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Abstract 

 
In the paper of Reinhart and Rogoff (2010) it was stated that across both: advanced countries 
and emerging markets, high debt/GDP levels (90 per cent and above) are associated with 
notably lower growth outcomes. On the other hand much lower levels of external debt/ GDP 
ratio (60 per cent) are associated with adverse outcomes for emerging market growth. 
However these findings were questioned by Herndon et. al. (2013) there were broadly cited 
and used in practice. Taking these into account we decided to check the mechanism of growth 
depending on several important macroeconomic variables such as: public debt, rate of 
inflation, interest rate, and rate of unemployment as well as the level of growth itself serving 
as threshold variable. The working hypothesis of the research is that there exists significant 
relation between threshold variable and the economic growth. Thus we propose to employ 
nonlinear mechanism to reveal possible types of mentioned association. Threshold model of 
TAR and SETAR type are to be used to distinguish: (1) threshold variable(s) and its level(s) 
in the state of prosperity and the state of recession, (2) the number of states of economic 
growth, (3) differences in business cycle between developed and emerging European 
economies. The data (quarterly and monthly) applied in the research cover time period 
starting from the beginning of 1995 and ending at the end of 2013. Such a long period is 
furthermore interesting because it allows also investigating the mechanism of growth under 
two different economic policy models. From the beginning of that period up to the outburst of 
financial crisis of 2007, the policy based on Washington consensus was dominating. Starting 
from 2007-2008 situation has been changed. The great come back of state interventionism has 
been observed although in some countries the policy of tightening the belt is still realized. 
That is why it is interesting whether applied models will show differences between the two 
types of economic policy. All the methodological aspects of the threshold models 
construction, including testing for the number of regimes, the choice of threshold variable, 
parameter estimation and testing for stability of findings will be projected and carried out 
using gretl computer package.  
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