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Macroeconomic Changes in Romania
During the Transition Period

2.1 The Macroeconomic Picture of Transition

Since 1990, Romania’s economy has undergone a transition from the
centralized economic system to an economy based on free initiative and
market mechanisms.

The mutation from a private sector contribution to GDP of 16.4% in
1990 to more than 75% in 2015 was achieved through complex transfor-
mations across society and all sectors of the economy. During this period
decision-makers, state institutions, companies, and individuals experi-
enced a process of learning and permanent adaptation.

At the beginning of 1990, the Romanian economy was an overwhelm-
ing state-owned and super-centralized economy; the economy comprised
almost exclusively state-owned enterprises and production cooperatives
that were extremely large, and most of their output was destined for
investment and export goods.

The sudden dismantling of CMEA (Council for Mutual Economic
Assistance) in October 1991 and the dissolution of Eastern European
market; the collapse of the domestic market, which had been dominated
by economic agents with low flexibility; the liberalization of prices
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(November, 1990) and the loss of significant export market segments
caused a severe economic recession.

During the first decade post-communism, the transition to a market
economy brought some economic reforms and restructuring, especially in
terms of privatization and fundamental changes in economic and employ-
ment structures. The process itself was notably complex, complicated and
difficult, as it was hard to harmonize and synchronize the individual com-
ponents—economic, institutional-legal, social, political, cultural-educa-
tional, mental, and psychological among others. Often, the economic and
technological sides of the restructuring outpaced the institutional, legal,
political and social-cultural components and have resulted in the first
decade in a dramatically decreased GDP, substantial changes in the struc-
ture of gross added value and employment, galloping and persistent infla-
tion and high unemployment (Ciutacu and Chivu 2010).

Among other essential elements in the process of law building, the
institutions of the market economy had a special importance. In this
regard, the first interim government in 1990 dismantled the centralized
economy, transforming the former State Committee of Planning into the
Ministry of National Economy.

In 1990, a decree for the promotion of free initiative was promulgated,
followed by the institution of Law No. 31, which transformed state-
owned enterprises into commercial companies; in 1991 Law No. 58 on
the privatization of commercial companies was promulgated, followed by
a whole series of laws (Law No. 77/1994 and Law No. 55/1995, etc.)
which fundamentally changed the property-ownership structure of the
Romanian economy.

Prior to 1990, the economic environment had been based on the fun-
damentals of vertical (enterprise, central unit, ministry), but also hori-
zontal, integration and value chains (e.g., mining industry—primary
processing industry—secondary processing industry—trade enterprise,
or agriculture—agro-food industry—trade). That economy, in which the
workers were common owners of companies’ assets, did not necessarily
focus on the profit of each link, but rather the value added to the whole
value chain and “full employment”. The new legal framework laid the
foundations for a competitive environment in which each link, company
or person had the freedom to handle its own business.
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Despite the enthusiasm for the new climate of freedom and initiative
brought about by these profound changes, in the context of mass privati-
zation, lack of experience, coupled with a lack of financial liquidity and
specific support mechanisms, in many borderline cases lead to heavy lay-
offs, loss of assets or even dismantling of companies. In fact, in most
countries in transition, repercussions on wealth and income distribution
and on social structure caused by large-scale privatization have been
unavoidable (Chilosi 1996, 75-93).

The property destructuring and restructuring that took place in
Romania can be summarized as follows: starting from a total of 197,000
enterprises (more than 90% of them large) in 1989, in 2015 a total of
513,989 companies (out of which 95% were small and medium-sized
enterprises) were registered.

In agriculture, the land law (Law no. 18/1991) laid the foundations for
a dual mechanism of land reform and the reestablishment of land owner-
ship rights. The result of retrocession can be summarized as follows: at the
beginning of the transition, 85% of the agricultural land was owned by the
state or agricultural cooperatives; in 2015, a total of 93.6% of the agricul-
tural lands were private property, divided into 3,629,656 agricultural
holdings, of which 3,601,776 were without legal status (subsistence farms
with an area of less than 5 hectares, divided into two to three plots sepa-
rated by large distances). The remainder, 27,880 holdings, had legal status.
The excessive fragmentation of land, the advanced age and the lack of
financial resources of the new landowners (necessary for the efficient
exploitation of the land) and the lack of support mechanisms for setting up
networks for collecting and selling agricultural products led to a gradual
loss of important segments of the internal market for agro-food products.

In the service sector, under-dimensioned in the centralized economy in
Romania, in addition to the privatization or concession of large electricity
transport and distribution companies, the concession of local interest ser-
vices; the transfer of educational, health and cultural services to private
operators; and the expansion of financial and banking services and tele-
communications led to an increase in the number of service companies
from 190,000 in 1989 to 463,460 in 2015 (of which over 200,000 had
no employees). Most businesses in the service sector—171,959 (of
which 99.9% were small to medium-sized enterprises [SMEs])—were in
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commerce, followed by construction with 48,341 companies (99.8%
SMEs), transport and storage with 41,746 companies (99.7% SME:s),
hotels and restaurants with 25,497 companies (99.9% SMEs) and IT
with 20,619 companies (99.6% SMEs).

In 2015, a total of 297,148 private entrepreneurs were active in the
economy, including 15,869 family businesses and 274,065 independents.

The magnitude and complexity of the transformations have always
been reflected in the evolution of institutional architectures: the Romanian
Agency for Investment and International Technical Assistance (1990),
then the Romanian Agency for Foreign Investments and, since 2014, the
Department for Foreign Investments and Public-Private Partnership,
within the government’s internal structure; the National Agency for
Privatization and Small and Medium Enterprises Development (1991),
the Department for Reform and Economic Integration (1991), the
Coordination, Strategy and Economic Reform Council and the European
Integration Department (1992), the Ministry of Integration, Local Public
Administration (1991), later Ministry of Administration and Interior and
Ministry of Internal Affairs; the State Property Fund, transformed in 2001
into the Authority for Privatization and State Ownership Management
and merged in 2004 with the Authority for the Capitalising of Banking
Assets (established in 1998) and transformed into the Authority for the
Valuation of the State Assets in 2012; five Regional Private Property
Funds, transformed into five Financial Investment Companies (1996); the
Romanian Development Agency, merged in 2000 with the National
Agency for Small and Medium Enterprises and the National Agency for
Regional Development; Restructuring Agency (1994), Department for
Relations with Trade Unions and Employers (1994), Stock Exchange
(1995), National Securities Commission, Court of Accounts, Competition
Council, National Authority for Consumer Protection, among others.

The institutional construction—referring both to the rule of law and
to the specific aspects of the functioning of the market economy—has
seen two distinct periods, not only from the point of view of the architec-
ture of the institutions, but also from the perspective of the mechanisms
of action, the content and the way of functioning.

After the events of February 1, 1995, when the Agreement for
Romania’s Association to the EU was promulgated, and June 22, 1995,
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when Romania officially submitted its application for the EU member-
ship, with the support of all its political forces, the pace and content of
the reforms changed significantly. In December 1999, Romania was
invited by the EC to the accession negotiations; and, from 2000 to 2005,
all the negotiation files were closed.

This process, besides the efforts for the proper transposition of the
Acquis Communautaire, has involved another kind of transformation
and restructuring that has had an impact especially on the level of admin-
istrative, managerial and anticipatory capacity.

In accordance with the EC timetable, Romania signed the Accession
Treaty in 2005 and, on January 1, 2007, became a full member of the
EU.

Since April 1, 2004, Romania has also been a full member of NATO.

A retrospective look at the processes of transition and economic
reforms in Romania shows that a gradual strategy has been adopted, in
which the economic shocks were less drastic in the first years, later becom-
ing more and more painful. Although initially it seemed that the transi-
tion would take place at most over the medium term, it has had a
long-term impact. The internal processes of the institutions’ profound
restructuring and the market economy mechanisms overlapped with the
efforts required by the political and institutional-legal reforms necessary
for NATO and EU integration.

In the first decade of transition, the GDP experienced dramatic
falls (Table 2.1). Only after 2000, did the GDP reach, in real terms,
the pre-transition level, though obviously in a significantly different
structure.

Starting in 2000, the economy has grown, sometimes even spectacu-
larly, and consumption—supported by loans—has boosted expansion
since 2008. Starting with 2008, the effects of the global economic and
financial crisis have made their presence felt, highlighting the fragility of
macroeconomic balances. Against the backdrop of the global economic
downturn, it has been noticed that Romanians consume more than just
products; and for macroeconomic balance, new sectoral restructurings
and reductions in the number of employees, especially in the public sec-
tor, are needed.
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These changes have also overlapped with the effects of the four free-
doms of the internal market of the EU, for which the Romanian econ-
omy and, in particular, the economic agents, have not been sufhiciently
prepared. The years following the transition have been marked by
increased public and private external debt; growing external trade deficits
(especially in relation to the EU member states); the loss, mainly by the
domestic companies, of important segments of the domestic market; and
the migration of important population contingents (especially young and
highly skilled people), leading to skilled labour shortages in many sectors
of the economy.'

In recent years, following macro-stabilization efforts, the economic
indicators have resumed their upward trend. Starting in 2013, macroeco-
nomic statistics signal an exit from the crisis, and investors’ perceptions
about the risk of businesses in Romania have improved further since
then.

In 2015, Romania’s GDD, expressed in euro, totalled approximately
160.4 bn. euro, compared to 31.3 bn. euro in 1990, 40.6 bn. euro in
2000 and 124.6 bn. euro in 2007, which was the year of Romania’s acces-
sion to the EU (Table 2.6).

In constant prices, compared to 1990, the GDP index for 2015 stood
at 149.9%. In current euro, the nominal value of the GDP was 5.1 times
bigger in 2015 than in 1990.

As to the GDP per capita, in purchasing power standards, Romania’s
convergence process is on the rise: 34% of the EU 28 average in 2004,
and 57% in 2015 (Table 2.2).

In addition to the information provided by the Table 2.2, the conver-
gence can be also demonstrated by the share Romania holds of the total
GVA generated by the EU 28 member countries. While in 2000,
Romania’s share of the overall EU GVA was only 0.44%, this share had
grown to 1% in 2007, and to 1.09% in 2008; the onset of the economic
crisis pushed this ratio down to approximately 1% in 2010; it then rose
again slightly, reaching 1.08% in 2015. Eurostat detailed statistics indi-
cate that Romania’s share of the total EU GVA was higher in agriculture
(2.4% in 2000, 4.3% in 2006, 4.8% in 2008, 3.9% in 2010 and 3.6%
in 2015), while Romania’s share of the EU 28 GVA in industry was 0.6%
in 2000, 1.4% in 2007, 1.7% in 2010 and 1.6% in 2015.
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Table 2.2 The GDP per capita, in purchasing power standards (EU 28 = 100.0)
2004 2007 2010 2011 2012 2013 2014 2015

EU 28 100 100 100 100 100 100 100 100
Belgium 121 115 120 120 120 120 18 117
Bulgaria 34 40 43 44 46 46 47 46
Czech Rep. 79 84 81 83 82 83 84 85
Denmark 125 122 126 126 124 124 126 125
Germany 116 116 119 122 124 124 126 125
Estonia 55 69 63 68 74 75 76 74
Ireland 143 147 129 130 131 131 134 145
Greece 95 91 87 77 74 74 73 71
Spain 100 103 98 95 92 91 91 92
France 110 107 108 108 107 108 107 106
Croatia 57 61 59 60 60 59 59 58
Italy 108 105 104 103 101 98 96 95
Cyprus 97 100 102 96 91 84 82 81
Latvia 48 60 53 57 60 62 64 64
Lithuania 50 61 60 65 70 73 75 74
Luxembourg 246 254 254 265 258 264 266 271
Hungary 62 61 65 65 65 66 68 68
Malta 81 78 86 84 84 86 86 89
Netherlands 133 136 135 135 132 132 131 129
Austria 128 123 126 128 131 131 129 127
Poland 49 53 62 64 66 67 68 69
Portugal 77 79 81 78 77 77 78 77
Romania 34 42 50 51 54 54 55 57
Slovenia 86 87 83 83 81 80 82 83
Slovakia 57 67 73 73 74 76 77 77
Finland 117 118 115 117 115 113 110 108
Sweden 129 128 126 127 127 124 123 123

United Kingdom 125 118 108 106 107 108 109 110
Source: Eurostat data

2.2 Developments in Sectoral Structures

In the past 25 years, the sectoral structure of the national economy has
undergone significant changes. The data in the National Accounts system
indicate that, for the entire economy, the gross production expressed in
current euro (by converting into euro the annual production expressed in
lei, at the annual average leu/euro exchange rate published by the National
Bank of Romania, NBR) moved from 76.2 bn. ecu in 1990 to 302.79
bn. euro in 2014 (Table 2.3, Appendix A.1).
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The gross value added in agriculture grew from 6.8 bn. euro in 1990 to
7.1 bn. euro in 2014. The highest value of this indicator was reached in
2008 (9.27 bn. euro), and the lowest was recorded in 2000 (4.39 bn. euro).

Services was a sector that contributed to GAV with 7.6 bn. euro in
1990, 68.9 bn. euro in 2008, 58.8 bn. euro in 2010 and 79.7 bn. euro in
2014.

From a relative point of view, agriculture lost part of its share in the
total gross production of the economy, from 14.6% in 1990 to 6.3% in
2010 and to 5.2% in 2014, with intermediate consumption following a
descending trend, from 9% to 6% in 2010 and to 5.0% in 2014, with a
similar decline in its contribution to the total GVA from 23.7% in 1990
to 12.1% in 2000, 6.4% in 2010 and 5.3% in 2014 (Table 2.4).

Industry and construction also reduced their contribution to gross
production (from 65.6% in 1990 to 42.9% in 2014), to intermediate
consumption (from 75% to 49.4%) and to the GVA (49.9% in 1990 and
34.8% in 2014, after a low of 34.4% in 2000).

The growth in the services sector is visible for all the three indicators,
particularly for intermediate consumption (from 15.9% in 1990 to
45.6% in 2014), and the GVA (from 26.3% in 1990, to 55.7% in 2007
and to 59.9% in 2014).

On the other hand, the statistical data above reveal that the services
sector was more exposed to the negative effects of the economic and
financial crisis than was the industrial sector.

The real index of gross production, intermediate consumption and
GVA shows that, from 1990 to 2014, overall growth in the economy was
2.8 times for intermediate consumption, 2.13 times for gross production
and 1.53 times for the GVA (Appendix A.2).

In real terms, the highest increase of the GVA compared to 1990 took
place in 2014: production and supply of electricity, heating, gas and hot
water (3.71 times); followed by commerce (3.14 times); construction (2.58
times); and transport, warehousing and communications (1.48 times),
while in the manufacturing industry, the GVA increased only 1.25 times.

During the same interval, the GVA underwent a downward trend in the
extraction/mining industries (to 16.0% less than the GVA in 1990), the hotel
and restaurant sector (down to 70.2% of the 1990 level), as well as in agricul-
ture, forestry and fishing (down to 92.5% of the 1990 level). (Appendix A.2).



1s24eYdNg pue ‘S|N YOOGIe3A D/ISIIE)S S,eIUBWOY WO BIEP UO Paseq uolle|idwod Umo ,SIo0yiny :934nog

pappe
68'65 9£'89 €£89 8T €89 8¢S L'€ES 1'SS ¥'SS LSS 095 9€S vy €9C 9N|eA ss01H
uoindwnsuod
L9'sy v6'ly 6l'Lly 6l'ly Cly Cly 60 8t S'LE ¥9E LVE VlLE LTt 6'Gl S1elpawiaiu]
uoipnpoud
88'LS €l'6 0L8y SE€E9Y L8y €9V vy 09 8Sk S'Sv vy Lly 9LE 86l $S0JDH SOIAISS
psppe
LLVE 0G°GE LE9E €8'6E €9€ 86E GOV LLE TLE 8LE S'SE VPVE S8 6'6F 9N|eA ss01H
uondwnsuod
Qg6 69¢S LIPS L6CS L'PS 0€S 0€S ¢SS 1L'SS 995 995 885 P9 0'GL  9lelpswisiu]
uolpnpoud SUOI12NJISUOD
ve'er LL'SY LEIY LTIy €9 LY €Ly LIy 89 L'y 89 Sy 9CS 999 SS0UH pue Aiysnpu|
pappe
ves €EL'9  9g's GEL s VL v9 <L VvL S9 96 L¢l Te6l L€ 9N|eA ss01D
uondwnsuod
v0's  LES 0LV  vLS 68 SLL 19 L9 v¥vL 0L L8 86 L€l 16 Slelpawiaiu| Buiysty
uolpnpoud ‘1159104
L1'S 0L'S 66V vv9 0s  ¥9 €9 69 v¥L 89 16 60l 8§l 9Vl $soJH ‘a1nynduby
l0C €10C¢ <¢loc LLoC 2loZ LLoZ O0L0oZ 600C 800C LOOC SO0C 000C S66lL 066l Joyedlpuj Yyoueug

(0°001 = Awou0d3 |B10} 1edA Ydes 4oy sad1id
'04) 10123 dIWOU0Id Ag ‘pappe anjeA ssolb pue uonidwnsuod aieipawJalul ‘uodnpoud ssoub Yl 4o 3INPNIIS YL T d|qeL



38 2 Macroeconomic Changes in Romania During the Transition...

Intermediate consumption grew at a much faster pace than gross pro-
duction in the overall economy (up 279.87% in 2014 from the 1990
level of intermediate consumption, and 213.48% for gross production).
In agriculture, gross production in 2014 rose to 111.81% of the 1990
level and the level of intermediate consumption grew to 157.4%; in the
extraction/mining industries, intermediate consumption was approxi-
mately equal, and gross production fell to 46.4% of the reference year; in
the processing industry, intermediate consumption was 188.9% and
gross production was 164.0%.

Energy is the only sector where intermediate consumption grew less
that gross production (intermediate consumption in 2014 was 75.8% of
the 1990 level, and the gross production was 91.1%).

Viewed from the perspective of the real indices of gross production,
intermediate consumption and GVA, for the period 1990-2014 (where
1990 = 100.0), Romania’s economy had a very modest (not to say alarm-
ingly poor) evolution.

In 25 years, the total value of the GVA increased by only 53.4%, which
represents annual average growth of less than 2%; at such a growth rate,
it is hard to imagine that in the following 50-100 years Romania could
take such spectacular leaps forward to compensate for the lag in eco-
nomic development compared to other EU member states.

In spite of big debates during the past 2025 years regarding the poten-
tial for the development of agriculture, tourism and other services, the
results have disappointing: in 2014, gross agricultural production repre-
sented 111.8% of the production level of 1990, and the GVA of agricul-
ture barely achieved 92.5% of the same reference year. During the same
period, gross production in the hotels, restaurants and the catering sector
dropped to 85.7% of the 1990 level, and the GVA declined to 70.2%.

2.3 Inflation and the Exchange Rate
of the National Currency

Inflation has been one of the persistent characteristics of the economic
transition in Romania: if we take consumer prices in 1990 as a reference
of 1.0, inflation increased by a factor of 2.892 between 1990 and 2007,
and 3.977 between 1990 and 2015.
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After Romania’s accession to the EU, the average annual growth of
consumer prices increased more slowly: from 7.85% in 2008 against
2007, and to 3.14% in 2011 against 2010; prices increased by 4.95% in
2012, by 1.55% in 2013 and by 0.83% in 2014. In 2015, consumer
prices dropped by 0.93% (December 2015 against December 2014).

An analysis of the indices of the main prices in the economy reveals a
lack of strategic thinking at times, be it at micro-, mezzo- or macroeco-
nomic level (Table 2.5).

The most spectacular growth in an economy that, at least at a declara-
tive level through all information channels, was seeking to achieve com-
petitiveness and a resettlement of its values in consonance with the market
requirements, and with the principles of supply and demand—and was
doing this in many ways, including with the assistance of the International
Monetary Fund (IMF), WB and other internationally known consul-
tants—was in the sector of catchment, treatment and distribution of water,
where prices in 2015 were 37,564.3 times higher than in 1990!. Following
closely behind were the prices in the extraction/mining industries, which
grew more than 11,530 times (accompanied by a correspondingly high
growth of the subsidies received every year), and the prices for the pro-
duction, transport and distribution of energy, gas and hot water: 7555.5
times, which, in one word, spells plunder.

The much faster rise in input prices (energy, water, raw materials and
so on) compared to output prices has generated tensions and bottlenecks
that have affected both companies and the general population.

The GDP deflator shows that prices have risen by a factor of 5830; the
price of 1 gram of gold increased to 3792 times its previous level, and the
national currency (leu) depreciated relative to euro 1620 times.

In an attempt to understand these flabbergasting developments, we
used the following method?: we converted the GDP into the equivalent
tonnes of gold, and we found that Romania produced, based on the GDP
and the price of gold, 2177.4 tonnes of gold in 1990, 1224 tonnes in
1991, 3378 tonnes in 1995, 2680.9 tonnes in 1998, 7686.5 tonnes in
2007, 3207 tonnes in 2012 and 4771.7 tonnes in 2015 (down from
4901 tonnes in 2014).

This raises the question whether it wouldn’t have been more profitable
for the country to deal only in gold mining from its national natural
reserves and trade the gold production on the international stock
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42 2 Macroeconomic Changes in Romania During the Transition...

exchanges. Even if, by a reductio ad absurdum, Romania would have
gained more in terms of wealth, a national economy and a national
industry means a lot more than just gambling with demand and supply
in certain markets.

Another constant of the economic evolution was the 7ise of the amounts
transacted on the interbank currency market. More specifically, in 1996, the
national gross production was 65.6 bn. euro, the GDP totalled 29.5 bn.
euro, and the volume of foreign exchange transactions was 3.41 bn. euro
(8.65 euro GDP per 1 euro of Forex transactions); in 2004, the gross
production was 119.4 bn. euro, the GDP had a value of 61 bn. euro, and
the annual volume of Forex transactions exceeded, for the first time, the
value of the GDD, reaching the level of 64.2 bn. euro.

Going further, we see that, in 2007, the annual volume of foreign
exchange transactions of 356.6 bn. euro was higher than both the gross
production of overall economy (232 bn. euro), and then the GDP
(124.65 bn. euro). In spite of the economic crisis, in 2008, the total value
of the foreign exchange transactions was higher than the amount of 465
bn. euro, while the GDP was less than three times less, i.e. 139.8 bn.
euro, and the gross production hardly reached 267.7 bn. euro (Table 2.6).
Finally, in 2015, the value of the Forex transactions was more than 2.4
times higher than the GDP.

The exponential growth of foreign exchange transactions is a reflection
of potential economic and financial stability, and of the imbalances at the
macroeconomic level caused by pressure on the exchange rate and by
other factors, visible or invisible. The relevance of these evolutions is
more important as we know that over 95% of the bank capital is not
domestic, and that the share of the Romanian goods exchange is irrele-
vant, not to mention the fact that many other transactions may exist
which are not entered in the official records of the banking system.

One other thing we might add is that an important part of the inter-
mediate consumption and of the gross production derives from imports,
which have grown from 4.7 bn. euro in 1991, to 32.6 bn. euro in 2005,
57.2 bn. euro in 2008 and to 63.0 bn. euro in 2015.

Imports accounted for approximately 12.3% of the foreign exchange
transactions in 2008 and 16.4% in 2015; if added to the worth of exports,
they total an aggregate 30.6% of the overall foreign exchange transactions.
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In general, Forex transactions generate short-term analyses and reac-
tions, most often with regard to the daily rate of exchange and short-term
anticipations. Long-term analyses and anticipations are less often used,
mostly by academic researchers.

Consultancy and economic and financial prognosis services work
mostly with monthly, quarterly or semester aggregations of such data,
losing sight of the curve of real indices of some of the macroeconomic
indicators that are crucial for economic policy-making, and of genuine
strategies for growth and sustainable development.

This may explain why the gross production of the overall economy has
grown by only 1.73 times, while in commerce the gross production has
increased 3.44 times, and why the highest growth of value added is also
in commerce (2.81 times) and in energy (3.42 times), although the pro-
duction and the consumption of energy are constantly declining.

2.4 International Trade in Goods

During the entire transition period, Romania has been confronted with
growingly severe trade balance deficits. Practically, from 1997 until 2014,
the cumulative trade deficit (export FOB—import CIF) totalled over
154.3 bn. euro, which is equal to the GDP for the year 2014.

While in 2004 the trade deficit was approximately 7.3 bn. euro, in
2006 it had doubled to 14.9 bn. euro and soared to over three times this
level in 2007 and 2008 (21.7 bn. euro in 2007, and 23.5 bn. euro in
2008). Romania’s accession to the EU may also have been an element
that favoured this growth of the trade deficit as an effect of the Romanian
economy’s opening to the EU internal market. The economic crisis that
started in 2008 somewhat slowed the increase of the trade deficit, which
was approximately 10 bn. euro until 2012 and then dropped to 5.7 and
6.0 bn. euro in 2013 and 2014, respectively, only to then rise again to 8.4
bn. euro in 2015.

In fact, the trade balance deficit of 23.5 bn. euro in 2008 was higher
than the total annual amount of 21.523 bn. euro of net salaries paid to
the 5.046 mil. employees on record in that year.’
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The deficit decreased as an effect of the faster growth of exports (from
33.7 bn. euro in 2008, to 45.3 bn. euro in 2011 and to 52.5 bn. euro in
2014); after the value of imports went down to 39 bn. euro in 2009,
imports started growing again in 2010, and they reached 55 bn. euro per
year in the period 2011-2013 and 58.5 bn. euro in 2014. In 2015,
exports totalled 54.6 bn. euro, and imports jumped to 63.0 bn. euro.

The share of the trade balance deficit in the GDP followed an ascend-
ing curve, from 5% in 1991 to 10.3% in 2001 and 17.5% in 2007; then
it dropped to 3.9% in 2013 and 2014 and went up again to 5.3% in
2015 (Table 2.7).

While Romania was in the pre-accession seven-year phase the overall
worth of the country’s imports was 171.3 bn. euro and exports totalled
121.3 bn. euro;* in the following seven post-accession years (2007-2013),
the overall imports totalled 359.4 bn. euro, compared to only 269.6 bn.
euro worth of exports, which resulted in a deficit of 89.7 bn. euro
(Table 2.8).

The balance of imports, exports, and the balance of foreign trade trans-
actions by groups of industrial products, and by EU member countries,
spanning the time intervals 2000-2006 and 2007-2014 are illustrated in
Appendix A.3.

The data therein indicate that, overall, for the transactions with the EU
members, the sections of industrial products (according to Standard

Table 2.7 Romania’s foreign trade balance in 1991-2015 (bn. euro, %)
1991 1995 2000 2005 2008 2010 2011 2014 2015

Exports 3.5 6.1 11.3 22.3  33.7 37.4 453 525 54.6
Imports 4.7 7.9 14.2 326 57.2 46,9 55.0 585 63.0
Surplus/ -1.2 -18 -30 -103 -235 -95 -97 -6.0 -8.0
deficit

GDP 25.1 29.1 40.6 79.7 139.8 1244 1315 150.6 160.4

% exports 13.9 21.0 278 279 241 30,0 344 349 340
in GDP

% imports 189 27.3 35.1 409 409 377 418 388 393
in GDP

% surplus/ -5.0 -63 -73 -129 -168 -76 -73 -39 -53
deficit

in GDP

Source: Authors’ own compilation based on Tempo online, NIS data
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International Trade Classification SITC REV3) have recorded a deficit
balance of 17.7 bn. euro in 2000-2006, accounting for 82.5% of the
total trade deficit with the EU countries, and an even higher deficit—57.7
bn. euro—in 2007-2014, representing some 76.2% of the entire trade
balance deficit with these countries.’

Romania had a positive trade balance for industrial products with six of
the EU member countries: Belgium, Cyprus, Croatia, Estonia, Malta and
the United Kingdom (with the last of them, the positive trade balance
stood at 1.4 bn. euro in 2000—2006, and at 2.6 bn. euro in 2007-2014).

The biggest trade balance deficit was recorded in the exchange of
industrial products with Hungary, more specifically 122.3 mil. euro in
2000-2006 and 14.98 bn. euro in 2007-2014, followed, in decreasing
order, by Germany, with a deficit of 6.4 bn. euro in 2000-2006 and 12.5
bn. euro in 2007-2014, and Poland, with a deficit of 1.5 bn. euro in
2000-2006 and 8.7 bn. euro in 2007-2014.

The industrial product groups for which Romania has the largest defi-
cits in the period 2007-2014 with the other EU member states are chem-
icals products (21.94 bn. euro), electrical machinery, appliances and
equipment (21.32 bn. euro) and metal and related products (10.35
bn. euro); it has the biggest surpluses for shoes and other similar products
(6.66 bn. euro), followed by other goods and products (+5.90 bn. euro)
and textiles and related products (3.88 bn. euro).

The analysis of Romania’s trade balances with each of the 28 member
states (Appendix A.3) reveals that deficits generally tend to be in the area
of high-technology and processing groups, and surpluses are mainly gen-
erated by products requiring less processing or those that are labour
intensive. The only positive exception for Romania in the surplus area is
the transport group.

2.5 External Debt and Public Indebtedness

A high level of indebtedness is not a problem in itself as long as loans are
intended to finance investment projects in industrial sectors that support
economic growth and provide increased financial resources that allow
compliance with the debt-reimbursement schedule, either by the private
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sector or by the state. However, if the borrowings are misdirected or dis-
cretionary, especially in the case of sovereign loans, and do not support an
increase in the efficiency of industrial activities and the services sector in
terms of the economy competitiveness as well as GDP growth, sooner or
later debt sustainability is affected, and companies encounter difficulties
in meeting repayment commitments. The struggle to repay debt, through
adverse spillbacks, has a negative impact on growth and its potential in
the medium and long term.

The global financial crisis of 2008-2009 dramatically highlighted, in
addition to its effects on the real economy and its rapid spread through
all markets—transmitted in particular via banking and commercial chan-
nels—that debt sustainability is determined, decisively, by the particular
situation of each country as well as the specific factors of influence.® The
effects of the financial crisis, which still persist, have repercussions on
sovereign risk due to the rise in public debt, not only in developing coun-
tries but also in advanced ones, which has affected their financial sound-
ness and threatens the macroeconomic and financial balances at the
regional, continental and global level.

The major lesson from international developments and experiences,
including the impact of the global financial crisis, in terms of maintain-
ing external financial stability, is that each state must ensure its own
framework of sovereign debt sustainability, increase its capacity for
absorbing potential external shocks, properly assess vulnerabilities and
take steps to effect timely correction and carefully monitoring the sys-
temic risk.

In the case of Romania, it should be noted that at the beginning of
the transition to the market economy the country was in external
financial balance. Under the circumstances of the foreign debt liquida-
tion in March 1989 by the communist regime, about 2.5 bn. dol-
lars remained to be recovered from external debtors, especially third
world countries.

This exceptional financial situation of Romania, unburdened by
debts—a unique case among the countries of Southern and Eastern
Europe—could have been a valuable asset in accelerating the nation’s
transition, which began in 1990 with a series of reforms, from a super-
centralized command economy to the market economy.
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One of the biggest challenges during Romania’s transition to a market
economy and its integration into the EU was the accelerated growth of
internal and external indebtedness (the most dynamic of all macroeco-
nomic indicators), accentuated by the effects of the global financial crisis,
which were not anticipated and counterbalanced and instead became
excessive in relation to the requirements of sustainable development,
macroeconomic efficiency, debt repayment capacity and cost-bearing
support.

Based on WB data,’ it was estimated that, in 1990—-2000, Romania’s
external debt stock increased moderately, by about one billion dollars on
average annually; in the pre-accession period (2001-2000) it increased to
about 6 bn. dollars annually; and in the post-accession period (2007—
2014) to almost 10 bn. dollars annually. Thus, the share of external debt
in GNI (Gross National Income) increased from 3% in 1990 to 30% in
2000, to 45% in 2006 and to over 67% in 2014. Romania’s external debt
burden, represented by its annual debt service relative to exports of goods
and services, increased from 0.3% in 1990 to 20% in 2000 to 27% in
2006 and to 38.3% in 2014.

Unlike the pre-accession period, in which the increase in external debt
occurred, in particular, due to the autonomous financial flows required to
cover the increasing trade and current account deficits, which exceeded
10% of GDP (largely funded by massive inflows of foreign investments,
including “hot money”), the explosive rise in the external debt after 2007
(Table 2.9), occurred during the global financial crisis circumstances, as a
result of compensatory financial flows, mainly the IMF-EU loan of 20
bn. euro in April 2009, which was granted as financial assistance in order
to avoid a major imbalance in Romania’s external balance of payments.

The increase in external debt during the transition period, motivated
by the need to recapitalize the economy, was intended to cover the costs
of industrial restructuring and upgrading, including attracting foreign
investments, and should have resulted in sustainable economic growth,
including increasing Romania’s capacity for external payments, in par-
ticular because of the increase in foreign exchange earnings from exports
of goods and services, in such a way that reimbursement of the due
external debt outstanding so be smooth and without affecting the devel-
opment prospects.
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The decoupling, which became ever more pronounced, of Romania’s
external indebtedness from economic growth led to a deterioration in the
effectiveness of foreign borrowings and, implicitly, Romania’s resilience
to external shocks, increasing the vulnerabilities and risks associated with
debt sustainability (Zaman and Georgescu 2012, 228-265).

In real terms, in the post-accession period, the ratio GDP/long-term
external debt decreased from 3.2 in 2007 to 2.2 in 2015, a trend reflect-
ing the weak macroeconomic performance of Romania. In terms of the
long-term external debt burden, the share of debt service relative to the
GDP reached more than 14% in 2015 compared to 7% in 2007 (Zaman
and Georgescu 2016, 99-114).

The vulnerabilities of the external financial situation are also evident
from the analysis of the net international investment position (NIIP), an
indicator included in the EC’s scoreboard under the Macroeconomic
Imbalance Procedure [MIP]). In the case of Romania, the NIIP deterio-
rated sharply, its deteriorating from —29.4% to GDP in 2005 to —70.4%
in 2012, mainly due to the increase in external debt in the debt instru-
ment segment FDI, portfolio investment, other investment), followed by
an slight improvement trend, reaching —57.2% in 2014 and —50.2% in
2015, a level that remained well above —35%, the alert threshold of MIP
scoreboard (European Commission 2015).%

Romania’s net debtor’s position vis-a-vis the rest of the world entails a
number of risk factors, both on the external assets side, supported by
about two-thirds of the international reserves pillar (with low immediate
liquidity and coming partly from minimum reserve requirements due by
commercial banks, most of them with foreign capital), and on the exter-
nal liabilities side, given the volatility of capital flows, including FDI, as
well as the maintenance of a high degree of dependence on external
financing (Georgescu 2016, 361-381).

Not only is Romania’s external financial situation under pressure, mainly
as a result of the imbalances generated by the accumulation of trade and
current account deficits, but so is its internal financial framework, with
fiscal deficits (representing more than 5% GDP annually in 2008-2011
and reaching a peak of 9.1% in 2009), exacerbated by expansionary bud-
get policies funded by sovereign and private loans, which were also used
for repayments and debt refinancing. Additionally, the effects of the
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global financial crisis and the financial assistance package granted to
Romania by the IMF and the EU in 2009 lead to an explosive increase in
public indebtedness.

In nominal terms, in lei, between 2000 and 2016, Romania’s public
debt stock (government and local authorities) increased more than 12
times, and in euro, more than 8 times, reaching 339.2 bn. lei (74.7
bn. euro) on December 31, 2016.” Expressed in euro per capita, the pub-
lic debt increased from 370 euro in 2000 to 3790 euro in 2016. The
debt-to-GDP ratio rose from 6.6% in 1995 to 19.8% in 2007, and to
36.4% in 2010 and 44.5% in 2016." The almost sevenfold increase of
the public debt share in GDP over the past two decades is by far the most
significant of all EU 28 countries, an unenviable record for Romania.

Romania’s high internal and external public indebtedness, as well as
the deterioration of debt sustainability parameters, hinder the recovery
and sustainable growth of the economy, diminish the country’s invest-
ment capacity, maintain the vicious circle of outstanding payments—
debt rollover—borrowing costs—sovereign risk—unsustainable growth,
combined with neglecting the hidden debt surfaces and violating the
principle of intergenerational equity, has lead to an increase in the unpre-
dictability of the business environment associated with overhang effects,
as well as to the worsening of the frictions between the various compo-
nents of the debt (short-term versus long-term, internal versus external,
public versus private)."!

Rehabilitating Romania’s financial position and, above all, ensuring
debt sustainability, requires firm action by governmental and monetary
authorities in order to promote coherent macro-economic policies aimed
at recoupling the internal and external indebtedness of the economic
cycles, mainly in industrial sectors; respecting the fundamental correla-
tion between economic growth and indebtedness level, conditioned by
getting below the prudential threshold of 40% debt-to-GDP ratio in the
long run; as well as keeping all risk factors under control, whether gener-
ated by domestic vulnerabilities or by more or less predictable events of
the international economic, financial and geopolitical environment.
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Notes

10.

11.

. See Chivu and Ciutacu (2016).

The method is not new, and in the context of the analysis of the rela-
tionship between GDP and gold prices, at global and country levels, to
help demonstrate the idea, sometimes the GDP is converted to tonnes
of gold, as, for example in the case of United States (http://pricedin-
gold.com/us-gdp/) or in international comparisons (https://www.
quora.com/Comparing-the-GDP-according-to-tonnes-of-gold-
according-to-the-gold-rate-in-those-years-how-much-have-each-
country-progressed).

Calculations based on NIS data regarding the average number of employ-
ees, and the average net monthly salary earnings, multiplied by
12 months (1309 lei x 12 months x 5.046 mil. persons).

See Ciutacu and Chivu (2015, 216-221).

In this evaluation, the expansion of inward/outward processing trade
operations, which accounted for over one-third of Romania’s interna-
tional trade in 2004 and 2005, should also be considered (for more on
this see Georgescu 2006, 24-31).

See Stiglitz and Heymann (2014), Darvas and Hutt (2014), Cecchetti,
Mohanty and Zampolli (2011), Belhocine and Dell’Erba (2013).

The WB database provides long-time data series on external debt stocks
for more than 200 countries. The gross external debt (including long-
term external debt and short-term external debt) is expressed in USD.
http://datatopics.worldbank.org/debt/ids/country/ROU

. European Commission, Macroeconomic imbalances. Country Report

Romania 2015, in: “European Economy Occasional Papers”, No. 223,
EC-DGECFIN, Brussels, June, 2015, pp. 12-26.

Public debt registered according to Romanian methodology (OUG
64/2007), including state guarantees.

Structure of the public debt 31 of March 2017, Ministry of Public
Finance, Romanian Government. http://discutii.mfinante.ro/static/10/
Mifp/buletin/executii/Structuradatorieipublice2000-2017martieRo.
pdf

See Georgescu (2013, 353-361).
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