% of the assessed students showed low performance in reading and
writing, or respectively low or basic knowledge in the field. Among the European
Union countries there were recorded very large differences in reading performance;
thus, in Finland only 8.1% of students have low levels of reading performance, in
other four countries (Estonia, the Netherlands, Poland, Czech Republic) up to 15%
of pupils fall into this category. The percentage of pupils aged 15 who only recorded
level 1 (of five) in reading was based on the same 2012 PISA study data, as shown
in Figure 2. In most states, this percentage varies around the European average, but
two countries, Bulgaria and Romania, are characterized by a high number of pupils
with poor reading and writing performance, i.e., over 40%.

Figure 2. Pupils with low reading, 2012, % out of total. Percentage of people with
low levels regarding reading skills (the PISA study).
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Source: Eurostat.

Within the EU, there are large discrepancies in the number of people able to
complete only the least complex tasks of reading (such as locating information,
identifying the main theme of a text). Within the EU countries there are currently
few recent studies on literacy rates. Analysis conducted in Germany, France, Britain
indicated that one adult in five only holds low or basic knowledge, which translates
into more than 75 million people in the EU for whom there is a real risk of being
excluded from any form of education and will not be able to join the labor market or
to cope with daily issues of life. The objective put forward by the European
Commission for 2020, in that regard, indicates limiting the number of children of the
age of 15 who have only basic knowledge (or no) to stay below 15%, taking into
account the need to update the skills of reading and writing, especially considering
the case of a population which is evidently aging.
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The need to correct this problem is highly emphasized at European level. The expert
group report on the crisis at European level regarding reading and writing skills
emphasizes that good reading and writing skills are essential for improving the lives
of citizens and the promotion of knowledge, innovation and economic growth,
showing that just as smart growth means knowledge and innovation, investment in
reading literacy is a prerequisite to achieve such growth.

Another indicator widely used in econometric models of growth relates to public and
private expenditure on education as percentage of the GDP, for all levels of
education. In all European Union countries, public expenditure in the GDP allocated
to education represents the vast majority of total funding. The EU average in 2015,
according to Eurostat data, was of 5.41% of the GDP, the situation across countries
ranging from 4.24% for Romania and 8.72% of the GDP for education in Denmark.
Following the evolution of this indicator for the countries and the years for which
data are available, we can state that the situation has evolved little in the past decade.
Private financing in European countries was in 2009, on average, 0.79% of the GDP,
the lowest proportion of private investment being registered in Romania (0.11%).

The annual expenditure on education per pupil / student relative to GDP / capita (for
all levels of education) is more balanced among these countries, the European
average being 27.4% in 2013, in Romania this percentage being only 21.6%.
Regarding the average participation rate of students aged 15-24 years to the
education system (ISCED 1-6), it was slightly over 61% in the European Union, but
differences between countries are extremely high. If 70% of young people aged 15-
64 are enrolled in some form of education in countries such as Finland (71%),
Poland (70.8%), Slovenia (71%), Belgium (69 2%), the Netherlands (69%), this
percentage is below the European average in Cyprus, Malta, Bulgaria, Romania,
Slovakia or Austria or the UK.

The Education and Training 2020 strategic framework adopted by the European
Commission proposed at the end of the current decade five objectives that concern
all age groups of the population, namely: i) participation in preschool education of
children aged 4 and up to school age to be greater than 95%; ii) 15% should
represent the maximum percentage of 15 year olds with poor reading performance;
iii) the average dropout rate should not exceed 15% (objective indicated also in the
Europe 2020 strategy); iv) at least 40% of adults aged 30-34 years should be
graduates of higher education (also provided in the European strategy for 2020); v)
the share of people aged 25-64 who should participate in lifelong learning programs
to represent about 15% .

Analysis of Romania's Competitiveness Pillars in the GCR 2015-2017 Romania is
included in the The Global Competitiveness Report starting with 2001/2002, where
it occupied position 61. Analyzing the evolution of Romania's competitiveness in the
Global Competitiveness Report, there is an oscillating trend, and 12 or 10 positions
(2004/2005 compared to 2005/2006, respectively 2011-2012 versus 2012-2013)
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influenced by at least four directions: a). the macroeconomic changes corresponding
to the pre-accession period in the EU (2004-2007), when greater stability was
recorded; b). the favorable effects on the Romanian competitive potential after the
integration into the Single European Market (after 2007); c). the consequences of the
economic crisis (2010-2014) that have weakened the positive trend from the
previous period; d). post-crisis economic recovery.

Figure 3. Evolution of Romania's competitive position in The Global
Competitiveness Report 2001/2002, 2016/2017.
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Source: The Global Competitiveness Report 2001/2002, 2016/2017.

In GCR 2009/2010 and 2015/2016, Romania ranks among the intermediate stage
countries to the third stage of development. This was only a stage success, Romania
being still poorly competitive at the core factors and competitiveness efficiency. In
relation to the EU Member States, Romania has significant gaps in almost all pillars
of competitiveness, especially in the general national infrastructure. Compared with
the previous ranking, GCR 2015/2016, Romania lost 9 positions, the lowest listed
and having a negative trend, being pillars 11 and 12, that is the innovation factors.
Figure 4 illustrates the upward trend of Romania for 2010-2016, for both indicators,
GDP and GDP per capita. In both situations the growth rate was lower in the 2010-
2013 period, as expected under the impact of the economic crisis, and more dynamic
in the period 2013-2016. Starting with 2014, GDP growth has increased, as
evidenced by an increasing slope.
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Figure 4. The upward trend of Romania for 2010-2016, for both indicators, GDP
and GDP per capita

The evolution of GDP/capita in Romania
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Source: The Global Competitiveness Report 2001/2002, 2016/2017.

Despite these developments, Romania ranks 27th in the EU28, ahead of Bulgaria,
according to GDP per capita. The share of GDP per capita in Romania compared to
the EU27 average has evolved from 24.7% in 2010 to 29.65% in 2016 and the
forecasts show that in about 6-7 years it could reach 65% of the European average
(NBR, 2016). Although Romania has been remarkable in previous years, with rising
rhythm, the risk of poverty and social marginalization has remained high, 37.4% in
2015, down from 41.5% in 2010. High rates of Romania's economic growth is
largely explained by government measures on tax cuts, "increasing consumption and
recovering investment" (European Commission, Country Report, Romania, 2016).

Figure 5. The Evolution of Romania's competitive position in The Global
Competitiveness Report 2001-2017
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Source: Data provided by the GCR rankings.

The reduction in value added tax from 24% to 20% reduced the rate of income tax
and exempted certain dividends from corporation tax. The new government's latest
measures are that future increases will also be driven by low borrowing costs and
business-friendly fiscal policy, which will also increase confidence among foreign
investors. In this context, the employment rate has increased steadily since 2011,
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from 63.80% to 66% in 2015, placing Romania in 24th position in the EU28, ahead
of Greece (54.9%), Italy (60.5%), , Croatia (60.5%) and Spain (62%), and a
difference of 4.1 points from the EU average (70.1%). The share of total public
spending was 34.6% of GDP on average for the period 2010-2016, ie 31.49% in
2016. According to Eurostat data, the highest share of public expenditure, for the
2010-2015 period, corresponds to social protection, with an average of 19.2%,
followed by health (7.2%), governmental public services (6.7%) and education
(5.1%)

4. The methodology used: The non-linear multi-factor model of economic
growth

The second part of the research presents the links between health status and
education, as main components of human capital and economic growth, the
methodological approach consisting of a research conceptual multi-factorial non-
linear model that encompasses both theoretical and empirical elements, estimation
models, important independent variables and their measurement, and the used
methods of analysis. In the theoretical part we highlighted the models and theories of
endogenous and exogenous economic growth, and based on this we conducted our
empirical approach accomplishing a statistical analysis of the variables used in the
models and of significant and defining indicators of the levels and quality of health
and education, in correlation with the GDP per capita.

Figure 6. Model of research regarding human capital based on both components
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Source: Mehmet Ugur (2012) ,,Evidence on the relationship between education, skills and
economic growth in low-income countries: A systematic review”, London: EPPI-Centre,
Social Science Research Unit, Institute of Education, University of London.

The correlations between the dependent variable GDP per capita in million euro and
the independent variables GFFC - gross formation of fixed capital, foreign direct
investment FDI, labor productivity WL - calculated on the total employed
population, NU - the number of unemployed, minimum wage in euro, E- emigrants
expressed by the number of persons in the age group (15-49 years), and health
related expenditure in Romania.

Table 2. Logarithmic values of the dependent variable and independent variables

Emigra
nts
(accordi
ng to
Minimum | age Health
PIB wage category | related
(million ISD (mil (Euro/mo 15-49 expenditure
Year euro) GFFC euro) WL NU nth) years) S
11.98865 | 9.528954 | 9.585689 | 17.18859 | 13.23192 | 4.2199487 | 9.47899
2004 89 09 856 032 067 84 252 8.112353887
12.04835 9.877774 9.618468 17.22186 13.16727 4.3656431 9.29999
2005 101 795 598 794 364 55 824 8.386514868
12.19095 | 10.16486 | 9.993556 | 17.59745 | 13.04005 | 4.4961362 | 9.56078
2006 495 287 75 472 728 65 595 8.513151033
12.32114 10.71773 10.44906 18.05345 12.81539 47472772 9.57324
2007 49 67 237 872 79 03 587 8.784877127
12.45506 | 10.90937 | 10.66359 | 18.26848 | 12.90778 | 4.9315199 | 9.86412
2008 015 033 22 668 554 34 283 8.935469221
12.39820 | 10.35129 | 10.79544 | 18.40083 | 13.47215 | 5.0050195 | 9.96913
2009 096 35 461 697 086 55 483 8.809010203
12.45313 | 10.40087 | 10.81945 | 18.42534 | 13.34863 | 4.9532180 | 10.0141
2010 075 529 823 823 802 23 788 8.908276712
12.49848 | 10.49381 | 10.87018 | 18.47657 | 13.04118 | 5.0575188 | 10.0382
2011 7 543 619 358 152 8 37 8.904729196
12.54576 | 10.51352 | 10.91761 | 18.52449 | 13.10983 | 5.0870406 | 10.0610
2012 22 483 255 708 523 25 04 8.897572943
12.57504 10.44283 10.98742 18.59480 13.11768 5.0594254 10.1087
2013 353 358 604 746 646 58 115 8.965125021
12.58370 | 10.40369 | 11.00139 | 18.60927 | 13.12271 | 5.2476028 | 10.1100
2014 088 905 96 767 132 52 545

Source: Logarithmic values accomplished based on Eurostat data.

Starting from Mincer’s salary equation, the relations between the level of education
and salary, the growth model of Manwik, Romer and Weil showing the importance
of adding human capital to Solow’s growth model, and from the Cobb -Douglas
function of production (Y = F (K, L, T) have established a non-linear multi-factorial
model in which there were considered both the significant indicators of education
(minimum wage, FDI, NU, GFFC, E) and those that better quantify the health status
of the population (WL, Health related expenditures).mThe non-linear multi-factorial
model, where the dependent variable is GDP / capita is as follows:
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In (GDP)= Ina+
a1In(GFFC)+azln(FDI)+asIn(WL)+asn(NU)+asIn(MW)+asIn(E)+azIn(HE)

G DP= a*GFFcal*FDlaZ*WLaS*N Ua4*Mwa5*Ea6*H Ea7

Table 2. The results of the correlations between the independent variables and the
dependent variable.
Regression
analysis

Correlation 99,9%
report

Coefficient 99,9%
of
determination

Standard 0.001184319
error of
function

Number  of | 11,00
observations

Degree  of | Sum of squares | Variances F

freedom
Regression | 7 0.433360239 | 0.061908606 | 44138.12278
Residual 3 4.20783E-06 1.40261E-06
Total 10 0.433364447

Coefficients | Standard error | t-Student Probability

of coefficients

Constant 574.5812289 | 15.10354042 -38.04281731 | 3.99552E-05
FBCF 0.256257292 | 0.008927493 28.70428224 9.28403E-05
ISD 76.59361622 | 1.986215961 -38.56258218 | 3.83638E-05
WL 76.57278121 | 1.983690173 38.6011799 3.82491E-05
Number  of

unemployed | 0.046857472 | 0.006122546 7.65326593 0.004632991

Minimum
wage -
(Euro/month) | 0.081506105 | 0.009003736 -9.052475774 | 0.002847157

Emigrants 0.234248115 | 0.007233106 32.38555015 6.47036E-05

Health
related -
expenditures | 0.042329121 | 0.013201738 -3.206329295 | 0.049093697

Source: Data accomplished based on Data Excel.

The non-linear multifactor model that reflects the relationship between the
dependent variable GDP / capita and the independent variables GFFC - gross
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formation of fixed capital, foreign direct investment FDI, labor productivity WL -
calculated on the total employed population, NU- number of unemployed, MW
minimum wage in euro, E- emigrants expressed by the number of persons in the age
group (15-49 years), HE - health expenditures in Romania.

GDP= a*GFFC**EDI aZx\\[L33*N Ua4*M\Na5*Ea6*H E?7
GDP = -574.5812*GFFC0-2562*F ) |-76.5936%\\/|_76.5727% || J0-04685*\]\\/ 0.0815*£0.2342% | £ _0.0423

The multiple correlation report for the proposed model has a value of 99,9%
indicating a high intensity of the link between the resultant variable and the
cumulative action of factorial variables. The same high degree of intensity of the
link between GDP / capita and influencers identified is revealed also by the
coefficient of determination which is 99.9%, value which shows that 99.9% of the
GDP variation in due to the influence cumulative gross fixed capital formation
GFFC, foreign direct investment - FDI, labor productivity WL - calculated on the
total employed population, the number of unemployed NU, MW — the minimum
wage in euro, E - as the number of immigrants including people in the age category
(15-49 years), HE - health expenditures in Romania.

The consistency of the powers’ estimators a; with i = 1, 7 is initially checked via a
Student test performed with a significance threshold of 0.95. The Student test
statistical values for each estimator are presented in Table 12. We can easily notice
that for each estimator the statistical values exceed the critical value of the Student
test, which is 3.1824 (for a unilateral test with three degrees of freedom). Thus the
test’s null hypothesis is rejected for all the eight estimators, indicating that they are
correct estimators with fundamental values which are different from 0. Further along
in the analysis on the accuracy of the proposed regression model a Fisher test was
conducted to verify the model ability to approximate the values of the Y; dependent
variable through their Y; estimators.

The Fisher test was conducted at a significance threshold of 0,95. The statistical
value of the Fisher test is 44138,1227, a value which is greatly significant compared
to the critical value of the test, which is 9.2666, thus the null hypothesis of the test
being rejected revealing a consistent pattern suitable for the use in the process of
forecasting future values. Subsequent to these reviews we concluded that the
indicated model is a robust one both economically and econometrically, able to
explain the influence of two groups of the identified factors on the formation of
GDP.

5. Conclusions
In essence, the research on the role of human capital (education circumscribed) in

the economic growth have started exactly from the fact that production functions
with common factors (Y = F (K, L)) could not explain the advance of growth. The
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results show that a great part of the increase was put down to one or more
unidentified factors expressed by a waste of some specification of the productive
function. Thus, one factor, which was not perceived as such, was not able to
establish a viable growth policy. The concept of human capital allows a theorizing of
the well-established empirical relationship between the level of training and salary,
the attempts to explain the different growth being placed at the base of the human
capital theory genesis. Theoretical studies, but especially empirical ones, as well as
obvious facts challenged the traditional assumptions of growth, showing that labor
and capital factors were not sufficient on their own to sustain economic growth
(GDP growth per capita) and that only a quantitative increase of these two factors
could explain part of the accomplished increase.

The financing of the national education system is a key aspect that reflects the effort
of the state institutions, either public or private, in achieving superior results,
generally the studies indicating the importance of the national characteristics of these
expenditures and improvements registered, even if the link between funding and
results in education is difficult to be quantified and highlighted. However, the
observations and results of the pursued analyses show the importance of expenditure
on education to support economic growth, to reduce inequalities and increase
productivity etc., representing one of the key choices of governments, companies,
and individuals and their families.

The analysis of social capital allows us to consider social development in terms of its
accumulation. Clearly put, social capital comprises those features of social
relationships — interpersonal trust, norms of reciprocity, participation in civic
organizations, and interpersonal and inter-organizational networks — which facilitate
cooperation and collective action oriented towards a general benefit, being thus
incorporated into the structure and quality of social relationships between people; the
notion of social capital refers to a form of capital that is encompassed in the social
structure of a group, rather than in physical objects or in single human beings, like
physical and human capital. Therefore it can be noted that the institutions’ input
towards economic success is related to their capacity to support impersonal
transactions. The importance of trust to economic performance is reflected by the
fact that the lack of it leads to a decreased number of opportunities.

Emphasized is also the social potential induced by social capital, being considered
to improve economic activity background in a way similar to technical
infrastructure; social capital influences the quality of education and health, facilitates
access of individuals to markets, supports complex operations and enables the
activities’ long-term planning. In this regard it was also stressed the importance of
social cohesion towards a country’s economic development, the concept of social
capital being considered as influencing development theory, practice and policy.

It can be noted that the analysis of social capital at enterprise level would bring
about clearer results, as the internal organization of an enterprise is intentionally
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designed to register profit, so this is one of the few cases in which social capital is
the product of a specific investment (money spent not only to design internal
structures, but also to train managers and workers to work in groups) and not only
the by-product of other activities.

We can add that one of the key contributions of social capital is to the accumulation
of human capital; it is much easier to develop individual skills in a socially rich
environment than in a socially poor one. Since human capital accumulation
constitutes an engine of growth in advanced economies, social capital could be
regarded as a deep root of growth processes.

The suggested model is important as it reflects a novelty in economic terms,
compared to the literature reviewed, based on the fact that it studied separately the
influence of the educational component of human capital and the health component
of the human capital. Unlike this kind of analysis presented in the literature in the
field, the new element brought about by the model proposed in the research studies
the simultaneous influence of the factors in these two categories on the formation of
the GDP, and the econometric validation of results confirms the theoretical premises
which led to the setting-up of this growth model.

The result accomplished, the relationship between the GDP and the independent
variables shows that there is theoretical foundation. Greiner and Semmler (2002)
indicate that education represents a good for society, being the premise of positive
externalities of investments in the economy and education has an important role for
society, because it interacts at different levels with different factors, and the results
are reflected on the economy. Any economic effort directed towards investment in
human capital will stimulate growth through productivity increases.
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