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|. Conceptualssueson economic

and socialdevelopment
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Conventionalwisdomdefinesthe development of a state
by the ability ofits economy to generate a high level of

Income per capita

A From the perspective of a developing country, achieving a high leve
Incomeper headof population requiresa sustainable process of
economicconvergencenamelya highereconomic growth than that
of those already In the developedtage

A Supporting such a lonterm alert advancein the context of current
globalization implies a corresponding increase in potentizDPin
order to catchrup with developedeconomies without affectingthe
macrostability;

I this requirescontinuous accumulation ofinancialand human capital, the
iImprovement of multi-factor productivity and, implicitly,the enhancement
of competitiveness based on ensuring fair competition, stimulating
Innovation, functioning of solid institutions, infrastructure development,
Increasing the qualification of the labor force, improving the health and
educationsystens, etc.

A Social sustainability is presumed to be implicit, assuming the triekle
down process which would result in the widespread distribution of
welfare, without the intervention of the authorities
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Unconventional approaches dispute the accuracy of the
Incomeper capitamethod in captunng all dimensions of
development

A The development of a state is expressed by the ascendant
movement of the welfare of the whole social system, namely
the improvement of the living conditions and the socio
economic structure of the country, corroborated with
Institutional and technological progress, reflected in positive
evolutions of the incomes and wealth of the population

A Although it is considered a necessary condition for the
development of a state, GDP growth does not really show how

well people live and how good the quality of the environmergt
(Eurostatc GDPandbeyond.
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Unconventional approaches dispute the accuracy of the
Income per capita method in capturing all dimensions of
development(2)

A There is a discrepancy between the usual economic indicators,
such as GDP per capita, on the one hand, and welfare and soc
progress, on the other, and this seems itacrease(Stiglitzet al.,
2009)

I focusing on GDP growth hahifted awaythe attention from
debt problemsbefore the 2008 financiatrisis

A Housing, jobs, health, education, the environment, life
satisfaction, safety and the balance between work and persona
life are considered, in unconventional approaches, as important
milestones in measuring the state of development otauntry
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Thenecessityof quantifying as precise as possible the
economic and social development

A It is useful tovaluethe grossdomestic product per capita at
purchasing poweparity for developmentassessmenpurposes
but this macroeconomic indicatoneeds to be examined through

1) thebalance of incomdlows in relation to foreigners this
would resultin amore accuratelyassesment of the new
value created by a state on the basis of gross national incon

2) the featuresof the incomerepartition processbetweenthe
following phases

a) Primary distribution between labor and@apital
b) Redistribuion through the general public budget

A This type of analysis is needed to assess how gross domestic
product created at the level of society leads to increased
purchasing power of citizens and to improving public services,
especiallyhealth and education, as well as infrastructure
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ll. Evolution of development

parameters in Romania
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Rapid economic growth of Romania in the last 16 years

EUR bn.
180

AGDP has risen 4.15 times,
from € 41 bi l
170 billion in 2016

AHowever, the annual real
GDP growthwas highly
volatile, as very strong
growth rates before 200&at
around 8x%), werefollowed
by adeepeconomic
downturn in 2009 (7%)
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...more dynamic than in the main European

economies
Eur bn. GERMAN Eur bn. FRANCE %EU average
mmm GDP - |h. sc. %EU average mmm GDP - |h. sc. J
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The economic gap with the countries of the European Un
has diminished...

65%

55%

45%

35%

25%

Share in EU averagePFR

=P|B pe locuitor 59.1%
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KOverthe last 16 years,

convergence in terms of GDP
per capita (PP)ascumulated
33 pp (from 26% of the EU
average in 2000 to 59% of the
EU average in 2016

ARomania's estimated

economic catchingup pace (2
pp/year in terms of share in
the EUaverage)would allow

us to achieve a level of 70% in
approximatively5 years
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... but the ratio between gross national income and GDP |

deteriorated

GNI/GDP
100% 1—99.3% 99.4%

Arheratio of the gross national
Income, which represents the
value addedgenerated by
Romaniandoth in the country
and abroad, and GDP, which

96.0% expresses the gross added value
obtained in the country byboth
Romaniansand foreigners,

decreased byl..9pp, from 99.4%
In the year 2000 to 97.5% in 201¢
| the negative difference in absolute

0% terms between GNI and GDP
Sssgg8gggs increased by EUR 4.8 billion

SourceAmecql dzii K2 NX& OF f Odzf F G A2y a
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Moreover, economic convergence has not been
homogenous across t he

GDP per head of population across
%EU average (PPP ROManian regions

© 2006

02016

0 42

+12pp

< 30

_—
+11pp

O — 0 140
60 2

—— 100

AWe didn’t man
the same pace of convergenc
across all th
regions

1

+50 pp

AWhile the Capitalregion
Increased its GDP per capita
by 50 pp, the North-East and
South-West regions grew onl\

by 11pp
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lll. The effects of joining the

European Union and the gquality ¢
economic policies
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Once legislative and institutional harmonization with EU
standards progressed, foreign capital flows entered, boostin
economic potential

wDp | o T Rl EURids - Rpotential growth increased from 2.6% ir

10 . . .
) L 2002 to 4.9% i n 2C(
mplementaton | | EUmembership - gccession to both NATO and European
72 Union became clear to foreign investor

I Statistical data shows strong correlation
of Romania’s poten:
foreign direct investments
ss AHowever, in the years 2015 and 20186,

- the potential growth significantly

outstripped the FDI inflows in the

context of offsetting a lower FDI flow
through substantial EU fund absorption.
which amounted to more than 4% of

*ource'Ameco NBRMPF annual GDP
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However, FDIs did not land evenly across the regions

AFDIs distribution acrosBR o ma n

FDIS %FDIs . .
(bn. EUR) regions has been highly

Total(2019 701 190 concentrated, as théBucharest
Capital 42.0 509  regionreceived60 percent of the
Centre 6.4 o1 total amount;
West 5.6 so ATheleast developed regions,
South i .o hamely quthE_algt andsouth

West,received jointlyless than a
North-West 4.1 5.9

tenth of that amount

SouthEast 35 4.9 -

Souh-West 2.1 3.0 .
AWestern and central regions have

North-East 16 =3 registered significantly higher

SourceNational Bank of Romania amounts Of FDIs than eastern

ones
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Therobust progress recorded on the volume of economic activitgs
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beencharacterized by a relatively modest degree of inclusion

Persons (mil.)

at t  N3A Real convergence was only marginally
reflected in the increase in the number of
employees and partly in their purchasing
power gains

I Thenumber of employees increased

between 2000 and 2016 with only 2.2%
(+100 thousand persons), from 4.6
million to 4.7 millionpeople

I The purchasing power of employees

increased by 20 percentage points (from

22% in 2000 to 42% in 2016), compared

to over 30 pp in terms of volume of

activity, as:

o laborcompensationincreased from 9%
of the EU average in 2000 to 22% of th
EU average in 2016 (+13 ppnd

o the price level evolved from 40% of the
EU average in 2000 to 52% of the EU
average in 2016 (+12 pp)
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At the distribution stage, work Is less well paid than
capital in Romania, compared to both the main

developed economies and

Evolution of labor compensation -

the former socialist states

international benchmarks

Share of labor compensatiol
in

Romania
20002016

Germaly
2000 2016

Frarce
200C 2016

USA
200C 2016

Bulgaria
2000 2016

Poland
200( 2016

Gross domestic product
Net national income

Net value added
Net value added adjusted

39% 34%
50% 43%
56% 48%

8694 57%

53% 51%
64% 60%
72% 70%

78% 76%

51% 52%
58% 62%
68% 73%

77% 83%

S57% 54%
66% 62%
/1% 68%

716% 72%

42%
49%
58%

36%
42%
48%

59% 70%

41% 38%
48% 45%
55% 49%

71% 57%

with mixed income
Source: Amecql dzii K2 NQ& OI €)Odz | A2y a

An Romania, the share of labor has diminished significantly both
as a share of GDP andmet national incomeand net value
addedcompared t02000

I This parameter is substantially lower than in the developed
countries (Germany, France, the United Kingdom and the US
and has lower values compared with former socialist states
such as Poland and Bulgaria

OF HANH
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At the same time, labor has beestaggered..

A Whichis reflected by:
1) instability - uncertainty about the continuity of work;

2) lack of individual or collective control over working
conditions,remuneration,working hours, etc.;

3) Insufficient protection against workplace abuses
(discriminatory practices, abusive dismissal, etc.) as
well asan insufficient level of socialprotection (access
to pensions,health services,unemployment benefits,
etc.);

4) Insecurity regarding the remuneration of work -
iInsufficient, irregularincome, etc. (Guga, 2016
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.and e mi

Personsthou.)
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gration has 1 n«

Persongmil.)

< s Temporary Emigrants : A Labor force decreased by 24%
:f;‘fEmit (-2.8 mil. persons) between
2000 and2016, from 11.9 mil.
pers. to 9.1 milpers.
> A Estimates on emigration
®  show that more than 3 mil.
Romanians have left the
9.1 country, most of them for
southern EU member states
258838858823 80588

Note: data on temporary emigrants is not available prior 2008

Source National Institute of Statistics
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Emigration towards some EU member states and other unfavorabl
demographic developments have significantly affected potential
growth

o, ™ Labor Capital

= Productivity o Potential growth AThe contribution of labor to potential
growth has been, generallyjegative,
Its average value being around pp;
hence, ptential growth was lower by
1 pp due to emigration

ATherefore the contribution of capital
to potential economic growth is
overwhelming inthe case olRomania;

I The direct contribution of the capitalo
potential growth had increasedver the
period 200062008, with an average
contribution of 73% of potentialgrowth
in 2007 and 2008; after the crisis, the
direct capital contribution decreased,

"g 2388588 reaching 22% in 2016.

©
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2017e
2018e

Source: European Commission
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Theengine of real convergence and economic
development of the country isepresented by capital

o, ™ Labor Capital

m Productivity @ Potential growth

2000
2003
2004
2005
2006
2008
2009

2001
2002
2007
2010
2011

Source: European Commission
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2012

2013

2014

2015

2016

2017e
2018e

AThe indirect contribution of capital
(through the total productivity factor)
has become the main driver of
potential economic growth (with a
weight of 80%in 2016

Almproving the structure of gross fixed
capital formation through a more
focused orientation of investments in
the "equipment" categorycomparedto
the "construction" group and, at the
sametime, in sectorswith a medium-
high technological level compared to
the previously low-tech level, will
generate also favorable conditions for
increasing the return on capital
invested Dby entrepreneurs and
productivity, which allows for higher
production with relatively the same
number of employees
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The branch structure of Romanian economy reveals a
low level of gross value addeger employee

GVA per employeen main economibranches in 2016
A EUTop(2016)

o Ireland(EUR 124.800
0 Luxemimurg(EURL14.700)
o0 Sweden(EURB4.100)
o0 Denmark(EUR 83%00)

A Romania (EURL8.000)—second
last positionin EUsp relatively
low productivity compared with
the rest of the member states

I Weak technicallyequipped
agriculture

I Industry with a low level of
processing

I Reduced contribution in terms of
GVA per employee in services

1000 -
900 -
800 ~
700 ~
600 -
500 +
400 +
300 +
200 +
100 -

0-100 100-200 m 200-300 m 300-400 m 400-500 sector relative to manu facturing
500-600 600-700 700-800 m 800-900 m 900-1000
Source Eurostat AMECO
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Intermediate consumptiongrew faster than the output,
which resulted in lower gross value added and GDP grow

percent

58 Aln 2016,share of intermediate
consumption inthe value of production
> 1 (55.1%) was 2.4 percentage points

56.7 higher than in2008(52.7%) when the

56.0 55.9 economic crisis started in ourountry.

55 . = AThis negative development indicates a

55'154_5 relatively low level of economic
54 54:354 544 54.2 complexity, a loose fiscal framework, as
53.6 53.6 well as financial indiscipline, which is

53.0 materialisedthrough price transfer
actions and subjective expenses of
firms, as can be seen from the numeroL

51 findings of the state's specialized

agencies

ATheshare of intermediate consumption
In output is around 50% in developed
countries
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Preserving the macroeconomic stability while growing
economically has represented the key challenge

Current account ss==Qutput gap e=ssGDP - rh. sc.
bn. EUR

il . ., A Romanian GDP almost triplec
i Elé,ggﬂt,;on; i membership between 2002 and 2008 (fron

5 al wo 49 bn. Euro to 142 bn. Euro)

- A At the same time, the current

account deficit rose by more
than 4 times, from 3.3% to

- 130

- 100

13.8%
10 20 I Economic overheating
became substantial, as
P eaygzs 85'5 2gsoszz8g output gap reached +7.5%
TOSRSSRSRERERSERS in 2008 from zero in 2002

* - potential GDP in the case of output gap
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The redistribution phase has many dysfunctions

A Thedegreeof budgetaryr e v e rcallecsonis relatively low
dueto financialindisciplineandtax evasion

A The use of collected budget funds is realized with a weak
efficiencybecauseof:

I Thepoor prioritization of publicinvestment

I Reduced efficiency of capital expenses,as a result of
non-compliancewith legalprocedures
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With a small net income reported by firms, the state
achieves a poor degree of efficiency in collection

Value Added Tax

SA o
72
6
2014 2015 2016
emmsRomania essPoland Czech Republic essssHungary

Source: Fisc&ounci] AnnualReport2016
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Macroeconomic imbalances have been amplified by
pro-cyclcalfiscaland revenuepolicies

% ® GDP gap B Fiscal impulse

AFiscal impulse, including salary
Increases in the budgetary
sector, was the main factor of
excess demand

AThis reache®.3 percentage
points in 2008, while the
economy already evolveavell
aboveits potential (+75%)

I Againstthis backdrop, once the
crisis started, painful economic
adjustments were made, with the
fiscal policyremaining,in this

223393328 context, pro-cyclical

2000
2001
2002

Source Amecq author's calculations
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Budget expenditures inefficiency- the accumulation of
fixed capital at the public sector level was generally lowe
than the budget deficits

mmm Net fixed capital formation (public sector)-EUR bn
e\ FCF/Budget deficit

Change in nonfinancial assets (public sector)/Budget deficit

i

2007 2008 2009 2010 2011 2012 2013 2014 2015 2016

Source’ Amecq author'scalculations
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AWhile budget deficits have
cumulatedabout 55 billionEURIn
2007-2016, netfixed capital
formation at the level of the
government sector totaled only
80% (EUR 44 billion) of this amour
In the analyzedoeriod

i Only 50%0f the 87 billionEUR
increase in the value of noffinancial
assets of the publisector(from 78
billion EURN 2006 to164 billionEUR
in 2016 was supported bynet fixed
capital formation, the other half

being the resultof the stock of
assets’ reval uat i
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V. Pronouncedsocialdisparities
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Increased inequities in the distribution of population

Share of income of the richest
20% in total household income
2016

share of total income

40

38

39.9
37.8
36.9
36
35.4

3

3

30

Czech Hungary Poland Romania
Republic

Source Eurostat
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Incomes

Ratio of the richest 10% andAThe high degree of
the poorest 10% by
householdincome- 2016

times

15

12

7.6
6.8

(o]

5.3

w

Czech Hungary  Poland
Republic

13.4

Romania

polarization of the
Romanian income
compared to other
statesin the regioncan
be seenfrom:

o the fact that 20% of
households  own
more than 40% of
total income

o and especially from
the report showing
that the richest 106
householdsearn
13.4 times more
iIncome than the
poorest 10%
households
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Savings distribution irRomania demonstrates the high
degree of social polarization

Distribution of depositors bydeposit

40%

30% -

20% -

10% -

0% -

buckets (Decembe?016)

mmmb dzY NNJ RS L2y Sy G A Pessand
amt 2y RSNE ot 2 NA ON (MY ¢

101-5000

o
S
o
o
N
o
o
S
O

10.001-50.000
50.001-227.055
227.055-1.000.00080 o

SourceFGDBauthor'scalculations
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ABy the end of 2016, theavings structure
highlighted thefollowing disparities

T 62% of depositors,respectivelythose with the smallest

savings (3.9 million persons) hold only 3.45% of the
value of depositswith banks (averagedeposit of 1.263
lei);

I 8% of the depositors(0.5 million persons),representing

the averagesavingcategory,have depositsrangingfrom
50thousandlei to 227thousandlei and hold 34% of the
savingvalue (averagedepositof 100thousandlei);

I 1.63% of the depositors (100 thousand persons), with

very large amounts, hold 40% of the total savings of the
population (average deposit of 570 thousand lei);

T 0.13% of the depositors (about 10 thousand persons),

with the highest amounts, have 14.4% of the savings (¢
average of 2.44 million lei fepositor), i.e.approx. 4
times more than the first group of smatlepositors,
totaling 3.9million individuals.
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GDP growth was reflectednly partially in the
reduction in poverty

EUR bn.

180

170

160

150

140

130

12

o

11

o

100

mmm GDP - |h. sc.

@ ===People at risk of poverty or social exclusion - rh. sc.

2007 2008 2009 2010 2011 2012 2013 2014 2015 2016

170

Source Eurostat
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048 A Romania has a poverty risk

46

44

42

38

36

34

32

30

and social exclusion rate of
38.8% in 2016, the second

highest level in the EWwith
an average of 23.5%)

| “ A While GDP rose by 36% in

2016 compared to 2007 (from

€ 125bn to €
of poverty and social
exclusion fell by only 17 %

33
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V. European Uniorstandards on

development
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The solutions adopted by major international institutions
aimed at completing the conventional methodology with
some additional criteria

A Composite indicator

iUni ted Nations - Huma nbagedone
life expectancy and education level, along with per capita
Income

0 values ranging from O to &;state is considered to be
developed if the level of IDU exceeds 80%

0 uses the geometric mean as a method of aggregation
A Set of complementary indicators without aggregation mechanisr

I Eur opean Conotanysesreagemn economic growth
leadstolongt er m d e v e éconpmmegrowth-must be
bal anced, I nclusive, enviro
sustainable development indicators grouped into Tategories.
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Growth - development correlation in Romania

A While GDPgrew 4.1 times and GDPper capita increased 2.3 times, the

human developmentindex increasedby only 13.4% (from 70.7%in the year
2000to 80.2%in 2015);

A Developmentin Romaniais slower than the economicgrowth due to:

I The relatively poor quality of growth (structural problems in the real
economy,the mainforce for GDPcreation)

I Deficienciean GDPrepartition, hamperedby obstruction of primary and
secondarydistribution channelsas a result of financial indiscipline and
llegalitiesin economy

o in the distribution plan, there is a disproportionate ratio between
wagesand profit, in favor of the latter

0 in the redistribution plan,there are insufficientfinancialtransfersand
socialassistancavithin the budget,dueto poortax collection
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From the perspective of sustainable development indicators used
by the European Commission, Romania s&@tords weaknesses

basicconditions(1)

Development indicator L BRI Elal ey Previousg

—selection- Rorania EU Placein period
average ELP8

Category Ewlution*

Severely materially deprived
people(2)
Population living in a dwelling

24% 8% 27 38%

1. Poverty with a leakin
g 13% 15% 11 | 30%
roof, damp walls, floors or
foundation(2)
2 Good [Life expectancy at birtfno. of 75 81 57 71
healthand years (3)
well-being Obesity ratg4) 9% 16% 1 8% Y

* Up arrow indicatesa favourableevolution Downarrow denotesan unfavorableevolution
Note: 1) unlessspecified the last availabledate is 2015 or 2016 2) comparedto 2007 3)
comparedto 2000, 4) comparedto 2008

SourceEurostat,Sustainablelevelopmenin EY 2017

A Better situationsthan the EUaveragewe registerat:
L lower obesity rate (9% vs. 16%, the averagefor EUMember
States) - first placein the EU
b living conditions (13% of the Romanianpopulation livesin a
damaged home, comparedto an averageof 15%) - 11th
place

I@{ BANCA NATIONALA A ROMANIEI

Aalthough considerable

progress has been
made, Romania is at
the bottom of the
European rankings on
various aspects of
poverty risk and
health care
b 24% ofthe
populationis
severelymaterially
deprived(-14 pp
compared t02007),
three times higher
than EUaverage
( 8 %)27thplace
b life expectancyat
birth of 75years
(from 71yearsin
2000),comparedto
81lyearsin EU-
27th place



From the perspective of sustainable development indicators used
by the European Commission, Romania still records weaknesses

basicconditions(2) AThe education system
In Romania has serious
- Last availabledate(1) . problems
Category Developrlnen_t indicator - _ Prev_lootljs Evolution* L the number of early
~selection- Romenia oo o] Pere leavers from
; education although
Egir;¥r:§(2¥ers from education and 19% 11% 26 230 declining (from 2304,
. 0/
3. Underachievemenin reading(3) 39% 20% 27 41% gO%%??etr?];i?l? n
EducationTertiary educational attainmer(® | 26% 39% 28 | 9% above the EU
Adult participation in learning(3 1,2% 11% 28 0,9% %6\{hep|gcg ge ( ]
A Population having neither a bath, b 399% of the
Sanit;'altion nor a.showler, nomndoor flushing | 31% 2% 28 42% populatio_n has_
toilet in their household2) Shor’gcomlngs in
* Up arrow indicatesa favourableevolution Downarrow denotesan unfavorableevolution reading, almost
Note: 1) unlessspecified the last availabledate is 2015 or 2016 2) comparedto 2007, 3) double th_e other EU
comparedto 2000 states (with an
SourceEurostat,Sustainablelevelopmentn EY 2017 average o f
27th place

A Theproportion of the population without bath, showeror indoor b ﬁ%ﬁé"gﬁ ri%ntléfnl%sgf

toilet in their householdhasdecreasedn recentyears(to 31%in tertiarv education
2015 from 42%in 2007to 11%), but remainsthe highestin the and adult

EU - 28th place articipation in
earning
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Thereare alsoproblemsfor other major pillars of economic
development

AThe level of income
inequality is at one of
the highest rates in the

A Employment in high- and medium-high technology
manufacturing sectors and knowledgeintensive service
sectorsremainswell below Europeanaverage (28%versus

46%, asof 2016 —28th place EU
’ b | h fth
ncome snare o e
Last availabledate(1) bottom 40 % of the
Catedor Development indicator Previous Ewlution* populatlon is of only
gory —selection- Romenia BV Place irl period 17%in Romania
average ELPR8 . '
7 Indust Employment in highand \IIEVILtJh 4pp|0W€£ tgacg
ir;nr;vlzjafig; mediumhigh technology averagg 0)
-nd _[manufacturing sectors and 28% 46% 28 | 24% 28th place
nfrastructureknOWledgeintensiveservice b c?ml Coefbfll cientof
sectorg4) ISposablencome
Gini coefficient of disposabl raised to371n 2015
) 37 31 27 29 ) % :
8. Inequality"'c°Me) (from 29in 2000),
Income share of the bottom | -0 100 5o | 1794 above European
40 % of the populatio(?) average of 31-

* Up arrow indicatesa favourableevolution Downarrow denotesan unfavorableevolution
Note: 1) unlessspecified the last availabledate is 2015 or 2016 2) comparedto 2007 3)
comparedto 2000, 4) comparedto 2008
SourceEurostat,Sustainablelevelopmenin EY 2017

I@{ BANCA NATIONALA A ROMANIEI

Romania occupies
27th place.



The housing sustainability antthe responsibilityfor production and

consumptionare relativelylow

Development indicator

Last availabledate(1)

Previous

SR —selection- R : EU Placein period Sl
omania
average EWR8
Overcrowdingate (2) 50% 17% 28 56%
Population reporting occurrence
9. crime, violence or 13% 14% 20 15%
Sustainablevandalism in their aref?)
citiesand [Difficulty in accessing public
communitiestransport (%high orvery high, 24% 20% 21 NA NA
2012
(th)acyclmg rate of municipal wast 13% 45% 27 0%
10. Generation of waste excluding
Responsiblemaj.or mineral wastegkgper 1037 1716 5 2311
consumptiorcap'ta) .(5) :
q Recycling and landfill rate of was
and excluding majomineral waste 32% 55% 24 33% )
production | ecovery rate)6)

*Up arrow indicates a favourable evolution Down arrow denotes an unfavorable

evolution.

Note: 1) unlessspecified the last availabledate is 20150r 2016 2) comparedto 2007 5)
comparedto 2006 6) comparedto 2011
SourceEurostat,Sustainablelevelopmenin EY 2017
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ACitiesand communities
in Romania have major
deficiencies relatedo:
b overcrowdingrate —
28th place

b occurrenceof
violence- 20th place

b difficulty in accessing
public transport-
21st place

b recyclingrate of
municipal waste -
27th place

AAlthough thevolume of
wasteis lower than
European averagél
tone per capta,
compared tol.7,
respectively the 5th
place in EY) recycling
rate of wasteis
significantlylower (32%
compared to55% -
24th place).
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Final remarkg1)

ARomania's economic and social development is slower than
economic growth, as the overall favorable macroeconomic
developmentsin recent yearswere only partially felt in raisingthe
living standards of the population and improving the
competitivenessof the economy

I Therelatively poor quality of growth (structural problemsin the
real economy,the mainforce for GDPcreation)

I Deficienciesin GDP repartition, hampered by obstruction of
primary and secondary distribution channels as a result of
financialindisciplineandillegalitiesin society.
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Finalremarks(2)

A The relationship between economic growth ardkvelopment+ reducing poverty
Is fractured in Romania by a real economy with
I Performances below citizens' aspirations on livistandards
I Strong financial indiscipline dirms

I Frequent occurrences of tax evasion and corruption, phenomena found both in companies
and in the implementation of the consolidated generalidget

A Significant disparities in income and population saving, materialized in a strong
socialpolarization
A The unfavorable developmentsabove occurred under the conditions of a weak

state action
I the idea of a minimal state in Romania has been erroneoysigmoted

I the objective need, irthe market economy, of substantially reducing the role of the state as
a shareholder and manager of commercial companies with public capital

I but, at the same time, the state must also manifegtrough strong institutions that develop
effective economic and social strategies amdctoral policies

and

I to issueappropriate rules and regulations, ensuring their firm application, to support the
balancedeconomicand socialdevelopmentof the country andto ensurecitizens'confidence
in the market economyand democracy
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Finalremarks(3)
A Theentrepreneurialinitiative in Romaniais low

I the companiessector is underdevelopedin relation to the sizeof the
domestic market and compared to other former socialist European
countries —» 2.2 SMEsper 100 inhabitants, compared to the EU
average of 4.5 firms and 9.4 units in the CzechRepublig 7.5 in
Slovakia 6.4 in Slovenia 5.4 in Lithuanig 5.3 in Hungary 5.2 in Latvig
4.4 1n Bulgarig 4.1 in Poland,etc.

AThe Romanianfirms sector is dominated by small businessesmany of
which have seriouscapitalizationproblems

¢ 44%do not complywith the legal capitalizationrequirements(276.5
thousand companieshave their own equity level lessthan half of
the subscribedsharecapital)

@ 42% have negative equity (2685 thousand companieshave debt
higherthan total assets)

AA firm legislativeframework is the most effective way to ensurepayment
discipline, and economic agents often need a "nudge" for higher self-
control, as shown by Richard Thaler the Nobel Prizewinner for the
economyin 2017.
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Finalremarks(4)

A In addition to aligning Romanian economic legislation with the
practicesof advancedEuropeancountries,there is a needfor a strong
moral community in the society in which the free market, which
stimulatesindividual action, can operate with high efficiency (Akerlof
and Shiller 2016

A Reforming post-communist kleptocratic states is a very different
challenge from transition. Low level of civil society development
leavesthis transformation of the state unchecked,as population that
IS victim of exactions of the kleptocratic state remains relatively
passiveand fatalistic (GerardRoland 2017).

I Reactionagainstkleptocratic state is not only about level of activity of civil
society, it isalsoabout culture and valuesinside society

I EUaccessionprovided an external checkon the formation of kleptocratic
states Thiseffect wasstrongerbefore entry than afterwards.

A Entrepreneurshipis likely to be discouragedin an environment in
which firms with political influence earnrents at the expenseof more
efficient or more innovative firms that lack influence (World
DevelopmentiReport2017).

I Bytilting the playingfield, suchcapture canalsomakegrowth lessinclusive
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Finalremarks(5)

ATransitioning from a growth model basedon factor accumulationto a growth
model based on productivity and innovation may require a different set of
Institutions (World DevelopmentReport2017).

AModernizationis a prerequisite for development,asit aimsat changing,through
governmental initiative, the fundamental institutions of politics, economy and
society, to resemble with those existing in western societies Nevertheless,
developmentis a processoriented towards increasingsocial welfare, identified
by the quality of population consumption in areas ranging from housmg to
training for jobs with high productivity and income, and security of well-being
both at youngeragesand at the third age

AEconomicdevelopment is not a gift. This is achieved through the combined
action of the private initiative and the public policiesof the state. The existence
of strong institutions is the best indicator of the structural developmentand of
the capacityof a nation to createlong-term well-being (Isarescu 2016).

AEnsuringmacro-stabilization as the economyrecoversthe gap comparedto the
developed countries was a major challenge in Romania (20042008 -
maintaining the trend of GDPgrowth and GNI per capita was affected by the
accumulationof macroeconomicimbalances,which were amplified by the pro-
cyclicalfiscalandrevenuepolicies

I Therearereservesto improve the tax systemand mechanismgo improve the settlement of the tax
burdenin relation to the contributing power and to increasethe level of revenuecollectionfor the
budget
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Finalremarks(6)

Alt should be underlined that the notion of sustainability should refer
not only to economic and financial aspects but also to the social
criterion

I the developmentassumes,n advance,the formulation of a social
project (Golding,20169
AThe opportunity represented by the European funds, which is an
Important vehicle for the development and modernization of the
country and for approachingto the economicallyadvancedEuropean
states,wasinsufficiently exploited

I The European funds used by Romaniawere localized to a low
degreein grossfixed capital formation and, to alesserextent, in the
private economy (out of which, at a reduced level in industry,
transport and construction)

I To a very large extent, the Europeanfunds used in Romaniahave
resulted in the financingof current expendituresfor the realization
of the projects within various programs, consistingin salaries,as
well asin the purchaseof goodsand servicesrelated to them.
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Finalremarks(7)

AThe low quality and efficiency of public policiesin Romaniawere
reflected in the slow pace of infrastructure improvement, high
Income disparitiesin society, weak quality of health and education

systems
P

AThe assessmenbf Romania'slevel of developmentis closerto the
results of the methodologiesof the EuropeanCommissionand the
World Bankrather than to the model of the United Nations which
already includes us, unrealistically in the category of developed

countries i

Alndicators that reflect not only the creation of GDP but also its
effective distribution for increasng the living standard of the
citizens (wages, health, education, infrastructure, innovation), are

the most appropriate to adequatelyassesghe developmentlevel of
a country.
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Thank you for your attentiomh



