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Romanian economy has been developing fast. The 
country benefitted considerably from the European 
Union (EU) membership. GDP per capita, adjusted for 
purchasing power standards, has converged from 43 
per cent of the EU average in 2007 (the year of entry) 
to about 65 per cent today.  

Yet the journey towards an advanced market 
economy, which is sustainable, well-governed and 
inclusive, remains far from complete. This study 
highlights the key transition challenges and shows 
where Romania stands vis-à-vis its peers.  

Key obstacles to private sector development in 
Romania identified in this paper are the following:  

• Unpredictable business environment,  
hindered by weak institutions, defers 
investment 

• Low credit intermediation and limited 
alternative sources of finance limit 
transition to private sector-led knowledge 
economy 

• Large regional disparities create obstacles 
for competitiveness and welfare of the 
country as a whole 

• Labour and skills shortages threaten the 
potential growth prospects 

• The poor state of transport and municipal 
infrastructure exacerbates regional 
disparities and limits value chain/market 
integration 

To better understand those key obstacles, the 
diagnostic study provides a short political and 
economic overview.  

The diagnostic exercise presented in the paper 
finishes with the short description of each of the six 
desirable qualities of a sustainable market 
economy, as per adopted EBRD methodology for 
measuring transition, namely: competitive, well-
governed, green, inclusive, resilient, and integrated.  
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1.1 Political economy  

Romania’s transition to democracy and market 
economy, following the collapse of the communist 
regime, unfolded at a slower pace than in some 
other countries in the region. Since the second 
decade of the transition, Romania’s political system 
has been characterised by the polarisation between 
the centre-left and centre-right camp. Romania is a 
semi-presidential republic often experiencing difficult 
cohabitation between the President and the 
government, especially when they come from the two 
opposing political camps.  

Important developments in late-2019 have 
changed the political landscape of previous years. 
The centre-left PSD, which was elected in December 
2016, was ousted from power in October 2019, after 
losing its majority in the bicameral parliament a few 
weeks earlier. A minority government led by the 
centre-right PNL of PM Ludovic Orban was invested in 
November 2019. The new government is supported 
by centre-right President Klaus Iohannis, who was re-
elected for another five year term, in late-November 
2019. The political environment is expected to 
remain relatively volatile ahead of the next general 
elections in late-2020.  

There is considerable amount of consensus in the 
country regarding key foreign policy priorities. 
However policy making has suffered from a lack of 
consistency and the adverse impact on public 
administration of the political infighting in top 
echelons. In addition, the short lifespan of 
governments and the numerous changes in 
ministries have adversely affected continuity in 
policies.  

Romania joined NATO in 2004 and the EU in 2007. 
Support for both NATO and the EU memberships 
have been relatively high. Romania held its first (six-
month long) rotating presidency of the European 
Council in the first half of 2019. 

1.2 Convergence potential  

Romanian economy is developing fast; 
nevertheless, the country has still some way to go 
towards a sustainable market economy. Current 
GDP per capita, adjusted for purchasing power 
standards, is at about 65 per cent of EU average.  

Romania’s real output is today 1.7x higher than in 
1989 (Chart 1). Economic development of Romania 
since the fall of the Berlin Wall can be divided into 
four distinct phases: early transition, boom, bust and 
recovery1. The first phase lasted throughout most of 
the 1990s, and was characterised by a significant 
fall of output (cumulatively of more than 20 per cent 
of the 1989 levels). During the second phase, which 
lasted from 2000 through the onset of the global 
financial crisis, economy experienced a dynamic 
growth, of almost 7 per cent on average. In 2004, the 
country has reached its 1989 economic output in 
real terms. The economic revival was stopped by a 
steep recession in 2009 and 2010, with its 
aftermath of marginal growth. The economy returned 
to a more dynamic growth rates, above 3 per cent, in 
2013.  

Chart 1: Cumulative real economic growth, 1989 
(real) GDP level = 100  

Source: IMF WEO; authors’ calculations.  

                                                      

1 See “Economic and Policy Foundations for Growth in South East Europe” by Adam 
Bennett et al, Palgrave Pivot 2015.  
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Full convergence with average EU living standards 
could take years. A baseline scenario, which uses 
the average growth rates for the period since 2000, 
of 4.1 per cent for Romania and 1.7 per cent for the 
EU, implies that the country could achieve the 
average GDP per capita in the EU in 2040 (Chart 2). 
An optimistic scenario, which adds 2.5 percentage 
points to Romania’s growth rate, in line with the 
country’s pre-crisis growth rates of the boom phase 
(of 6.6 per cent), keeping the EU growth rate the 
same as in the baseline, would yield catch up with 
average EU living standards in 2030, while a 
pessimistic scenario, which subtracts 2.5 percentage 
points from the baseline, in line with the post-crisis 
average growth rate, implies almost no convergence.  

Chart 2: Convergence scenarios 

Source: IMF WEO, authors’ calculations, based on 
assumptions outlined in the text. 

 

1.3 Latest economic developments  

Economic growth has been strong in the recent 
years. Following an average growth rate of 4.0 per 
cent in 2014-16, growth peaked at 7.1 per cent in 
2017, moderating back to 4.0 per cent in 2018. 
Private consumption has been the main driver of 
growth over the past years, supported by a pro-
cyclical fiscal policy, including public sector salary 
and pension hikes. The unemployment rate, at below 
4.0 per cent as of end 2019, is the lowest in a 

decade, making recruitment difficult and driving 
wage growth.  

Inflation has accelerated. Following a two year 
deflation in 2015-16, consumer prices have risen 
continuously over the past three years, driven by the 
tightening labour market and rising household 
consumption, averaging 4.0 per cent in 2018-19 (as 
measured by HICP change), above the central bank’s 
upper target of 2.5 per cent +/-1pp. Consequently, 
the central bank tightened its monetary policy, 
raising its main policy rate three times in 2018 from 
1.75 to 2.50 per cent. 

Fiscal imbalances have increased. The budget 
deficit reached 3.0 per cent of GDP in 2018 (second 
highest in the EU), and is expected to rise further in 
the near future as gradual pension increases, 
enacted in summer 2019, come to its peak. The new 
government has pledged to start gradual fiscal 
consolidation. However, the scheduled pension 
increases remain, making the fiscal restraint an 
overwhelming factor in most public spending and 
investment areas in the coming years. On the 
positive side, general government debt is moderate 
by regional standards, at 35 per cent of GDP. 

GDP growth is likely to moderate further in the 
short term. Growth is expected at 4.0 per cent in 
2019, moderating to 3.2 per cent in 2020, reflecting 
weakness in major trading partners, not least the 
euro area, higher perceived investment risks, and 
growing external imbalances. In the longer term, the 
diversified economy, large market size, and scope for 
convergence within the EU (GDP per capita, PPP-
adjusted, is ca. 65 per cent of the EU average) 
should allow growth rates of around 4 per cent to be 
sustained, provided that reversals in economic 
transition are abandoned (like legislative measures 
initiated by Emergency Ordinance 1142) and further 
structural reforms continue.  

                                                      
2 See Box 1 below for details.  



 

8 │ Romania Diagnostic January 2020 

79% 78% 75% 73% 71% 70% 69% 68% 67% 65%

Share of employees Value added

Industry
27%

Trade, Transport, 
Accom. and Food 

services
19%

Public Administration
13%

Real Estate
9%

Professional, Scientific 
and Administrative

8%

Construction
7%

ICT
6%

Agriculture
5%

Financial
3%

Other
3%

1.4 Economic structure and key trends 
in the private sector  

Romania’s industrial base is among the largest in 
CEE region, in relative terms. Industry accounts for 
27 per cent of the value added, which is at par with 
Slovenia, Hungary and Poland (Chart 3). 
Manufacturing is by far the largest industrial 
subsector, accounting for over one fifth of the value 
added. However, compared to Hungary and Slovenia, 
manufacturing is still more related to labour-intensive 
food processing, textiles and basic metals, although 
motor vehicles and machinery is becoming 
increasingly more important. Domestic trade, 
including transport, accommodation and food 
services, is the second largest economic sector, 
although it is relatively smaller than in other 
neighbouring countries. Agriculture accounts for a 
relatively high economic share, which is at more than 
5 per cent the highest in the EU.   

Chart 3: Economic sectors, % of gross value added 

Source: Eurostat 

ICT sector is developing rapidly. ICT activities are 
the seventh largest sector, accounting for about 6 
per cent of value added; however their relatively 
large contributions to growth over the past 15 years, 
of about 0.7 percentage points on average per year 
is significant (Chart 4). The contribution is even larger 
in the post-crisis years, adding 0.9 percentage points 
per year on average.      

 

Chart 4: Contributions to growth, average 2001-18 

Source: National Statistical Institute, authors’ calculations  

MSMEs in Romania play a less important role in 
the economy compared to its regional peers.  
Although economy is predominantly based on micro, 
small and medium enterprises (MSMEs), they 
contribute to about 65 per cent of employment and 
56 per cent of value added (Chart 5). This is in line 
with the EU average and low compared to other 
regional peers (MSME employment is almost 80 per 
cent in the Baltic countries, and 68 per cent in 
Poland and Czech Republic). Moreover, the role of 
the micro and small enterprises (when the medium 
enterprises are excluded from the analysis) is 
relatively even less important when compared to the 
regional peers.  

Chart 5: Share of MSMEs in economic activity  

Source: OECD 
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1.5 Foreign trade and investment 

Romania’s foreign trade openness is the lowest 
among the regional peers. Foreign trade stands at 
about 85 per cent of the country’s GDP, equally split 
between exports and imports (Chart 6). While this 
can partially be explained by larger size of the 
economy, Romania has also experienced the lowest 
increase in foreign trade openness, measured as the 
ratio of foreign trade to GDP, since the early 2000s, 
having been at 70 per cent of GDP.  

Chart 6: Foreign trade, % of GDP 

Source: IMF WEO.  

The composition of Romania’s exports, however, 
did change over this period. In 2017, machinery and 
vehicles were over 45 percent of Romania’s goods 
export basket, up from 19 percent in 2000. Over the 
same time, “other manufacturers” exports share 
decreased from more than 35 percent to 15 percent. 
This category mainly consists of items of clothing, 
footwear and furniture. Exports of manufactured 
materials, such as rubber, iron, metals and fabrics, 
remained rather stable at around 15-20 percent. 

Romania’s economic complexity3 has increased 
over time (Chart 7). Economic complexity index takes 
into account the diversity of a country’s export basket 

                                                      
3 Economic Complexity Index summarises data from countries’ exports basket to 

form a measure of the knowledge-intensity of their economies, by weighting both 
the diversity of the export basket and the ubiquity of it (i.e. the number of 
countries who are also able to produce and export the same products). A country 
would score high in the complexity index if it exports a wide range of products 
which few other countries are able to produce.  

as well as the number of countries, which are also 
able to produce and export the same products. As of 
2016, Romania is ranked 25th in the world, an 
improvement from being ranked 40th in the early 
2000s, above Bulgaria, Baltic countries, and Croatia. 
The share of medium and high tech manufactured 
exports was 58 percent in 2016, after doubling in the 
past 15 years, similar to Slovenia and Poland. 

Chart 7: Economic complexity ranking 

Source: Harvard Atlas of Economic Complexity. 

Romania’s level of FDI stock per capita is the 
lowest compared to its regional peers. At about 
4,500 USD per capita, FDI stock is almost three 
times lower than that of the EU average (Chart 8). 
Three quarters of FDI stock comes from EU countries. 
By economic activity, almost one third of FDI stock is 
in manufacturing sector. FDI stock is highly 
concentrated, with Bucharest-Ilfov region having 60 
per cent of it, with none of the other regions having 
more than 9 percent share.  

Chart 8: FDI stock per capita, thousand USD dollars  

Source: UNCTAD 
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1.6 Integration in Global value chains4  

Romania’s integration in global value chains (GVC) 
is below the EU levels. The GVC participation index 
of Romania, of 44 per cent (share of Romania’s 
exports integrated into value chains), is below the 
values of the EU-15 and comparator countries like 
Bulgaria, Poland and Czech Republic, and way below 
Slovakia and Hungary. The share has been rather 
stable over time, with the exception of the years 
during the global financial crisis (Chart 9).  

Chart 9: Global value chain participation  

Romania’s GVC participation is equally split 
between backward and forward linkages.  
Disaggregating the GVC participation (of 44 per cent), 
it can be seen that Romania sources around 23 per 
cent of its total exports value as export production 
inputs from other countries and sells around 21 per 
cent of its total exports value to third countries for 
their export production (Chart 10)5. The remaining 
share of around 56 per cent of exports consists of 
domestic value-added exports of goods and services 
with no value chain linkages. 

                                                      
4 The key concepts of the following analysis follow the approach of Koopman et al. 

(2014), the OCED (2018) and the IMF (2017). Generally, gross exports can be 
split up into domestic (DVA) and foreign (FVA) value-added content. Furthermore, 
a part of domestic value-added content of exports can be classified as domestic-
value inputs exported to third countries for further export (DVX). Using both FVA 
and DVX components enables to determine the participation and the position of 
an economy in GVCs. 

5 The sum of both value chain linkages (forward and backward) equals the total GVC 
participation rate. 

Romania is highly integrated in regional value 
chains with the EU. This is a natural result of the 
country’s 2007 EU membership, and the free trade 
agreements which preceded its EU accession. 
Romania sourced around USD 9 billion, or almost two 
thirds of the foreign-value added content of its 
exports from the EU member states. Main trading 
partners were Germany, Italy and France in the EU, 
followed by Russia and China in 2015. Furthermore, 
the EU is the most important export market for 
Romania. In this context, Germany is the main 
importer of Romanian goods and services with a 
volume of around USD 6.5 billion. Furthermore, 
around one third of this volume is used as inputs in 
German exports, with a significant share used in 
German motor vehicles export production. 

On the sectoral level, industries in the 
manufacturing sector have stronger value chain 
linkages in their exports than agriculture and 
services industries. The transport and storage 
service industry had the highest export volume with 
close to USD 9 billion in 2015, but only USD 1.2 
billion in value chain linkages (forward and 
backward). In contrast, the transport equipment 
industry (motor vehicles and other transport) had 
strong value chain linkages, with USD 5 billion out of 
USD 8 billion were either sourced as export 
production inputs or sold to third countries for further 
exportation use (Chart 10). Furthermore, strong GVC 
linkages can also be seen in the electronic & 
electrical equipment and chemical & mineral 
products industries. 

Chart 10: Value Chain linkages per sector  
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2.1 Unpredictable business 
environment,  hindered by weak 
institutions, defers investment  

Romania’ productivity has started from low level, 
but has been catching up fast. Labour productivity 
per person employed increased from below 40 per 
cent of EU28 average in 2005 to 65 per cent in 
2017 (Chart 11). This has been the largest increase 
over the same period compared to Romania’s 
regional peers (although also from the lowest starting 
point).  

Chart 11: Labour productivity per person employed 
and hour worked (EU28=100) 

Source: Eurostat, Author’s calculations 
 
However, Romania’s ability to promote further 
productivity growth is hindered by a number of 
institutional factors. This can be observed from the 
EBRD Knowledge Economy (KE) index, which 
measures the ability of an economy to grow through 
productivity enhancements and innovation, and is 
organized in four pillars, namely: institutions, skills, 
innovation system and ICT infrastructure6. As per the 
EBRD KE index, Romania is at an intermediate stage 
of KE development. Its 2018 KE score is 5.0 (on a 1 
to 10 scale), below OECD comparator countries 

                                                      
6 The Index measures the ability of an economy to grow through productivity 

enhancements and innovation. The Index contains 38 indicators organised in four 
pillars: (i) institutions for innovation, (ii) skills for innovation, (iii) the innovation 
system, and (iv) the ICT infrastructure. For more information see 
https://www.ebrd.com/news/publications/brochures/ebrd-knowledge-economy-
index.html   

(7.4)7. Also, inadequate business environment and 
governance is especially costly for middle-income 
economies like Romania, where growth becomes 
increasingly reliant on innovation and 
entrepreneurship, rather than the importing of 
existing technologies and the leveraging of 
economies of scale8.  

Despite significant transition progress, 
business environment presents a number of 
challenges, as confirmed by composite 
indicators. Charts below show rankings and key 
barriers compiled by the World Economic Forum 
(WEF), the World Bank (WB) and the EBRD. Romania 
ranks 51st/141 in the WEF’s Global Competitiveness 
Report 2019 and 55th/190 in the WB’s Doing 
Business 2020 report (published in October 2019). 
The trend has been negative of late in the latter one 
as Romania was at a respectable 37th position in 
20149. 

Chart 12: Global Competitiveness Index 

Source: Source: WEF Global Competitiveness Report, 
2019 

Romania’s size, economic openness (thanks to 
the EU membership), ICT adoption, and 
macroeconomic environment are valued as 
strong points. This is despite the latter 
                                                      
7 Sweden, USA, United Kingdom, Germany, Canada, Japan, France, and the Czech 

Republic. These are advanced OECD countries where the EBRD does not operate 
and that are used for the computation of the EBRD in-house Assessment of 
Transition Qualities (ATQ) indices, as well as the Knowledge Economy index. 

8 See Transition Report 2019-20 for elaboration on the role of good governance on 
economic development. https://www.ebrd.com/transition-report-2019-20  

9 Global Competitiveness Index has updated its methodology, and the new figure 
can be compared only to the previous year when the country was ranked 52nd.  

2. Key obstacles to private sector 
development 

https://www.ebrd.com/news/publications/brochures/ebrd-knowledge-economy-index.html
https://www.ebrd.com/news/publications/brochures/ebrd-knowledge-economy-index.html
https://www.ebrd.com/transition-report-2019-20
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deteriorating recently, on account of pro-cyclical 
fiscal policy. Flexibility of the labour market is also 
supporting the business environment. 

The problematic areas are those related with 
the innovation and business sophistication 
factors (Chart 12). Capacity for innovation is driven 
down by a relatively weak state of cluster 
development and low buyer sophistication (i.e. given 
the income level, the buyers in Romania make 
purchasing decisions predominantly based on the 
lowest price rather than on other goods attributes).  
This is however not surprising; Romania is still 
developing, having distance from innovation and 
business management frontiers. 

However, what is really driving down the 
overall competitiveness are pillars which are 
considered to be more basic (Chart 12), including 
1) institutions (particularly the burden of government 
regulation, ranked 102nd/141; ability of government 
to ensure policy stability, ranked 126th/141; 
government long-term vision, ranked 113th/141); 
government’s responsiveness to change, ranked 
108th/141), 2) quality of infrastructure (particularly 
of roads, ranked 119th/141), 3) health  4) skills 
(particularly the quality of vocational training, ranked 
111st/141; skillset of graduates, ranked 113th/141 
and ease of finding skilled employees, ranked 
133th/141) and 5) depth of the financial system. We 
cover most of those in detail in subsequent sections. 

Tax administration, perceived corruption, political 
instability, informal economy and workforce skills 
are also perceived as obstacles. According to 
EBRD/World Bank Business Environment survey 
(BEEPS) the above mentioned are top five business 
environment obstacles identified by Romanian firms 
(Chart 13). Large firms mainly complained about the 
practices of competitors in the informal sector. In 
contrast young firms complained more about 
inadequate access to a skilled workforce. Workforce 
skills and governance are discussed in details in 
subsequent sections.  

 

Chart 13: Business environment obstacles 

Source: BEEPS 

Competitors’ practices in the informal sector 
remained a major issue. Untaxed, undeclared 
activity amounts to more than 28 per cent of national 
output, putting Romania second only to Bulgaria in 
the EU for the size of the shadow economy as a 
proportion of GDP. 

Chart 14: Per cent of management’s time spent on 
dealing with requirements imposed by government 
regulations  

 

 

 

Source: BEEPS 

While tax administration emerged as the most 
severe obstacle in the latest round of BEEPS10, 
significant progress has been made. An estimated 
18 per cent of senior management’s time was spent 

                                                      
10 This is the latest edition of BEEPS. The new one is expected to be published next 

year.  
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on dealing with tax regulations, above the average for 
the peer countries of 13.5 per cent (Chart 14). Also, 
this is 6 percentage points higher compared with an 
earlier BEEPS edition (from 2009). Romania 
nevertheless made significant progress in recent 
years: it reduced the tax payment frequency from 
quarterly to twice a year and introduced an electronic 
system for filing and paying taxes, as reflected in the 
WB’s Paying Taxes ranking (Chart 15). 

Procedures for getting electricity, dealing with 
construction permits and starting a business are 
particularly burdensome, although, as most EU 
members, Romania performs well in trading across 
borders (Chart 15). For instance, there are nine 
procedures and 174 days needed to obtain a 
permanent electricity connection, compared to three 
procedures and 18 days in the best performing 
economies. Getting a construction permit is also 
lengthy in terms of procedures and time (i.e. there 
are 24 procedures and 260 days needed to get the 
permission to build a warehouse). In terms of starting 
a business, one needs to go through six different 
procedures, compared to only one in the best 
performing country; it takes on average 20 days in 
comparison to half a day in the best performing 
country.  

Chart 15: Doing Business in Romania 

Source: World Bank’s Doing Business Report 2020  

Some of the above-mentioned obstacles could be 
alleviated by e-government development. In the UN 
e-government Development Index, Romania is at the 
67th place. The authorities’ efforts to implement e-
government measures and services date back to the 
early 2000s, with a number of IT and e-government 
strategies (2003, 2008, 2014) being published since 
then. Implementation issues related to IT project 
procurement, digital inclusion remain. 

The underlying problem behind the business 
obstacles is often governance deficiencies. Despite 
some positive steps taken in recent years, Romania 
still suffers from a governance deficit that requires 
improvements to the economy’s legal, regulatory and 
institutional framework. Visible steps to accelerate 
the pace of reforms and improve corporate and state 
governance would send a powerful signal about 
Romania as an even better place for doing business. 
According to a widely cited World Bank’s Worldwide 
Governance Indicators, Romania is at the bottom of 
the EU table, only ahead of Greece (Chart 16).   

Chart 16: Governance Indicators, Average  

Source: World Bank’s Worldwide Governance Indicators 
Scores range from -2.5 (weak) to 2.5 (strong) 
 
Although improving, Romania’s government 
effectiveness has been low. Government 
effectiveness, which includes the capacity of the 
central and local government, the characteristics of 
the regulatory system, its impartiality, and the quality 
of public services provided, remains particularly low 
for EU standards and is the weakest (and least 
improving in the last two decades) governance 
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quality as measured by the World Bank’s Governance 
Indicators11 (Chart 17).  

Chart 17: Governance Indicators evolution  

 
Source: World Bank 
Scores range from -2.5 (weak) to 2.5 (strong) 

Corruption has been reported as a serious problem 
in Romania, despite significant improvements in 
the past 10 years. The National Anti-corruption 
Agency (DNA) brought more than 1,200 cases of 
abuse of public office to court between 2014 and 
2016. Romania’s progress during this period had 
been acknowledged in reports by the European 
Commission (EC). According to the 2019 Index of 
Economic Freedom, efforts to fight both petty and 
high-level corruption have become more credible as 
more public officials have been prosecuted, even if 
judicial ineffectiveness remains a problem. Still, 
according to BEEPS, corruption returned as one of 
the top three obstacles in the most recent survey, 
and informal payments or gifts were expected or 
requested from 13 per cent of firms applying for a 
construction-related permit, 5.4 per cent of firms 
meeting with tax officials and 5.8 per cent of the 
firms applying for an operating licence – all above 
the average of the regional peers. According to the 
latest Transparency International Corruption 
Perception Index (2018), Romania ranks at the 
61st/180, dropping two places since 2017 and four 
since the 2016 report, even though slight progress 
had been marked since 2014. This is still among the 
worst rankings in the EU (Chart 18), better only to 
Bulgaria (77th), Greece (67th) and Hungary (64th). The 

                                                      
11 World Bank’s Governance Indicators measure six governance dimensions: voice 

and accountability, political stability, government effectiveness, regulatory quality, 
rule of law and control of corruption.  

negative changes in corruption perception could be 
linked with the attempts by the previous 
administration to retroactively decriminalise the 
abuse of public office in those cases where the 
damage did not exceed 45,000 euros, which 
triggered mass protests around the country. The 
ordinance was withdrawn, but similar attempts 
continued until early-2019 resulting in new protests.   

Chart 18: Perception of Corruption, ranking 

Source: Transparency International 2018 

The rule of law has improved under the EU’s 
Cooperation and Verification Mechanism 
(CVM), in place since 2007; however, progress 
has been uneven. The CVM was set up when the 
country joined the EU in order to assess progress in 
the areas of judicial reform and the fight against 
corruption. The mechanism, initially envisaged for 
three years after Romania joined the EU, is still in 
place. Progress is noted, although there is space for 
further improvement. The 2019 CVM report noted 
backtracking from the progress made in previous 
years. More specifically, the report mentioned that 
the continued pressure on the High Court of 
Cassation and Justice and the National Anti-
Corruption Directorate (DNA) had a detrimental 
impact on the rule of law.12 In June 2019, the 
Council of Europe - Venice Commission had also 
expressed its concerns about the independence of 
judges and prosecutors13. However, the European 
Commission has recently welcomed the fact that the 

                                                      
12 European Commission, Report from the Commission to the European Parliament 

and the Council on Progress in Romania under the Cooperation and Verification 
Mechanism, October 2019. 

13 Council of Europe, European Commission for Democracy through Law (Venice 
Commission), Romania, Opinion No. 950/2019, 24 June 2019 
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Romanian authorities have expressed their wish to 
reset the country’s approach. 

Despite a large number of local administrative 
units, the power is clearly at the central level 
of government. Local authorities have their own 
budgets, but in most cases this is not sufficient and 
they remain dependent on the national budget, 
which is often allocated on the basis of political 
criteria. As noted by the EU, this means that in a way 
the central government controls the local 
government. If one party is in charge at the central 
level and another party at the local level, in most 
cases the local administration does not get the 
financial resources it needs for full development in 
that local area. In addition, there is excessive 
administrative-territorial fragmentation, lack of 
correlation between local and central strategies, and 
limited decentralisation from central to local level.14 
Most reform initiatives for specific better governance 
policies in Romania have been taken by central 
institutions. However, these reforms have not 
considered the asymmetry in the performance 
potential of local governments.15 
The steps for the decentralisation process are 
circumscribed to the objectives of the General 
Strategy for Decentralisation. In 2018, all ministries 
involved in the decentralisation process elaborated 
the up-to-date inventory of assets subject to 
transfer.16 

Politicisation in civil service has been an issue, 
which was recognised in the Strategy for Civil Service 
Development 2016-2020. The Strategy introduced, 
among other measures, competency-based 
management and occupational standards for 
strategic functions and areas; recruitment reforms to 
increase transparency; performance management 
systems. The OECD noted certain challenges with 
regards to the capacity of the National Agency of Civil 
Servants and data availability to monitor progress17, 
but overall the latter is slowly achieved.  

Strategic planning in policy-making has been 
one of the important challenges in the area of 
                                                      
14 European Commission, country chapter on Romania, Public Administration 

characteristics and performance in EU28, April 2018. 
15 Florin Bondar, Quality of Government and Decentralization in Romania, 

International Review of Social Research, Volume 4, Issue 1, February 2014. 
16 Romania’s National Reform Programme 2019, Bucharest, April 2019 
17 OECD, Public Governance Reviews, Romania, 2016 

governance. This challenge can be attributed to the 
following factors: i) lack of coordination across 
ministries, despite formal procedures; ii) weak policy 
continuity; iii) political polarisation; iv) short lifespan 
of administrations; and v) inefficient cooperation 
between the government and experts. There is no 
strong tradition of policy advice and there are only 
public institutions to guide the policy-making 
processes in several areas. The consultation 
procedure and policy advice are fairly formal in the 
decision-making process. Consequently, Romania’s 
public administration was until recently governed 
through “emergency ordinances”, which have been 
increasingly used by the Romanian authorities since 
their launch in 2005.18 Emergency Ordinance 
114/2018 is one example (see Box 1 below for more 
details). “Lack of political stability” cited as a 
business obstacle in surveys would matter less if 
policy consistency was greater. Fortunately, similarly 
to other countries in the region, EU and NATO 
memberships have contributed to high policy 
consistency in the areas, which are closely linked 
with them. 

Reform of public procurement system is 
ongoing. The procurement system is vulnerable to 
irregularities, despite notable improvements in 
recent years. For this reason, the  PREVENT  system, 
established in late 2016,  is  designed  to  prevent 
conflicts  of  interests  in  public  procurement 
procedures  by  setting  up  an  ex-ante  verification  
mechanism  and  allowing  the  contracting 
authorities to remedy possible problems prior to the 
award of the contract. The system is now fully  
operational  and  the  National  Integrity  Agency  
(ANI)  reports  positive  results. The CVM reports note 
that the relevant recommendation is fulfilled as long 
as PREVENT is consolidated as an effective 
preventative tool. An e-procurement system designed 
to provide transparent publication of tenders by 
publicly publishing the names of winners and closing 
prices is also in place. 

 

 

                                                      
18 European Commission, country chapter on Romania, Public Administration 

characteristics and performance in EU28, April 2018. 
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Box 1: Emergency Ordinance (EO) 114/2018  

In late December 2018, the Romanian 
government abruptly passed Emergency 
Ordinance 114 introducing a series of 
measures with significant negative impact on a 
number of sectors, including banking, energy, 
private pension funds and 
telecommunications. Among the most 
controversial proposals were a so-called 'greed 
tax' on banks’ assets (alongside linking it to the 
ROBOR, an interbank interest rate), a 
maximum price for natural gas in the next 
three years, and the new capital requirements 
for private pension funds.   

The policy measures were a reversal in 
Romania’s transition. In addition, the 
ordinance was introduced without prior 
consultation with relevant stakeholders and 
has been met with considerable concern from 
the business community. They had an 
immediate negative impact on the economy, 
through major losses in Romania’s equity 
market, depreciation of the local currency and 
higher sovereign bond yields. Also, the 
measures could have had a negative impact on 
the attractiveness of Romania to foreign 
investors and thus jeopardising already low FDI 
inflows over the longer term. Although S&P 
affirmed the country’s rating in early March 
2019 to BBB-, it however added that the 
outlook, previously stable, was under review, in 
response to the measures announced.  

The (former) government has in the meantime 
softened its position, passing the new 
Emergency Ordinance, which amended some 
of the most controversial provisions of the 
previous one. This action came following an 
increasingly high pressure from various 
stakeholders, including the EBRD (the Bank 
sent a letter expressing its concerns).  

• The most controversial measure, the bank 
asset tax was thus de-linked from ROBOR and 

lowered from an estimated 1.2 per cent (as per 
the initial proposal) to up to 0.4 per cent (which  
may be further adjusted downwards depending 
on the credit growth and net interest margin), 
with the taxable base  excluding certain assets, 
including government loans and securities. 

• As for the private pension funds, the new 
capital requirements are considerably reduced 
and the new deadline for compliance is the 
end of 2019, instead of the end of May. The 
minimum capital requirement will be 8 per cent 
of annual contributions, from which 
administrators will deduct investment in 
infrastructure in the previous year, which is 
much lower than the initial version of 5-10 per 
cent of the cumulative contributions received 
in all years (depending on their total level), 
which for seven major private pension funds in 
the market implied a capital injection of ca. 
€800mn. A cap on administration fees charged 
by private pension fund manages stayed, as 
initially envisioned.  

• In the energy sector, the initially proposed 
gas price caps, at RON 68 (ca. €14) per MWh 
for the next three years, will be maintained for 
household consumers and producers supplying 
household heating centres, but will be removed 
for industrial consumers. Nevertheless, the 
measures are still at odds with EU legal 
requirements, and EC has already launched an 
infringement procedure against Romania 
claiming that the provision breaches the EU 
Gas Directive. 

The new government stated its commitment 
to cancel almost entirely this EO.  
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2.2 Low credit intermediation and 
limited alternative sources of 
finance limit transition to private 
sector-led knowledge economy   

While confidence in the financial system is 
relatively good, inefficiency is what inhibits 
further financial market development. This is 
among the weakest areas of the overall country’s 
competitiveness, according to the WEF’s Global 
Competitiveness Index. This perhaps implies that 
financial services are not well-customized to meet 
business needs, their affordability is relatively high, 
financing through local equity market is particularly 
low and venture capital availability limited.  

Inadequate access to finance limit transition to 
private sector-led knowledge economy. Romania 
has limited ability to invest in innovation, as 
demonstrated by the gross spending in R&D, which 
stands at only 0.5 per cent of GDP (versus 2.4 per 
cent in frontier countries), equally divided between 
the government and business enterprises. This is 
partly due to inadequate access to finance, which is 
particularly difficult for early stage innovator players, 
as the Venture Capital sector is not well-established 
yet. On a positive note, a “start-up” nation 
programme was launched by the government to 
encourage entrepreneurship.  

Low credit intermediation 

Financial intermediation in Romania is low, 
even by regional standards. Measured by loans to 
private sector to GDP, after rapid growth in 2004-
2010 financial intermediation peaked at just below 
40 per cent in 2011, and has been declining ever 
since to a very low 27 per cent as of end-2018 (Chart 
19). Loan to deposit ratio, which saw a peak of 137 
per cent at end-2008, and gradually declined to a 
low 77 per cent as of end-2018, points in the same 
direction. There are several reasons for this. 

GDP growth in the recent past was not associated 
with significant private credit expansion. This 
increased the denominator and supressed the ratio 

of private credit to GDP. Loans to public sector and 
banks’ holdings of government securities increased, 
which might have negatively affected the willingness 
of banks to lend to the corporate sector and the 
overall supply of credit. 

Chart 19: Credit to private sector, % of GDP 

Source: CEIC 

Lack of adequate demand constrains lending. 
Around 40 per cent of Romanian companies have 
negative capital, and are thus not bankable. Credit to 
household sector has been growing at a faster pace 
relative to total loan growth and now accounts for 
roughly one half of total loans to the private sector. 
Further growth in this segment is however unlikely 
and undesirable, as the households indebtedness, 
measured by household credit/assets, seems to be 
rather high and in line with Western Europe. 

Credit to GDP had a low starting basis, as a legacy 
of a banking crisis. In 1999-2000 Romania 
experienced a major banking crisis, which saw the 
closure of eight and bail-out of two banks. Credit 
extension never fully recovered from this, and even in 
the run-up to the global financial crisis when credit 
grew rapidly, and at its peak in 2010-11, private 
sector credit/GDP was low and never breached 40 
per cent. 

Successful NPL resolution additionally reduced 
banking sector’s assets. From the peak of 21.5 
percent in September 2014, NPL ratio for the 
banking sector has fallen to 5.2 per cent as of mid-
2019 (Chart 20). Although a welcome development 
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on its own, which should set the stage for a more 
robust credit growth going forward, cleansing of NPLs 
has impacted the private credit/GDP ratio as well.  

Chart 20: NPL ratio (%) 

Source: European Banking Authority  

All of the above notwithstanding, low credit 
intermediation represents a real challenge. The 
extension of credit to private corporates would need 
to pick up to ensure the shift to private sector-led 
growth. Without it, convergence with EU peers would 
be extremely difficult. 

Limited alternative sources – undeveloped capital 
markets19 

Romania has made significant progress in capital 
market development. The progress was supported 
by enabling macroeconomic environment with strong 
GDP growth, inflation under control and the relatively 
stable exchange rate, while the regulatory framework 
was adjusted under a unified securities regulator20. A 
number of reforms have been undertaken21, which 
all led to development of the capital markets, both in 
terms of breadth and depth.  

The investors’ confidence was hurt by a package of 
measures taken in December 2018 (Emergency 
Ordinance 114/2018), threatening to diminish the 
local investor base and jeopardise the goals of 
reaching the Emerging Market (EM) status. The 
                                                      
19 This part borrows heavily from EBRD’s Local Currency and Capital Market 

Assessment Update for Romania written by LC2. 
20 The Financial Supervisory Authority (ASF), which currently supervises the entire 

non-banking financial market, namely the insurance, private pension funds, and 
capital market was created in 2012 (and in force from 2013) when the three 
commissions (CSA, CNVM, and CSSPP) were merged under the same umbrella.  

21 See IMF’s Financial Sector Assessment Program from June 2018 

proposals would have had a potentially significant 
negative impact on specific sectors, including 
banking, pension funds, energy, and 
telecommunications, but following pressure from 
various stakeholders, the (former) government has 
softened the measures. Another important 
impediment to capital market development is the 
systematic lack of secondary market liquidity that 
remains a common theme across both fixed income 
and equity products in Romania, as well as 
fragmented capital market infrastructure.  

Regulatory framework is in line with EU directives, 
but implementation is sometimes lagging. Although 
Romanian capital markets are among the more 
developed in the EBRD region, non-banking finance 
still constitutes a small share of the total volume of 
financing. Assets of non-banking financial markets 
stood at about 12 per cent of GDP as of end-2018. 
Almost 50 per cent of those are under the private 
pension funds (5.3 per cent of GDP), followed by the 
investment funds (4.2 per cent of GDP) and 
insurance undertakings (2.2 per cent of GDP). The 
regulatory framework for a wide variety of financial 
instruments exists, but the issuance of and trading in 
them is often limited.  

Money market suffers from systemic excess 
liquidity, impairing the development of deep money 
and bond markets. With the European banking 
sector slowly recovering, Romanian banking 
subsidiaries cheap access to parent funding has 
reopened and interbank transaction volumes have 
decreased. The lack of a reliable term money market 
curve structure and the resultant uncertainty of RON 
funding costs has led to excess systemic liquidity 
finding its way to the government debt market and 
entrenched a buy-and-hold culture for commercial 
bank holding of debt securities. 

Bond market is dominated by government bonds, 
while corporate and municipal bond markets are 
still in their infancy and lack liquidity and depth, 
despite some progress. Corporate bond market is 
concentrated around the banking and the energy 
sector. A new law on covered bonds enabled a first 
covered bond issuance in Romania and may 
encourage further issuances by the banking sector. 
In 2015, the City of Bucharest issued a landmark 
RON 2.5 billion bond offering in four tranches – 
immediately creating municipal bond benchmark 
pricing out to 10years. To date, secondary market 
turnover in the issue has been limited, principally due 
to falling yields and the lack of other investible bonds 
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in the market. Municipal bonds are eligible for repo 
with the NBR, further increasing their attractiveness 
to banks. 

The equity market has grown significantly, yet still 
lags behind its peers in terms of size and liquidity. 
Domestic market capitalisation in Romania stands at 
ca. 10 per cent of GDP, and has been relatively 
stable over the recent years (Chart 21). This figure is 
lower than in most of the regional peers, but also 
relatively more stable. In September 2019 FTSE 
Russell announced that Romania, currently a Frontier 
market in equity classification, will be reclassified as 
a (Secondary) Emerging market, effective from 
September 2020. This is a major positive change 
and will have a strong positive impact on market 
development, investors’ sentiment and overall 
investment inflows. Romania has been on the Watch 
List for possible reclassification to Secondary 
Emerging market status since September 2016, with 
“liquidity” criterion (i.e. sufficient broad market 
liquidity to support sizeable global investment) being 
the most difficult to overcome. Eventually, the 
“liquidity” criterion was upgraded from “restricted” to 
“pass” as part of the FTSE’s annual review. Low 
liquidity highlights one of the potential benefits to be 
gained from privatising State Owned Enterprises 
(SOEs) through IPOs. However, while additional 
privatisation of SOEs would increase the market 
capitalisation, they would do little to raise equity 
market turnover unless they were accompanied by 
specific initiatives to incentivise secondary market 
trading. Several factors have been cited for the weak 
turnover figures including the growth in the local 
institutional investor base that is largely buy and 
hold, the low numbers of retail investors prepared to 
speculate on equities, the low free float exacerbated 
by small equity holdings in dormant accounts, 
restrictions on stock borrowing and lending and the 
absence of derivative trading and hedging products 
for equities. 

Romania scores poorly on alternative sources of 
funding. According to the survey data gathered from 
the Global Entrepreneurship Monitor (called the 
“National Experts Survey” – NES) and used for the 
EU’s SBA Fact Sheet, Romania performs poorly in 
most measures on alternative funding, including: 
availability of equity funding and business angels 
funding for new and growing firms. Another area 
where Romania performs poorly is availability of 

venture capital, with a marginal venture capital 
investments as a per cent of GDP.  

Chart 21: Domestic market capitalisation, % GDP 

 
Source: ASF  

 

2.3 Large regional disparities create 
obstacles for competitiveness and 
welfare of the country as a whole 

Romania’s large regional disparities not only 
constitute key issues in relation to economic 
inclusion, but equally create obstacles for 
competitiveness and welfare of the country as a 
whole. Unemployment and labour inactivity often 
propagates over generations. Uneven access to 
financial services hampers business development in 
poorer regions, while insufficient infrastructure limits 
private investment. At the same time, underutilised 
resources, particularly labour, are sorely lacking in 
the more rapidly developing regions, resulting in 
inefficient resources allocation for the whole 
economy. Population ageing and outward migration 
make this issue more and more pressing. 

The population of Romania is largely rural. At 
almost 50 per cent, Romania has among the highest 
percentage of its population living in rural areas of all 
EU countries. This is twice the share of the EU28 
average. The rest of population is equally divided 
between bigger cities and smaller towns (Chart 22).  
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Chart 22: Distribution of population by degree of 
urbanisation, 2017 

Source: Eurostat  

There is a large gap in living standards between 
the urban and the rural areas. The gap between the 
urban and rural standards of living is almost widest 
in the EU, following only those in Hungary and 
Slovakia. GDP per capita in urban regions (which are 
according to the NUTS 3 division only three in 
Romania, including Bucharest and two other regions) 
is almost 130 per cent of EU average (Chart 23). This 
is almost at par with some Western European 
countries. On the other hand, GDP per capita in rural 
areas is almost the lowest in the EU, higher only 
compared to rural areas of Bulgaria, at only 42 per 
cent of EU average. Also, the GDP per capita of the 
intermediate regions (those that are neither rural nor 
urban) is much closer to the rural areas, implying an 
even bigger regional diversity.  

Chart 23: GDP per capita in PPS, by urban-rural 
typology of NUTS3 regions (EU average = 100), 2016 

Source: Eurostat 

There is also a large prosperity gap between 
Bucharest and the rest of the country. Standards of 
living in the regions outside of the capital city region 
are significantly lagging behind those of the capital 
city, with average GDP per capita (in Purchasing 
Power Standards) at only 36 per cent of that in 
Bucharest. This is the second biggest gap in the EU, 
following the one in Slovakia. In other words, GDP per 
capita of Bucharest region is at 144 per cent of the 
EU average, among the highest in CEE, while all other 
regions are way below 75 per cent (Figure 1).   

Figure 1: GDP per capita as per cent of EU28 in PPS 

 

 

 

 

 

 

Source: Eurostat 
Note: What we see is that Bucharest is one of the richest 
places in CEE, together with Prague and Bratislava. 
Indeed, this is partly because of the way the NUTS 2 
regions were defined.  

The risk of poverty is very high in the rural areas of 
Romania.  Almost 50 per cent of people living in rural 
areas are at risk of poverty, meaning that their 
income is below a poverty threshold level (Chart 24). 
As almost 50 per cent of people in Romania live in 
rural areas, this implies that almost every fourth 
person in Romania is at risk of poverty. Also, the risk 
of poverty in the rural areas in Romania is much 
higher than in the urban areas (while the opposite is 
the case in many Western EU countries), and the gap 
is by far the largest compared to other EU countries.  
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Chart 24: Percent of people at risk of poverty or 
social exclusion by degree of urbanisation, 2017 

Source: Eurostat 

There is a great difference between the rural and 
the urban areas from the point of view of access to 
the social infrastructure, including education. 
Romania has the lowest per cent of population aged 
30-34 with tertiary education among the EU 
countries; only 25 per cent compared to EU average 
of 43 per cent. However, the share is particularly low 
when it comes to the rural part of this cohort. Only 7 
per cent of those aged 30-34 who live in rural areas 
have tertiary degree, compared to 32 per cent in EU 
(Chart 25).   

Chart 25: Percent of people aged 30-34 with tertiary 
education, by degree of urbanisation, 2018 

Source: Eurostat 

 

Low primarily education enrolment rate is also 
indicative of the low basic services provision, 
particularly in the rural areas. Primarily education 
enrolment rate in Romania is at just over 85 per 
cent, in comparison to almost 100 per cent in 
Croatia. This is somewhat a result of high share of 
young Roma not being enrolled in formal 
education22.  

Access to medical services in rural areas is also 
quite problematic, although has improved. About 6 
per cent of people living in rural areas of Romania 
say that did not seek medical examination because it 
was either too expensive, too far, or to lengthy. This 
is 3 times the EU average. Data shows that was even 
twice higher few years ago. 

Access to internet is also quite low in rural 
Romania.  Share of people who have access to 
internet in rural Romania is also quite low. In 
developed countries of Western Europe, it doesn’t 
really matter whether one is based in urban or rural 
areas to access internet. However, in the Eastern 
European countries, including Romania, location is a 
big driver of whether one has access to internet or 
not. Only about 40 per cent of people living in rural 
Romania have access to internet (Chart 26), 
compared to more than about 70 per cent in Croatia 
or more than 90 per cent in Denmark.  

Chart 26: Percentage of individuals with daily access 
to the internet, 2018 

                                                      
22 https://fra.europa.eu/sites/default/files/fra-2014_roma-

survey_education_tk0113748enc.pdf  

https://fra.europa.eu/sites/default/files/fra-2014_roma-survey_education_tk0113748enc.pdf
https://fra.europa.eu/sites/default/files/fra-2014_roma-survey_education_tk0113748enc.pdf
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Source: Eurostat 

2.4 Labour and skills shortages 
threaten the overall potential 
growth prospects 

  
Demography, employment and skills 

The shrinking and rapidly ageing population of 
Romania is putting considerable negative pressure 
on economic performance. The demographic 
situation is exacerbating labour shortages, placing 
significant strain on economic and social institutions 
to maintain current output levels. Indeed, labour 
force shortages were “the main issue” affecting the 
development of Romania’s private sector 
development emphasised during a meeting with 
Romania’s Minister for Business Environment and 
Entrepreneurship and echoed in virtually every 
subsequent meeting with business and policy 
stakeholders and others during our Diagnostics 
mission to Bucharest (May 2019). According to a 
Manpower Group survey from 2017, 72 percent of 
employers in Romania experience difficulties in filling 
roles. 

The government has initiated a number of policy 
initiatives to address labour shortages. Recent 
policy actions include 1) the introduction of dual 
vocational education; 2) employment guarantee 
schemes for skilled young people; and 3) a 0% 
income tax rate for workers in selected ICT 
occupations, affecting some 300,000 high-skilled 
workers. At the same time, the Unified Wage Law 
(2017) aims at doubling public sector wages 
between 2017 and 2022. This can however lead to 
potentially limiting the pool of private sector’s access 
to workers, as the latest data show that public sector 
wages are now higher compared to those in the 
private sector. Also, the government has significantly 
raised the minimum wage in the recent years (from 
EUR 140 one decade ago to roughly EUR 450 today) 
which could however limit the job opportunities in the 
rural Romania, while promoting grey economy at the 
same time. Moreover, as rising wages outpace 
productivity, this may have a negative impact on 
firms’ competitiveness.  

Romania’s resident population has been falling 
since the early 1990s, when it peaked at 
23.5 million. Romania’s population has been 
continuously declining since then, reaching an 

estimated 19.4 million this year. It is project to 
decrease by a further 1.2 million by 2030 and by 
3.1 million by 2050. Average annual percentage 
decline of the population in Romania by 2030 is 
expected at about 0.5 per cent per year (Chart 27), 
among the highest in EBRD region.  

 

Chart 27: Average annual change 2015-2030, % 

 
Source: United Nations 

 

Old-age dependency is on the rise, adding further 
fiscal pressures to the economic outlook. The 
composition of Romania’s population is also 
changing rapidly, with Romania’s population 
projected to shrink in all of the age-categories below 
65 over the coming three decades (Chart 28). The 
ratio of residents aged 65 and above has increased 
from 16 per 100 of the working-age population (i.e. 
those aged 15-64) around the mid-1990s to over 25 
today. Within another generation (i.e. by the mid-
2040s), the ratio is expected to increase further still 
to 47 per 100 of the working-age population. 
Meanwhile, the median age of Romania’s population 
increased from 33 years in 1990 to 41 by 2015 and 
is expected to climb further to 48 years by 2050. 
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Figure 28. Population in Romania by sex and age-
group, estimates for 2015 and projections for 2045 
(thousands) 

 
Note: Projections are based on the medium fertility 
variant. Male figures are shown on the negative horizontal 
axis. 
Source: United Nations, Department of Economic and 
Social Affairs, Population Division (2017) World Population 
Prospects: The 2019 Revision. 

Negative net migration – especially among young 
adults – impacts further on Romania’s negative 
demographic outlook. Outward migration is high 
with many Romanian nationals moving abroad 
(mainly within the EU) in search of better economic 
opportunities (Chart 29). Among the EU countries, 
Romania has the largest proportion of its nationals 
living in another EU Member State. According to 
Eurostat (2018), almost 20 percent of Romanian 
working-age citizens (i.e. those aged 20-64) were 
resident in another EU Member State – a significant 
12 percentage point increase since 2007. 
Approximately 53 per cent of Romania’s outward 
migrants are of the prime working ages between 20 
and 39, according to the Romanian National 
Statistics Office. 

Meanwhile, unemployment and inactivity remain 
high among young people. The proportion of those 
aged 15-34 in Romania who were neither in 
employment nor in education or training (NEET) was 
20.6 percent in 2018 (some 4 percentage points 
above the EU average). 

Companies are visibly hiring from among 
marginalised groups given the tightness of 
Romania’s labour market. With the unemployment 
rate in 2018 at a long-time low of 4.2 percent, 
greater numbers of employers are recruiting from 
among marginalised groups such as people with 
disabilities; the Roma community; vulnerable youth 
(including those exiting the prison system) and 
others. 

Chart 29: Number of EU citizens that are usual 
residents in the rest of the EU  

 
While labour supply remains tight, labour demand 
is expected to increase slightly. Between 2016 and 
2030, employment in Romania is projected to 
expand by 2.8 percent – positive, though 
considerably below the EU-28 average of 6 percent 
over the same period. The business services and 
non-marketed services (such as health and personal 
care) sectors might experience the most rapid growth 
in employment according to official estimates, 
attracting workers away from the shrinking 
construction, manufacturing and utilities sectors. 

 

Gender and the economy 

Gender gaps in Romania have widened in recent 
years, especially with regards to labour force 
participation, ethnic disparities and gender 
segregation (despite the fact that women represent 
the majority of Romania’s higher education 
graduates). Women’s labour force participation 
remains low at 46 percent – 19 percentage points 
lower than men’s (65 per cent). Women who work 
tend to be engaged in lower value-added roles and 
for lower pay than men. On average, women earn 70 
per cent of the amount earned by men. Women also 
remain under-represented in senior and middle 
management positions in large enterprises, 
government roles and among public institutions.  

The main obstacles to women’s participation in 
Romania’s economy include gender segregation in 
education; under-developed infrastructures in rural 
areas; and limited urban public and private transport. 
A shortage of accessible and quality childcare 
services is also an issue for family-minded working 
women. 
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Occupational segregation in Romania’s labour 
market results from gender gaps in higher 
education. Romania has tightened or removed most 
of its gender gaps in primary and secondary 
education and women now account for the majority 
of higher education graduates. Nevertheless, women 
continue to outnumber men in subjects that lead on 
to lower paid employment. Women are over-
represented in health and welfare (67 percent of 
students are female); social sciences (70 percent); 
and arts and humanities programmes (61 percent). 
Consequently, roughly 16 percent of women work in 
education, human health and social care activities 
compared with only 4 percent among men. Women 
workers are also over-represented in the services 
sectors (which account for 56 percent of female 
employment compared with only 40 percent of 
men’s) and in the public sector (which accounts for 
52 percent of female employment compared with 
only 14 percent of men’s). Meanwhile, only 9 percent 
of women work in science, technology, engineering 
and mathematics (STEM) occupations compared with 
30 per cent of men. 

Women’s entrepreneurship continues to be 
impeded by the lack of effective, supportive 
business ecosystems; limited financial services 
(especially in rural areas); and a weak childcare 
services infrastructure. Only 9 per cent of Romanian 
children below the age of three and 58 per cent of 
those between three and school age are enrolled 
with early children’s education and care providers. 
Ultimately, strong social gender norms continue to 
determine women’s roles in the economy. 
Discrimination remains high within families, as 
underlined by the OECD’s latest SIGI assessment. 
Women are disproportionately the principal 
caregivers for children and elderly or disabled 
relatives, with women spending twice as much of 
their time on unpaid care work than men. About one 
third of the population believe that children will suffer 
if their mothers work outside the home. 

Roma women face additional obstacles in 
accessing economic opportunities. Roma women 
complete fewer years of education, on average, and 
have significantly lower levels of literacy; lower 
employment rates; and are more likely to be married 
as children. 

 

2.5 The poor state of transport and 
municipal infrastructure 
exacerbates regional disparities 
and limits value chain/market 
integration 

Regional contrasts and labour issues are 
accentuated by the poor transport and municipal 
infrastructure. 

Romania’s transport infrastructure remains in a 
precarious condition. Despite significant public 
investment23, the network lags behind the EU 
standards both in terms of quality and coverage.  
Further investments, reforms and operational 
improvements are needed at national, regional and 
local level. Priority for completion should be given to 
economically critical routes. Also, committed efforts 
towards sustainable development are instrumental 
as Romania needs to ensure the necessary funds for 
maintaining the sector. Last but not least, the country 
would benefit from efforts seeking to improve the 
safety and energy efficiency of the transport sector.  

Quality of roads is really what drives down the state 
of the overall infrastructure, at a national level. In 
this regard, Romania is ranked 119th (out of 141 
countries) in the WEF’s 2019 Global Competitiveness 
Index, compared to 13th place of Croatia or 57th of 
Poland. In Romania roads remain the predominant 
mode of transport for both passengers and freight. In 
2017 there were 86,099 km of public roads in 
Romania: 20 per cent national roads (out of which 
roughly 90 per cent have only one traffic lane in each 
direction), 41 per cent county roads and 39 per cent 
communal roads. At the end of 2018, the motorway 
network was around 807 km, on par with Bulgaria, a 
country half its size (Chart 30), up from about 280km 
in 2007. The low average annual motorway 
construction (≈ 40-50km per year vs. 100km/per 
year in Hungary), particularly in the post-EU 
accession situation with large available funding is 

                                                      

23 An average of 3.75 per cent of government expenditure on transport between 
2012 and 2016 compared to 2.25 per cent in EU.  
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particularly problematic. Apart from the wide gap 
relative to the rest of the EU, Romania’s road 
infrastructure is subject to pressing macro-regional 
disparities as the Eastern regions of the country, 
such as Moldova, lags behind in terms of connectivity 
with the rest of the country.   

The slow development of the road network is 
triggered by the poor institutional capacity coupled 
with high political pressure. Motorway construction 
offers an illustrative example: cutting down the 
preparation time by putting pressure on politicised24 
road agency ends up pursuing inadequately prepared 
projects. As a consequence, the road projects are 
often hampered and delayed during tendering and 
implementation phases. In order to speed up the 
progress, the state-owned road company (CNAIR) 
needs strengthening its capacity but most of all it 
needs to be further depoliticised and less influenced 
by the inconsistent political agendas of the frequently 
changing ministers of Transport25. 

Chart 30: Motorway densities and length 

 

Source: Eurostat and National statistics   

Railways have a substantial role in freight 
transport. In 2017, the rail share for freight transport 
in Romania was 30 per cent, well above the 

                                                      

24 In 2018, the management for all major Infrastructure state-owned companies 
has been changed, and again in 2019. 

25 As a reference during the last two and a half years, 4 persons occupied the 
position of minister of Transports.   

corresponding EU28 average of 17 per cent. 
Nevertheless, the traffic (measured per km of 
railroads) is declining and is lower than most of the 
regional peers, including Slovenia, Slovakia, Poland, 
Hungary and Czech Republic (see Chart 31). 
Systematic underinvestment and poor maintenance 
has led to a situation where 80 per cent of the rail 
network needs capital investments and 15 per cent 
of the network has material speed and tonnage 
restrictions. In 2016 the average commercial speed 

was as low as 42 km/h for passenger traffic 
compared to 60km/h in the 1980s.  

Chart 31: Total Rail traffic over total rail length 

 

Source: OECD and World Bank  

The rail sector has gone through comprehensive 
reforms with full unbundling of the incumbent and 
now both passengers and freight services are 
liberalized. While the degree of market openness of 
the rail freight sector is the highest in Europe (57 per 
cent), the private market share for the passenger 
sector is less than 10 per cent. Further upgrade 
attempts include the set-up of a rail reform agency 
coupled with a study on how to rationalise the railway 
network. Nevertheless  the rail reform  agency  is  not  
fully operational  and the implementation of the 
recommended rationalisation measures of  the  rail  
network should be prioritised. 

Air transport is increasingly important as traffic 
levels have spiked up (Chart 32). In response to the 
rise in passenger traffic (record levels of almost 22 
million passengers in 2018), there is an increasing 
pressure to improve the terminal capacity of the 
airports thus aligning them to international 
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standards, particularly the main one in Bucharest. 
Furthermore, Romania would benefit from improved 
air connectivity within the country, internal flights 
currently accounting for less than 10 per cent of all 
flights.  

Chart 32: Air traffic growth 

 
Source: Eurostat and National statistics  
 

Municipal infrastructure, including water, waste, 
urban transport and district heating, remain 
underdeveloped. Although the water sector has 
made the significant improvements, it has reached a 
point of reform fatigue and the development of the 
sector has slowed down. Romania is now the only EU 
member state that does not provide an almost 
universal piped water access. The connection rate to 
piped water systems has only increased by 8 
percentage points over the past decade, and in 
2017, only 68 per cent of the population was served 
by the public water supply system, with the rural area 
strongly lagging behind (≈33 per cent connection 
rate). Another pressing issue is the lack of 
compliance with Article 326 of the Urban Waste Water 
Treatment Directive (UWWTD) - in 2015, less than 50 
per cent of the population was connected to urban 
and other wastewater treatments while the second to 
last performing country, Hungary, passed the 75 per 
cent threshold (Chart 33). 

 

 

                                                      
26 Art. 3 of the UWWTD requires from Member States to ensure that all 
agglomerations are provided with collecting systems. 
 

Chart 33: Share of population connected to urban 
and other wastewater treatment  

 
Source: Eurostat  

The solid waste management is slowly progressing 
with the coverage rate increasing from 63 per cent in 
2009 to more than 80 per cent in recent years. There 
has also been a country wide effort to replace and 
depollute unsanitary dumpsites with EU compliant 
land filling procedures. The most pressing issue 
facing the sector now is the poor alignment with the 
EU waste recycling target of minimum 50 per cent by 
202027 as set out in the EU’s Circular Economy 
Directive. In Romania the recycling ratio for municipal 
solid waste has remained flat since 2013, at ca. 14 
per cent (Chart 34). Furthermore, the country is 
displaying very high landfilling rates (app 70 per cent 
compared to 35 per cent - target)28. Considering the 
high proportion of waste being landfilled, the country 
could be faced with both serious landfill capacity 
problem and infringement procedures by the 
European Commission. In light of the evidence, 
significant efforts are needed to ensure adequate 
infrastructure for waste sorting of recyclables and 
well-functioning extended producer responsibility 
(EPR) schemes.  

                                                      
27 50 % recycling target by 2020, 55 % by 2025, 60 % by 2030 and 65 % by 2035  
 
28 Putting the basic infrastructure aside, the municipalities are in urgent need for 
further technical assistance and increased institutional capacity to make it 
operational.  
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Chart 34: Recycling rate of municipal waste 

 
Source: Eurostat  

Urban transport is struggling in many cities with 
Bucharest ranked as one of the most congested in 
the world. The main problem is that car based 
mobility grows faster than public and active mobility- 
with a detrimental impact on air quality and 
congestion. While many cities are highly reliant on 
outdated bus and minibus services, a comprehensive 
approach to speed up improvement should go 
beyond a mere renewal of the bus fleets. In order to 
decrease the use of private cars via the promotion of 
public and active mobility a serious shift in mind set 
and commitment is needed to pursue holistic 
solutions combining viable public and active mobility 
options combined with clear disincentives for the use 
of private cars. 

The district heating (DH) sector is perhaps the least 
reformed municipal infrastructure sector in the 
country where demand side measures and 
operational efficiency and sustainability remain 
unaddressed in all but a few of the remaining 
operating DH utilities in the country.  
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Transition gaps are relatively large given the fact 
that the country has been the EU member state for 
more than 10 years. In the EBRD’s 2019 
Assessment of Transition Qualities (ATQ) Romania 
scores on average 6.30, on the 1 – 10 scale across 
the six qualities of a sustainable market economy, 
competitive, well-governed, integrated, inclusive, 
resilient, and green (Chart 35).  

Particularly problematic quality is inclusive (5.74) 
where Romania performs by far the worst among the 
EU peers29, but also compared to the SEE regional 
average (which includes the Western Balkan non EU 
countries). A more detailed look shows that regional 
disparities is really what drives down the inclusive 
quality; the country has also relatively big gaps in 
terms of opportunities for youth. 

Competitive (6.01) quality comes next. On this 
aspect, the country scores better compared to 
Greece, Bulgaria and Croatia. (In)Capacity to 
generate value added (i.e. very low credit 
intermediation, low (but increasing) labour 
productivity, inadequate quality of education and 
early/intermediate stage of knowledge economy) is 
what drives down the competitive quality.  

The country’s good-governance score (6.04) is 
almost at par with Hungary and Croatia, and a bit 
better compared to Bulgaria and Greece. Inadequate 
public governance, is what pulls down the good-
governance quality; corporate governance on the 
other hand is at a more advance level.  

Green quality (6.14), although assessed as 
somewhat better compared to those above 
mentioned, is an area in which the country performs 
second worst (together with Greece) among the EU 
member states, only after Bulgaria. Romania remains 
one of the most energy and carbon-intensive 
economies in the EU.  

The country is also among the least integrated 
(6.75) from EBRD EU member states. Romania 
outperforms Croatia and Greece in this respect. FDI 
inflows (as per cent of GDP) and quality of 
infrastructure (primarily roads) are the two indicators 
where the country performs quite low.  
                                                      

29 The EU peers include Bulgaria, Croatia, Cyprus, Greece, Hungary, Poland, 
Slovakia, Slovenia and the Baltic countries.  

Finally, resilient quality (7.11) is the area where the 
country performs the best. Nevertheless, among the 
EU members - it outperforms only the countries 
recently hit by the banking crisis such as Cyprus, 
Greece, and Bulgaria. The biggest challenge for a 
more resilient financial sector is limited alternative 
sources of funding and low credit intermediation.   

Chart 35: Romania – transition qualities 

 

Note: The level of development within each of the qualities 
is measured from 1 to 10, with 1 meaning little or no 
progress and 10 representing the frontier.  

Regional average includes scores for the countries of 
South-eastern Europe (SEE): Albania, Bosnia and 
Herzegovina, Bulgaria, Cyprus, Greece, Montenegro, North 
Macedonia, Serbia and Romania. 

Comparators average includes scores for a number of 
advanced OECD countries, including: Canada, the Czech 
Republic, France, Germany, Japan, Sweden, UK and USA. 

EBRD average includes scores of all EBRD countries of 
operation, from those in Central Europe to those in Central 
Asia. 

Source: EBRD 

The following sections provide brief snapshots of 
each quality.  

3. Qualities of a sustainable market 
economy 
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Competitive [ATQ = 6.01] 

Romania ranks 10th among EBRD’s economies in the 
Competitive quality index, making it one of the most 
advanced countries in the EBRD region. This is 
however somewhat expected as the country is in the 
EU, and as an EU member state, the quality of the 
regulatory environment, institutions for competition 
and general conditions for the private sector are 
relatively conducive. Larger gaps are however 
noticeable in terms of the country’s capacity to 
generate value added and innovate.   

Market structures and institutions for competition 

Romania is ranked 55th, out of 190 economies, in 
the World Bank’s ease of doing business index. The 
country is ranked ahead of its neighbours like 
Bulgaria (61st) and Ukraine (64th), but somewhat 
lower than Slovenia (37th), Poland (40th), Serbia 
(44th) and Hungary (52th), and does relatively well in 
most dimensions – but in the areas of getting 
electricity (157th), construction permits (147th) and 
starting a business (91st), reflecting the possibility of 
further improvements in its performance.   

Romania’s EU membership is also reflected in 
several other indicators. The country is very open to 
international trade in terms of tariffs and trade 
barriers and has a relatively high penetration of ISO 
certifications, reflecting no major obstacles for 
businesses in complying with high quality standards. 
The country has also become a net exporter of 
services, including advanced business services 
(ranked first among all EBRD’s economies for share 
of business services in exports).   

Romania’s performance on supporting small and 
medium-sized enterprises (SMEs), as measured by 
the EBRD adjusted SME index, is on par with its 
peers in the region, and slightly above the EBRD 
average (with a score of 5.6 compared to an average 
of 5.2 for all EBRD countries). SMEs contribute more 
than half of the economy’s value-added. However, 
there is still much room for them to catch-up with 
SMEs in other EU countries in areas such as skills, 
innovation and environment. 

The degree of the state intervention in the economy 
appears limited. Subsidies to private sector, public 
corporations and other sectors (as a share of GDP) 
are among the lowest in EBRD’s countries of 
operations, driven mostly by strict EU rules.  

Capacity to generate value added and to innovate 

Romania’s score on the economic complexity index 
and global value chains (GVC) participation index are 
also among the top ten of EBRD’s economies, given 
its role as an increasingly important manufacturing 
hub within the EU. The country scores 6.9 on both 
indices, compared to a top ten EBRD countries 
average of 7 for complexity and 8.2 for GVCs. 
Nevertheless, on the country does not perform as 
well as other EU countries, including some of its 
regional peers, like Poland, the Slovak Republic and 
Hungary. This suggests that some fundamentals of 
productive competitiveness would require 
strengthening.  

Access to finance (as measured by credit to GDP) is 
the country’s worst-performing dimension among the 
Competitive indicators. The country is ranked among 
the bottom ten countries in EBRD’s region (with a 
score of 3.1, just ahead of Azerbaijan) and has even 
slipped back since 2011.  

In other indicators that reflect key productive inputs, 
such as the  quality and efficiency of logistics as well 
as the EBRD adjusted Knowledge Economy index 
Romania is placed somewhere in the middle among 
the EBRD’s countries of operations – suggesting that 
these are also the key areas where further effort and 
reforms are necessary.  

The country’s labour productivity is ranked 12th in 
EBRD’s region, ahead of Russia and Kazakhstan and 
just behind Cyprus. However, the perceived quality of 
education (with a score of 4.8, compared to an 
average of 5.2 in the SEE region, which also includes 
a number of non-EU countries) indicates that this 
may become one of the most binding challenges for 
growth – in particular because this average hides 
large regional disparities.  
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Well-governed [ATQ = 6.04] 

52nd in the quality of institutions among 141 
economies (WEF GCR 2019) 

54th in property rights, 113rd in government 
long-term vision (WEF GCR 2019) 

62nd in judicial independence among 141 
economies (WEF GCR 2019)  

64th in shareholder governance among 141 
economies (WEF GCR 2019) 

61st in protection of minority investors among 
190 economies (WB Doing Business 2020) 

A closer analysis of Romania’s well-governed quality 
suggests that further progress towards improving 
transparent and more inclusive government policy 
making and efficiency of government spending is 
required. 

World Bank’s Worldwide Governance Indicators (WGI) 
show government effectiveness and control of 
corruption, as the most worrying issues in Romania. 
According to Transparency International (TI) 
Corruption Perception Index 2018, Romania ranks 
61st out of 180 countries and territories.  

The latest (2019) EU Cooperation and Verification 
Mechanism (CVM) report noted reversals on 
Romania’s progress in the areas of the rule of law 
and the fight against corruption. More specifically, 
the report mentioned that the continued pressure on 
the High Court of Cassation and Justice and the 
National Anti-Corruption Directorate (DNA) had a 
detrimental impact on the rule of law.   

According to the latest World Bank Doing Business 
2019 report, Romania ranks 55th out of 190 
economies in ease of doing business, dropping three 
places compared with the previous year. Procedures 
for starting a business, dealing with construction 

permits and getting electricity remain burdensome, 
although similar to other EU member states Romania 
performs well (1st among all economies) in trading 
across borders. 

Tax administration, corruption and political 
instability are perceived as the biggest obstacles 
facing businesses, according to the latest round of 
BEEPS. 

Romania ranks 42nd out of 180 economies in the 
Index of Economic Freedom 2019 (The Heritage 
Foundation), with low scores in government integrity 
and judicial effectiveness. The country’s overall score 
matches the regional average and is above the world 
average. 

According to the December 2016 EBRD’s 
assessment, Romania’s corporate governance is 
assessed as fair in the structure and functioning of 
the boards; fair/moderately strong in transparency 
and disclosure; fair in internal control; moderately 
strong in rights of shareholders; and fair in 
stakeholders and institutions. 
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Green [ATQ = 6.14] 
 
Romania’s green economy transition will need to 
focus on sustainable energy and infrastructure to 
comply with EU requirements, as well as manage a 
just and fair transition away from carbon intensive 
sectors. Romania has signed up to the Paris 
Agreement and has a 40 per cent greenhouse gas 
(GHG) emissions reduction target by 2030 in its 
Nationally Determined Contributions (NDC). 

Romania’s power generation relies on coal 
(28%), hydro (25%), nuclear (18%), gas (15%) 
and other renewables (RE), including wind 
and solar (13%). Between 2005 and 2016, 
installed capacity in wind and solar almost 
doubled (6 GW in 2005 to 11 GW in 2016), 
largely due to the green certificate support 
scheme. 

Carbon intensity per GDP is above EU 
average. Electricity and heat generation sector 
is the main driver of the CO2 emissions and 
accounted for 42% of emissions in 2015. 

About 93% of municipal waste was deposited 
onto or into land. Romania still has very low 
waste recycling rate (6% in 2016, lowest in the 
EU). Romanian SMEs score particularly poorly 
for taking resource efficiency measures. 

A more ambitious sustainable energy target is 
required to reach and support EU climate goals. 
Romania is the first EU country to achieve the EU 
target of 20 per cent renewables (24 per cent in 
2017) ahead of the 2020 deadline, but investment 
in RE has been stalling in recent years due to weak 
ongoing commitment. The draft National Energy and 
Climate Plan (NECP), envisages a 28 per cent share 
of RE sources in energy consumption in 2030 
compared to EU’s 32 per cent target. 

Buildings account for the largest share of final 
energy consumption in Romania. Specifically, in 
2015, the residential sector accounted for the 
largest share of final energy consumption, at 33 per 
cent. Building stocks in Romania are far below the 

standards of the EU regulations and still a lot of 
retrofit is required to meet the EU’s ambitious target 
defined as Nearly zero-energy building (nZEB). 

While prevalence in coal have been slowly 
decreasing (some replaced by gas), its importance 
still remains. Approximately 28 per cent of 
Romanian electricity demand is met by coal-fired 
generation (in 2015). The competitiveness of these 
plants has decreased markedly since Q1 2018 when 
CO2 Emission Allowance (EU EUA) prices climbed 
from 10 EUR/tonne to around 25 EUR/tonne in June 
2019. This increase has strongly impacted coal 
based electricity producers.  

The coal industry remains an important employer, 
directly employing 18,600 people (coal power 
plants:  3,600; jobs in coal mines: 15,000) with a 
further 16,000 indirectly employed through the 
supply chain. The EU estimates that Romania will 
need to decommission up to 90 per cent of current 
coal power plants by 2025 and 100 per cent by 
2030 in order to meet climate change targets. One of 
12 recommendations made by the EC on Romania’s 
recently submitted draft NECP was to integrate just 
and fair transition aspects better, notably by 
considering social and employment impacts, through 
concrete measures and timeframes. 

Sustainable infrastructure investment is needed, 
including in key municipal sectors to comply with 
EU requirements. In a recent EC review, the main 
challenges identified for Romania were waste 
management and urban waste water. There are 
implementation gaps despite formal progress such 
as the adoption of the national waste management 
plan in December 2017. The country’s performance 
continues to be characterised by very low recycling of 
municipal waste (6% in 2016) and very high 
landfilling rates (54% in 2016). In addition, the 
country is still struggling to implement the EU Urban 
Waste Water Treatment Directive and to improve the 
quantity and quality of drinking water.  
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Inclusive [ATQ = 5.74] 
 

Expanding economic inclusion is critical for Romania 
to address labour market shortages under its 
transition towards a sustainable market economy. 
Romania still has a long way to go in relation to 
multiple different indicators captured under the 
inclusion ATQs. 

Romania performs relatively well on most of the 
indicators captured under the Gender Inclusion ATQ. 
For instance, the country scores considerably well on 
the OECD’s Social Institutions and Gender Index 
(SIGI) – a composite indicator evaluating 
discriminatory social institutions that restrict 
women’s and girls’ access to rights, justice and 
empowerment opportunities – relative to the EBRD 
average. Also, women in Romania account for 27 
percent of employers and 32 percent of those in 
managerial positions – both slightly above the EBRD 
average. However, women are 29 percent less likely 
to participate in the labour force than men, 
representing a large gender gap (though less 
significant than in many other EBRD countries of 
operations). Moreover, women in Romania have only 
a moderate level of financial inclusion, with only 54 
percent owning a formal bank account – a slightly 
lower share than the broader EBRD average. 

On the indicators measured under the Youth 
Inclusion ATQ, Romania demonstrates a mixed 
performance across different indicators. The quality 
of Romania’s education system is perceived 
relatively poorly by the country’s employers – 
considerably below than in some of its regional peers 
in Central and Eastern Europe – although it’s lower 
secondary school pupils perform relatively better in 
the OECD’s PISA exam. Roughly half of young people 
in Romania have access to a formal bank account, 
which also places it higher than the EBRD and 
regional averages. The gap between youth and adult 
unemployment is exactly in line with the broader 
EBRD average.  Romania stands out, however, in its 
demographic profile, with a median age of 41.3 years 
in 2015, according to the latest UN estimates – 
among the oldest of any EBRD country of operations 
and also relatively old compared with the regional 
average for Central and Eastern Europe. 

Romania’s performance on the indicators captured 
under the Regional Inclusion ATQ is relatively weak 
compared to the other inclusion target groups. Big 
regional disparities in access to heating, water, 
computers and the internet place it among the worst 
performers among the EBRD countries. Even greater 
geographical disparities in establishments’ use of 
bank accounts – and, hence, access to formal 
finance – rank Romania at the very bottom of all 
EBRD countries of operations. Meanwhile, 
considerable, though slightly less significant, regional 
disparities also exist in terms of health and 
education quality and the educational attainment 
and labour market status of household heads, 
compared to other EBRD countries. 
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Resilient [ATQ = 7.11] 

Financial intermediation remains low and 
capital markets are still not perceived as a 
viable funding alternative. 

Financial intermediation in Romania is low, even 
by regional standards. Credit to private sector to 
GDP and banking sector assets’ to GDP are well 
below both the regional and EBRD average. There 
are several reasons for this, including strong (credit-
less) GDP growth, lack of adequate demand, write-off 
of NPLs, and legacy issues from the banking crisis 
Romania experienced at the turn of the century. On 
the flipside, the exposure to government and 
government securities in particular is high. 

The banking sector is gradually consolidating; the 
share of state-owned banks is low. There were 36 
banks in Romania as of YE2017, versus 43 in 2009. 
The sector is more competitive than the EU average, 
with the top five banks accounting for 61 per cent of 
assets, roughly in line with the regional average. 
While Romania’s largest commercial bank by assets 
(Bank Transylvania) hails from Romania, the majority 
of the banks are subsidiaries or branches of large 
Western European banking groups. Market share of 
state-owned banks is significantly below both the 
regional and EBRD average, although there has been 
a slight uptick in recent years. 

Romanian banks are well-capitalised, (too) liquid 
and profitable, but threatened by recent legislative 
initiatives. Capital adequacy ratio (CAR) looks solid 
and is above the regional and EBRD average, while 
the liquidity ratio is extremely high, and can be seen 
through the lens of low credit to private sector and 
hoarding of government securities. Healthy 
profitability of banks may be jeopardised by the 
introduction of a bank levy. 

Asset quality has improved, and great strides have 
been made in de-dollarizing the financial sector. 
NPLs have come down significantly (to ca. 5 per cent) 
and are below both the regional and EBRD average. 
Loan loss reserves to NPLs, however, look less 
convincing. The share of foreign currency loans in 
total loans has dropped from above 60 per cent to 
around 35 per cent. 

Capital markets are still not a sufficiently viable 
funding alternative. Domestic market capitalisation 
stands at ca. 10% of GDP, and is lower than in most 
of the regional peers. The reclassification of Romania 
from Frontier to Emerging Market status by MSCI is 
still in process, after FTSE has recently upgraded the 
status. 

Legal and regulatory environment of the energy 
sector is unstable. EO 114 (see box 1. above) 
radically changed the rules on the gas and electricity 
market overnight, undoing previous progress on 
market liberalisation. The measures cap the gas 
market price at 68 RON (~EUR 14.5) per MWh for 
internal gas production for household consumers 
and producers supplying household heating centres 
(the later revision of the EO removed the cap for 
industrial) until February 2022, throwing out the 
agreed calendar with the IMF, WB and EU which 
would have seen gas prices fully liberalised by 2021. 
This comes on top of an earlier decision to force 
producers to sell 50 per cent of their production on 
the local gas market. As a result, OMV Petrom 
postponed the final investment decision for their 
offshore development in the Black Sea. EO114 also 
forces state-owned electricity companies to sell up to 
65 per cent of their production at regulated prices 
until February 2022 and imposes a 2 per cent 
turnover tax on energy companies. The turnover tax 
was implemented through an increase in license fees 
by the regulator, demonstrating the lack of political 
independence. In March 2019 the European 
Commission launched an infringement procedure 
against Romania for breach of the Gas Directive 
(Directive 2009/73/EC) and the Gas Safety 
Regulation (EU Regulation 2017/1938). Also, as the 
country is progressing towards offshore gas and oil 
exploration, there is a need to strengthen 
institutional capacity in this energy sub-sector.  
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Integrated [ATQ = 6.75] 

Trade as a share of GDP*: 83 per cent, 
compared to OECD average of 71 per cent.  

FDI inflows as a share of GDP*: 2.4 per cent, 
compared to OECD average of 2.1 per cent. 

Portfolio inflows as a share of GDP*: 1.7 per 
cent, compared to OECD average of 3.0 per 
cent. 

Quality of road infrastructure: ranked 119th 
out of 141 countries (WEF GCR, 2019) 

Logistics performance (international) index: 
ranked 48th out of 160 countries (WB, LPI 
database, 2018) 

* in 5-year averages 

Romania ranks 10th in the Integrated ATQ among 
the overall EBRD region. While the country is strong 
in terms of external integration into global markets, 
although a big part in this respect is due to its EU 
membership, Romania scores higher in terms of 
domestic integration, yet it is lagging behind in terms 
of transport (rail and railway), energy (connection 
time) and ICT (internet users) infrastructure.  

External integration 

While Romania performs relatively better in terms of 
portfolio inflows, its performance compared to EBRD 
average and regional averages is worse in terms of 
the trade share and FDI inflows. 

Trade environment: Exports and imports of goods 
and services as a share of GDP have risen steadily in 
Romania, which also benefits from being part of the 
European Single Market since 2007. The 5 year 
average trade share (exports and imports of goods 
and services as a share of GDP) in 2017 was about 
83 percent of GDP, which is below the SEE and EBRD 
countries’ averages (96 and 99 percent). The EU 
membership involves being part of 41 regional trade 
agreements (SEE countries average: 13, EBRD 

countries average: 18), but also being part of a large 
number of non-tariff measures. 

Investment environment: Romania’s openness to 
FDI flows (2.4 percent of GDP) is below the regional 
(5.2 percent) and EBRD countries’ averages (4.3 
percent), but above OECD country level of 2.1 
percent. The country is part of 134 bilateral 
investment agreements (SEE and EBRD countries 
averages: 65). 

Non-FDI environment: Romania’s capital account 
openness is high, above SEE and EBRD and similar 
to OECD countries averages. Portfolio inflows as a 
percentage of GDP are 1.7, which is above the EBRD 
countries average (0.9), but below the OECD 
countries average.  

Internal integration  

Domestic transport: Romania is facing bottlenecks 
to economic growth in terms of quality of 
infrastructure, especially regarding the quality of 
roads and railways. On the positive side, Romania 
scores above the SEE and EBRD countries averages 
regarding the competence and quality of logistics 
services, the ability to track and trace consignments 
and the timeliness of shipments. 

Cross-border integration: Romania’s logistics 
performance ranks above the SEE and EBRD 
countries averages. Furthermore, regarding the cost 
of trading across borders (measured by the World 
Bank Doing Business Report as the time and cost 
associated with the logistical process of exporting 
and importing goods) Romania is one of the top 
performers, as other EU member states.  

Energy and ICT: The quality of electricity supply in 
Romania is above the SEE and EBRD averages; but it 
takes long to obtain a permanent electricity 
connection. Around 60 percent of the population are 
internet users (compared to 64 per cent in SEE, 62 in 
the EBRD countries and 87 in the OECD countries). 
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