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Section 1: 2013 Economic Forecast. 
SAR’s Panel of Experts predicts a fragile 
macroeconomic balance in 2013 and a 
volatile exchange rate.

Following a highly unstable political year 
and a deteriorated European economic 
environment, Romania grew in 2012 only 
by 0.3%, at the level predicted by the most 
pessimistic experts in the SAR panel. This is 
less than anticipated by the forecasts from 
the IMF and the European Commission, 
which estimated growth of approximately 
1.4%. The Romanian economy has oscillated 
in recent years, with an economic growth 
of 2.2% in 2011, and a 1.1% contraction 
registered in 2010. 

Unsurprisingly, the National Bank of 
Romania (NBR) missed once again the 3% 
annual inflation target by the end of 2012 
(registering 4.95% for the last trimester, 
outside the variation interval). Once again, 
local and international analysts, such as 
Moody’s or EBRD, expressed their trust in 
NBR, forecasting an average annual rate of 
maximum 3%. Yet the expert panel of SAR 
forecast correctly the 2012 average annual 
inflation rate, which ended as 3.33%. This 
means that the RON purchasing power was 
eroded and Romanians found themselves 

buying fewer products with the same 
money compared to 2011. 

The RON/EUR exchange rate’s evolution 
was not good news for Romanians, as an 
unexpected RON devaluation up to 4.6 
RON/EUR occurred during the summer. 
Only the most pessimistic experts in the 
SAR panel predicted that the year was going 
to end with such a weak RON (having such 
side effects as higher utility bills, higher 
credit rates as many borrowed in EUR, etc.), 
namely 4.4287 RON/EUR. Prompted by 
the capital outflows following the summer 
political crisis, the RON devaluated, ending 
with an average NBR rate of 4.456 RON/
EUR in 2012, significantly higher than the 
4.2379 RON/EUR for 2011. 

The Romanian governments tried to meet 
the terms imposed by the IMF and the 
European Commission to balance the 
budget. Thus, the public deficit on a cash 
basis was 2.5% of GDP, slightly above the 
2.2% target, and the public debt remained at 
37.2% of GDP on November 30th 2012. 
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Main indicators for 2013

Average (min-max)

GDP growth, % 1.0 0 ÷ 1.7

Inflation rate, % 4.7 3.5 ÷10

RON/EUR rate 
31 Dec 2013 4.62 4.4 ÷ 5

RON/EUR   
medium  rate 2013 4.56 4.35 ÷ 4.85

Current account 
 deficit, % GDP 4.9 3 ÷ 6.5

Budget deficit, 
 % GDP 2.64 1.7 ÷ 3

Public debt,  
% GDP 42 37 ÷ 57

Unemployment, 
 %, Dec 2013 6.35 5.3 ÷ 7.5

Stock exchange  
growth (BET), % 5.7 0 ÷ 15

Real estate prices %, 
Dec 13/Dec 12 -2.22 (-10) ÷ 10

The general note of this year’s SAR expert 
panel is caution. Although the budget 
deficit is forecast at a decent level - 2.64% 
of GDP - and the public debt is estimated 
to rise slightly above 42% of GDP, the rest 
of the macroeconomic indicators point 
to a lack of confidence in an economic 
recovery. First, the RON’s trajectory and 
that of its purchasing power is seriously 
questioned: the inflation forecast is much 
more pessimistic than in previous years 
and the exchange rate is perceived to 
be the most vulnerable in the coming 
period. There are fears that Romania will 
not attract substantial foreign investment 
and that capital outflows will continue in 

2013, putting pressure on the exchange 
rate. Moreover, there is the possibility 
that the NBR, under the influence of the 
global macroeconomic outlook, but also 
the current political context, will relax the 
monetary policy, thus allowing a much 
higher inflation than targeted. 

Nonetheless, private sector analysts 
nourish some hopes the government will 
undertake some steps towards reducing the 
fiscal burden and the red tape. Thus, the 
panel experts estimate that Romania will 
experience some minor progress – around 
1 % GDP growth, a positive evolution for 
the stock exchange, and an unemployment 
rate lower than last year (6.35%). Given that 
several million Romanians work abroad and 
several million others work in the informal 
economy, the figure of unemployment has 
never been very telling for the Romanian 
economic situation.

The experts indicate that among the most 
urgent reforms are the privatization of 
state companies, seen as black holes in 
the national budget, and the reform of the 
social security system - health and public 
pensions. Privatizing state companies seems 
the only solution with a proven track record, 
while the strategy of giving them solely a 
“private management” component proved 
an ill-conceived combination with no real 
chance for success (see the failed attempts 
in the case of Tarom, CFR, Constanta Port 
Authority, etc.). Nevertheless, the greatest 
challenge remains the need to redesign the 
welfare state so as to make it sustainable.  

II

Section 2: Expert Florin Cîțu argues that 
Romania has barely implemented some 
IMF suggestions and only mimicked 
economic reform during the 2009-2012 
period. 
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The fiscal consolidation formula of the last 
Romania-IMF agreement had the typical 
blueprint, but economic growth was not 
restored. The reform agenda did not move 
forward during the IMF’s programmes: no 
companies were privatized, the public sector 
is looming larger in the economy, price 
controls in the energy sector have been only 
partially removed, public debt increased 
from 13.4% of GDP (end 2008) to 37.2% GDP 
(end November 2012), while potential GDP 
has dropped close to zero.

Arrears targets have been missed most of 
the time. The painful reduction in wage 
expenditures was only a temporary measure. 
In 2011, public sector salaries were raised 
11% and in 2012 they returned to their July 
2010 levels. In addition, the budget deficit 
target was exceeded by RON 3 billion. Cîțu 
argues that in Romania there was no real 
fiscal consolidation and austerity was only 
a passing phase. A temporary budget deficit 
decrease was only possible via increased 
non-transparent arrears and public wage 
expenditures only fell temporarily, from July 
2010 to March 2011, while nominal public 
expenditures increased every year since 2010. 

The section therefore argues that the only 
clear benefit of the IMF agreement is the 
minimization of the risk posed for the 
Romanian economy by external imbalances. 
The relationship with the IMF was useful 
in calming foreign investors, but it also 
had a price, in the interest rate and the 
postponing of structural reforms, since the 
government felt no pressure to implement 
conditions of the loan. Romania tripled 
its public debt and raised taxes under the 
IMF’s watch. Both these decisions have had 
negative effects on growth. The lessons 
learned after the last two agreements with 
the IMF are that Romania needs more 
than a stand-by agreement with this entity 
in order to embark in structural reforms. 

A third stand-by agreement in similar 
conditions would not bring anything new 
other than another delay of reforms, under 
the umbrella of the relationship with the 
IMF. Under these circumstances, the report 
questions the usefulness of yet another IMF 
agreement, as the current account deficit 
can be financed by the central bank from its 
own foreign reserves, while the European 
Central Bank’s decision to finance the 
indebted countries in the Eurozone reduces 
the risk of a new financing crisis. Romania 
should instead embark on a transparent 
and binding path to join the Euro area at a 
fixed date in the future as the Euro adoption 
program imposes a certain set of reforms in 
order to meet the nominal targets (inflation, 
public debt, deficit, functional secondary 
bond market). A year before, however, Cîțu 
has warned that Romania is not competitive 
enough to join the Eurozone, so would 
experience more losses than gains.

III

In the third section of the report, Alina 
Mungiu-Pippidi argues that good 
governance is the best recipe for economic 
recovery.

Romania and Bulgaria are notorious for 
being the worst governed countries in 
the EU, besides being the poorest. This 
section in the SAR report shows statistical 
evidence that good governance indicators 
(government favouritism for companies, 
diversion of public funds due to corruption), 
as well as red tape indicators (time to 
pay taxes, import, export, ease of doing 
business) are powerful explanatory factors of 
economic performance at the level of EU-27, 
controlling for previous development. From 
all the economic policy determinants tested 
(government investment, consumption and 
wage spending) only government budget 
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balance as % of deficit has a significant 
impact on economic performance. The 
report argues that the government’s 
investment money earmarked for projects 
are a major source of corruption and feed 
rent-seeking behaviour, thus depleting 
the budget of the resources which are 
needed mostly in the health and education 
sectors. Evidence is also produced to 
show how poor regulation and red tape 
increase corruption, which affects tax 
collection and diminishes returns of public 
investment. The report proposes that the 
Ponta government monitors its performance 
closely in regard to the indicators 
“government favouritism” towards 
companies, red tape and administrative 
capacity.

IV

In the fourth section, with a focus on 
European structural and cohesion funds, 
SAR analysts argue that Romania’s 
economic regional disparities are on the 
rise. Thus, the risk that the regionalization 
process will bring about additional 
clientelistic practices rather than social 
cohesion is high.

Data on regional GDP dynamics show that 
regional disparities have increased instead 
of decreasing since 2004, despite the fact 
that Romania has been accessing pre- and 
post-accession and structural funds during 
that time. Poor institutional management 
of EU funds combined with the Regional 
Development Agencies’ limited authority 
threatens to curb any positive influence 
the EU funds might have on the economic 
development of Romania’s eight regions. 
Data revealed that the Regional Operational 
Programme was the most successful EU-
financed programme, according to the 
level of absorption. However, even this 

programme falls short of achieving its 
strategic goal of eliminating the economic 
and developmental discrepancies between 
the poor East and the more developed West 
or between the capital city and the regions. 
2012 has revealed rather the opposite, as 
differences in development among the 
regions or among counties within certain 
regions of Romania have actually amplified 
since 2004. The problem lies not only in 
inefficient spending or poor administrative 
capacity, but also in a political incentive 
system favouring clientelism. Romanian 
authorities seem willing to abandon the 
aims of cohesion policy and aggressively 
pursue a strategy of absorption 
maximization in the future by concentrating 
on ‘poles of growth’. Politicians claim that 
regionalization is the best tool for achieving 
sustainable development, as it improves the 
process of funds absorption. The regional 
level of government enjoys in Europe the 
reputation of being closer to the citizen 
by placing the practice of spending public 
funds closer to the local taxpayer. We argue 
however that due to the existing level of 
clientelism and bad governance, political 
regionalization in Romania would actually 
increase the risk of poverty, corruption and 
inequality between regions. 

Therefore, SAR’s report main 
recommendations in this respect are: 

1) Reconciling the maximization of 
absorption with the original objective 
to control rising disparities across 
regions;

2) Developing an early warning 
mechanism in the first stages of project 
submission and evaluation in order to 
prevent conflict of interest and fraud. 
This would ensure that any potential 
problems are solved prior to reaching 
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the stage where funds are frozen or no 
longer reimbursed, thus endangering 
absorption. Currently, there is no 
safeguard against conflicts of interest, 
for example. Verifications are mere 
superficial and overly bureaucratic 
formalities; 

3) Administrative, not political, 
regionalization, by empowering the 
Regional Development Agencies 
(RDAs). RDAs currently function as 
public utility foundations, financed by 
County Councils, without any decision-
making role in the implementation of 
the regional development strategies. 
The current institutional setup does 
not allow RDAs to be true promoters 
of the development process. Strategies 
developed by these bodies are not 
implemented by local and regional 
political actors. It would be desirable 
to strengthen the RDAs’ role in the 
decision-making process and to legally 
empower them to become the Managing 
Authorities of Operational Programmes 
created in accordance with the regions’ 
necessities. Nevertheless, while the role 
of RDAs in managing EU funds should 
be increased, their activity should be 
supervised by the Ministry of EU funds. 
Romania does not need political regions 
with regional governors or new regional 
capitals, as the new “barons” would 
only be added to the old ones.

4) Encouraging the “Europeanization” 
of RDAs, by increasing the level of 
their participation in international 
tenders administered directly by the 
European Commission. This would 
allow the RDAs’ to collaborate with 
more developed European regions, 
some of them having solid expertise 
in specific fields. RDAs can also act 
as an intermediary in facilitating the 

establishment of partnerships between 
Romanian regional organizations 
and institutions on the one hand and 
other organizations in Europe on the 
other. Finally, RDAs should open 
regional offices in Brussels in order 
to represent the specific interests of 
local communities vis-à-vis the EU’s 
institutions. 

V

 In the fifth section of the report, SAR 
expert Răzvan Orășanu explores options 
facing Romania’s privatization process. 

Romania has had an unsuccessful and 
uneven privatization during its transition, 
often of the „stop-and-go” variety. Bursts 
of coupon privatizations and condition-free 
privatizations alternated with restrictions, 
bureaucratic legislation and periods of 
outright stops. 

In 2013, privatizations should occur in three 
sectors: railways, energy and air transport. 
In railways, the breaking up of the former 
state monopoly has created arrears which 
plague the sector – additionally, the 
corporate government reforms have been 
non-existent. In energy, the bankruptcy 
of one of the most important producers 
– Hidroelectrica – and the imminent 
bankruptcy of the other loss-making 
company, Termoelectrica, threaten to 
undermine reform across the sector. Finally, 
in the air transportation sector the losses 
made by the national flag carrier, Tarom, are 
so significant that a planned minority share 
privatization is likely to obtain only minimal 
results, in the absence of internal reforms. 

To overcome the difficulties presented 
above, the report advances some 
recommendations. Orasanu suggests the 
bundling all these state operated entities 
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under one governing body and an internal 
inventory of assets. Then, to speed up the 
process the government should streamline 
legislation, announce a public calendar 
and appoint privatization teams for each 
company. Finally, the report recommends a 
clear marketing strategy, the preferential use 
of capital markets as well as a strengthening 
of the capacity of regulatory bodies that 
operate in privatized industries. 

VI

In the final section of the report, expert and 
former health executive Dr. Sorin Paveliu 
examines for the first time the undue 
linkage between Romania’s public and 
private health sector components.

Romania’s health budget allocation is 
the lowest among all EU member states. 
Despite these circumstances, the number 
of hospitals in the country has been 
steadily increasing, due to the reopening 
of some of the hospitals which had been 
closed in 2011, as well as the constant 
growth in the number of newly-built 
private hospitals. Romania relies on a 
public health insurance system which 
claims to offer universal coverage despite 
being financed by insufficient individual 
contributions (because of the substantial 
size of informal employment and rural 
sector, as well as the large number of 
pensioners beyond the contribution 
threshold). This report argues that the 
current state of affairs is the result of 
policy failure, assesses possible solutions, 
and puts forth a series of specific 
recommendations. 

The reports starts with a brief overview 
of the current situation, emphasizing 
the competition for the Single National 
Social Health Insurance Fund (FUNASS) 
between public and private hospitals, the 

growing number of private hospitals and 
the subsequent proposal of current health 
minister Eugen Nicolaescu  in January 2012 
to cut off private hospital to pay debts of 
public ones.  The report identifies seven 
problems that hinder the existence of a fair 
competition between public and private 
hospitals and offers some options:

1) Private hospitals access significant 
amounts of FUNASS funds and are 
even able to claim reimbursements 
for higher charges compared to public 
ones. SAR forecasts that in the next 
four years public financing of private 
hospitals will only grow, pushing 
public hospitals to cut by 10% their 
expectations of reimbursement from 
the CNAS, the state insurance operator. 
SAR argues that the transparency of 
the used contracting criteria should be 
improved and that public and private 
budgets should be clearly separated. 
It also proposes that “private” beds 
are separated in private hospitals 
from those contracted with the CNAS 
and that the personnel is given the 
possibility to receive part of the 
proceeds from private type services;   

2) Public hospital budgets are decided 
yearly on an incremental basis which 
ignores both real costs and the private-
public competition for the public 
insurance funds. New methods of 
accreditation and the introduction 
of a Drug Related Groups (DRG) 
reimbursement system will make many 
public hospitals close down as they are 
increasingly unable to fund the required 
staff. Hospital managers claim that 
every month they receive less funding 
than the total number of patients they 
care for at an already undervalued rate 
per service.  SAR recommends that 
the number of contracted services be 
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reduced to balance reimbursements 
with expenditures, and that waiting lists 
should be created when the monthly 
budget is spent; the standardization 
of costs by using private sector 
benchmarks; the introduction of the 
responsibility of local authorities to 
balance budgets up to a certain limit; 
and that services reimbursed by DRG 
should grow significantly.

3) The absence of any CNAS policy to 
counteract opportunistic strategies from 
private hospitals allowed the latter to 
capture the market of higher added 
value cases when it comes to public 
reimbursements (births, minor surgery). 
Private hospitals are going for this 
market targeting the well-off patients, 
leaving lossmaking cases underfunded 
by CNAS (for instance surgery needing 
many days in hospital) to public 
hospitals, which sinks the latter even 
deeper into debt. The solution can 
only be a calibration of prices with an 
adjustment of DRG prices for serious 
illness needing long time care;

4) The fourth problem is the conflict of 
interest and lack of loyal competition 
which results from the use of the same 
medical staff by both public and private 
hospitals. As medical staff is severely 
underpaid (Romanian residents barely 
make 200 euros per month), this practice 
has been tolerated so far, although it is 
the source of considerable corruption. 
Solutions are relatively simple: granting 
the entire medical staff opportunities 
to generate additional income within 
the public system first and foremost, by 
excepting it from the restrictive unitary 
public wages law and allowing doctors to 
sign private contracts with other public 
hospitals. After guaranteeing them in this 
way an income level which is comparable 

with the private system, a clear separation 
of staff between the public and the private 
systems should be enforced.

5) The fifth problem is the ambiguous 
policy across the years towards private 
health insurance and the private care 
sector. SAR argues that the two can 
be made to work in complementary 
ways by implementing the right 
policies and warns that in 2011 private 
health insurance went down by 19%. 
The possibility that patients of public 
hospitals can be covered by private 
insurance is desirable and such loyal 
competition within insurers should be 
encouraged. 

6) The sixth problem refers to the 
discriminatory access to FUNASS 
funding between foreign and domestic 
private health providers. Solutions 
obviously involve granting domestic 
actors access to the system and 
improving the transparency of services. 

7) The last issue covers the performance 
of public hospitals, prevented by 
bad policies to aim at balancing their 
budgets except by making cuts which 
ultimately affect the health of patients. 
Neither CNAS, nor local authorities 
(which now have authority over the 
hospitals) have tried to adequately 
monitor the hospitals’ performance 
indicators, which are now mostly 
reported for the sake of form. As 
local authorities are not compelled to 
cover costs when the CNAS budget 
is spent, their interventions have 
been hectic, building new units or 
acquiring equipment instead of 
covering other more needed expenses. 
This problem can be resolved by 
granting public hospitals the right to 
offer auxiliary services (laboratory, 
imaging, etc.). Additionally, costs in 
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hospital ambulatories should become 
comparable in public and private 
hospitals and budget overruns covered 
in the limit of a 20% overdraft by the 
public authority which is the official 
sponsor of the hospital. Hospitals 
contracting with CNAS must have 
the same liberties and constraints in 
establishing co-payments as private 
hospitals. Sums reimbursed by the 
CNAS should refer to a standard 
treatment, delivered by doctors who are 
not chosen preferentially, with standard 
accommodation and board. 

* * *
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Eureko SAFPP Romania; Lucian Davidescu, 
journalist, riscograma.ro; Doru Lionăchescu, 
president, Capital Partners; Cristian Păun, 
conf. dr., academy of Economic Studies; 
Cristian Pârvan, general secretary, Romanian 
Businessmen Association (AOAR); Andreea 
Roşca, founding member, Romanian Busi-
ness Leaders Foundation; Dan Suciu, eco-
nomic journalist; Ilie Şerbănescu, economic 
analyst. Grațian Mihăilescu contributed to 
the article on regionalism and EU funds.


