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Romania gained from joining the EU,  
despite huge opportunity losses

The 2014 SAR Annual Policy Analysis and 
Forecast Report addresses two major ques-
tions: 
1.  Has Romania gained or lost so far follow-

ing its European Union accession? 
2.  What can be done to improve Romania’s 

performance within the European Union?
The answer to the first question can be 
found in the sections regarding intra-
community trade (S.2), the absorption of 
European funds (S.3) labor migration (S.5) 
and energy dependence (S.4). The first three 
chapters provide a clear answer: despite 
the poor administrative performance and 
Romania’s low level of competitiveness, 
there was a net gain since day one. A very 
weak recovery tendency can also be identi-
fied, thus public policies should focus on 
accelerating the trend. Generally speaking, 
Romania has encountered enormous oppor-
tunity costs, due to poor governance, but no 
direct costs. The country gains significantly 
less than it could as a result of its EU mem-
bership, but it’s still making a profit.

I
In the first section of the report, the expert 
panel consulted by SAR predicts a modest 
economic growth for 2014 (estimated at 
2.09%), lower than in 2013, maintaining 
inflation under control (2.73 %), and a 

slightly depreciating RON /EURO 
exchange rate (estimated at 4.58 RON /
EURO). 

It is expected that the budget deficit agreed 
with the International Monetary Fund (IMF) 
will be respected. Experts anticipate a 9.11% 
rise in the stock market this year and 
stagnation of the real estate market. The 
only indicator on which the panel is divided 
is the forecast regarding unemployment, but 
generally speaking there is little hope for the 
recovery of the labor market. A similar degree 
of skepticism applies to the banking/ 
mortgage sector restart of credit. It is 
anticipated that the measures announced by 
the National Bank of Romania (NBR) a will 
not impact this area. On the other hand, banks 
are constrained by the lack of liquidity in their 
central branches. The central bank cannot 
intervene efficiently since it has one of the 
highest percentages of nonperforming loans 
in Europe. A potential solution could be the 
development of alternative lending channels, 
such as, for instance, the stock exchange. 
An increase in taxation is not well received by 
experts, as most disapprove of the state 
strengthening its role in the economy, instead 
of decreasing it. 
The most important recommendations for 
2014 include limiting the government 
intervention in the economy and in the fiscal 
policy. Therefore, the state should refrain 
from: 
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•  Political turmoil, such as the instability 
preceding the establishment of the “Ponta 
III” government;

•  Populist give-outs during electoral 
campaigns, in a year with two election 
rounds. 

•  Unsustainable rises in salaries and 
pensions; 

•  Increases of the tax burden;
•  Adoption of unsustainable energy policies 

(see the controversy over “green 
certificates”);

•  Interrupting the stock-exchange listings;
•  Decreasing the social security 

contributions (because the impact of such 
policy on the deficit of the social security 
budget has neither been evaluated nor 
have precautionary measures been taken);

•  A multitude of other potential changes in 
the Tax Code leading to even more 
unpredictability;

•  Continuing to implement confusing 
policies in the field of transportation, 
especially regarding the construction of 
highways. Building Corridor IV is 
essential; however the most important 
works in this area are considerably 
delayed.

•  Meanwhile, the key recommendations for 
improving the Romanian business 
environment this year are the following:

•  Reducing the time required for the 
payment of taxes;

•  Reducing government red tape;
•  Eliminating the tax on investment 

incentives; 
•  Reduction of tariff barriers.

The report also reviews the status of the 
recommendations made in the 2013 report. 
Regarding macroeconomic policy, SAR’s 
2013 Annual Report included three 
recommendations emerging from the 
analysis of the IMF-Romania relationship in 
2009-2012 whose aim was to increase real 
competiveness. The report pointed out that 

Romania pursued its old strategy of using 
the IMF as a guarantor on the international 
financial market while reforming internally 
as little as possible. The suggestions had 
been to replace the collaboration with the 
IMF with a robust program of joining the 
euro zone, supported by the entire political 
class and a return to a 4-year election cycle 
with synchronized presidential and 
parliamentary elections to reduce political 
deadweight losses due to frequent electoral 
campaigns.
Concerning European Union funds, some 
of SAR’s past recommendations were 
implemented and the situation has 
improved. SAR’s recommendation to 
increase the role of the Agencies for 
Regional Development (ARD) in the 
decision-making process, by providing it 
with a legal status in terms of regional 
development policies, has not been 
embraced by the authorities. Another 
recommendation was to set a balance 
between the aim of increasing absorption 
and that of preventing a widening of inter-
regional disparities, as well as of avoiding 
inequalities between urban and rural areas. 
This policy was partially adopted. 
Following SAR’s recommendation to 
centralize the management of European 
Structural and Investment Funds (ESI) for 
the 2014-2020 period, the Romanian 
government has centralized the 
management of some of the Operational 
Programs. 
Concerning policies in the health sector, 
many of the recommendations formulated 
by SAR have figured on the policy agenda 
and were often referred to by officials of the 
Ministry of Health (MoH). Some of them 
were however adopted or implemented in a 
highly deficient form.
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II
The second section of SAR’s 2014 Annual 
Report examines Romania’s gains and 
losses resulting from its relation with the 
European Union in terms of intra-
Community trade.
Immediately after 1990, Romania’s and other 
former communist countries’ (current EU 
members) foreign trade was characterized by 
a pronounced shift toward Western partners 
and by widening deficits. So far, the 
Romanian economy has not succeeded in 
competing effectively on the European 
market and intra-Community trade has 
contributed to a deepening of the trade 
deficit. In recent years, the coverage of 
intra-EU imports by exports has been around 
80% (82% in 2013). Meanwhile, other former 
communist countries from the region 
registered economic surpluses on the 
European single market. The latter is the main 
source of exports and an equally important 
source of imports for most EU Member States. 
Romania’s dependence on EU trading 
partners is comparable to that of other former 
communist who are now EU Member States, 
but at a lower performance rate.
For example, Poland, Czech Republic, 
Slovenia and Hungary have all benefited 
from intra-EU trade – in their case 
continuous improvement of national export 
competitiveness on the single market has led 
to a trade surplus with the EU. Romania, 
however, is at the bottom of the list in this 
regard and registered least progress since its 
EU accession in contrast to Slovakia, another 
transition “laggard” by 1996.
Despite the low flow of foreign direct 
investment, foreign firms (FDI enterprises) 
were the main contributors to the registered 
growth of Romanian exports. Their activity 
was conducted mainly in unskilled labor 
intensive sectors - textiles and footwear. In 
recent years, due to machinery and transport 
equipment exports, their share declined. 

After fifteen years of transition, Romania and 
Bulgaria remained the only countries with 
exports depending on cheap labor (unlike 
their neighbors who gradually increased the 
share of capital and/or technology-intensive 
exports) and, so far, the situation has not 
substantially changed.
The structure of Romanian exports has 
improved recently, but there are still lessons 
to be learned from neighboring countries. 
The most optimistic scenario for Romania is 
to reach a trade surplus from its interaction 
with the EU by 2019. As long as the business 
environment will not improve, the level of 
exporters’ competitiveness will be affected 
and will not succeed to contribute to the 
improvement of the trade balance.
Romania’s competitiveness problem is rooted 
in delayed structural reforms and is directly 
related to the quality of public policies in this 
sector (volatile exchange rate, high inflation, 
excessive taxation, lack of infrastructure 
business).

Therefore, the recommendations are: 
•  Reducing the tax burden and the red tape 

connected to paying taxes; this way, entre-
preneurs would be incentivized to carry 
out commercial and production-oriented 
activities, including export;

•  Measures to improve the logistic infra-
structure (transport, electricity, water), in 
order to ease exports;

•  Privatization and price liberalization in the 
energy sector is a direction that would sub-
stantially reconfigure Romanian exports; 
in addition to granting non-preferential 
access to buying energy on the energy ex-
change market for all companies, reform-
ing this sector would turn Romania into 
an energy exporter and, moreover, would 
limit corruption in the sector;

•  Streamlining and stabilizing tax legislation 
could attract further foreign direct invest-
ment, which is vital for the transfer of 
know-how and technology; 
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•  Policies to promote innovation by stimu-
lating the emergence of private invest-
ment funds which offer financial support 
to innovative exporting SMEs, or granting 
tax deductions for such SMEs will fuel the 
development of export-oriented firms.

      
III

The third section of the report reviews the 
“lessons learned from the poor 
management and planning of European 
funds”. Despite the likelihood that 
administrative incompetence will prevent 
an optimal absorption, the potential 
relevance of EU funds remains very high 
and Romania only stands to gain.
In 2007-2013, Romania has paid 9.2 billion 
Euros to the EU budget, but has received 
over 21 billion Euros through different types 
of financial instruments. The amount of 
corrections remains known only partly due 
to the lack of transparency in reporting 
arrears. Nonetheless, an important part of 
the money received from the EU was 
directed towards agricultural subsidies, 
offered per hectare owned. This program 
does not depend on the beneficiaries’ ability 
to apply for and implement a project, or on 
the efficiency of the Romanian bureaucratic 
structures. However, the particular types of 
funds represent a large part of the money 
that came into the Romanian economy. The 
amount of European funds which could 
have effectively been used to spur short, 
medium and long term socio-economic 
development, were less than 6 billion Euro 
for the whole period 2007-2013. This means 
less than one billion Euro per year until 2012 
and 2013, when the total amount of 
absorbed funds reached 4 billion Euro. The 
amount received by Romania should be 
compared to the total amount allocated 
through all the available financial 
instruments, i.e. 34.8 billion showing 

considerable opportunity loss. 
For 2014-2020 Romania still has to prove 
that it has formulated a comprehensive 
analysis of needs for development and a 
unitary, strategic vision for its future. 
Moreover, attention needs to be given to the 
way these needs are grounded on actual 
analysis and data, and on consultation 
processes with stakeholders. A look at the 
formulation process of the Partnership 
Agreement shows that the partnership 
principle itself has only been formally 
implemented, and that the current version 
of the document is lacking, at least in some 
cases, a complete coherence with EU 
Cohesion Policy thematic objectives and 
potential funding interventions. 
In order to improve the situation of EU 
funds in Romania, our recommendations for 
the 2014-2015 and 2014-2020 periods are the 
following: 

The continuation and successful finalization 
of the projects already started;
•  A more efficient use of the funds allocated 

for technical assistance; 
•  A coherent and far more inclusive Partner-far more inclusive Partner-inclusive Partner-

ship Agreement;
•  Strategic planning and monitoring of ex-

penditure through the 2014-2020 Regional 
Development Plans;

•  More attention paid to the change of pro-
jected funding priorities from one Euro-
pean thematic objective to another.

IV

The fourth section of SAR’s Annual Report 
evaluates the options for the problem of 
Romania’s “energy independence”, includ-
ing the exploration of untapped shale gas 
resources in the context of EU’s energy 
policies and the recent challenges. 
Protests against shale gas exploitation and 
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the division of society into two camps on 
the issue of explorations can only be under-
stood by placing them in the broader con-
text of Romania’s energy policy in the 
European background. 
Romania imports between 20 and 30% of the 
energy it consumes, a trend that will con-
tinue in the foreseeable future as more than 
half of the oil component comes from 
imports. The so-called “energy indepen-
dence” is therefore physically impossible for 
Romania, as well as in the case of more than 
90% of the world’s countries. What can be 
reasonably achieved by Romania is “energy 
security”, i.e. the country’s ability to cover 
its energy needs in strictly commercial 
terms - and only when a certain option is no 
longer available, to have reserves or alterna-
tives. On the other hand, although seem-
ingly very promising and inexpensive, the 
benefits of shale gas must be evaluated in 
connection with all potential risks involved 
so as to identify options for exiting any 
unforeseen situation. 

In this context, the recommendations are the 
following:
•  Postponing the exploitation of potential 

shale gas reserves until the depletion of 
the country’s conventional reserves;

•  When applying for environmental au-
thorization in the case of any exploration, 
the consent of the local community should 
also be taken into consideration, in addi-
tion to technical parameters; local commu-
nities should also benefit from the income;

•  Complete liberalization of the gas price; 
as an intermediary step, it is essential to 
prioritize among the different types of 
industrial consumers;

•  Eliminating subsidies for consumption 
and possibly redirecting the financial re-
sources towards passive saving measures, 
such as thermal insulation, etc.;

•  Channeling the incentives for renewable 
energy towards the underdeveloped areas 

- solar and biomass - namely establishing 
the framework of energy delivery in the 
system for very small-scale producers;

•  Increasing the level of royalties for water 
up to the level where the costs of produc-
ing hydro energy are comparable to those 
for other types of energy production;

•  Privatizing large power plants together 
with the coalfields which supply them, at 
any price, as long as the sustainability of 
production is guaranteed.

V

The fifth and last Section of SAR’s 2014 
Annual Report evaluates who loses and 
who gains from labor migration within the 
EU within the broader context of recent 
anxiety in Great Britain and other Member 
States following the lifting of labor 
restrictions for Romanian and Bulgarian 
citizens. The section concludes that any 
potential restriction of free access to the 
European labor market will constitute a 
drawback for all Member States.
The lifting of labor market restrictions on 
the 1st of January 2014 has generated a series 
of debates around the specific protectionist 
requirements proposed by some national 
governments.  Such actions were interfering 
with Romanian and Bulgarian citizens’ right 
of free movement or their access to social 
security benefits. Nevertheless, the analysis 
reveals that such efforts to restrict the access 
of Romanian and Bulgarian workers have 
had a very limited impact and seem 
counterproductive.
Concerning the impact of migration upon 
the host countries’ social systems, the 
so-called “social tourism” argument has 
been proved to be a myth.  In the long term, 
labor mobility will impact the demographic 
structure of the population in Romania, thus 
placing pressure on public finances and the 
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social system. In this context, an increase in 
migration from Romania to Western Europe 
will deteriorate existing demographic 
problems in the country of origin, but no 
detrimental effects can be foreseen in the 
countries of destination.

The conclusions and recommendations are 
the following:
•  Labor mobility within the EU has posi-

tive effects on the development of the host 
countries and appears not to have any 
negative effects on the labor market and 
social systems of these states; 

•  If there are any negative effects of labor 
migration, they occur rather in the coun-
tries of origin;

•  At this time, most of the money from 
remittances is going into consumption and 
stimulates aggregate demand, thus com-
pensating, although partially, the negative 
impact mobility has on economic develop-
ment;

•  Migration cannot be stopped, but it can be 
limited, primarily through the creation of 
domestic jobs and through a set of wage 
policies aimed at discouraging the Roma-
nian citizens’ propensity to migrate and at 
increasing the attractiveness of the domes-
tic labor market.




