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I. Conceptual issueson economic 
andsocial development
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Conventional wisdomdefines the development of a state 
by the ability of its economy to generate a high level of 

income per capita
ÅFrom the perspective of a developing country, achieving a high level of 

income per headof population requires a sustainable process of 
economic convergence, namelya higher economic growth than that 
of those already in the developed stage
ÅSupporting such a long-term alert advancein the context of current 

globalization implies a corresponding increase in potential GDPin 
order to catch-up with developedeconomies, without affectingthe
macrostability; 
ïthis requirescontinuous accumulation of financialand human capital, the 

improvement 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 
education systems,etc.

ÅSocial sustainability is presumed to be implicit, assuming the trickle-
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 capita method in capturing all dimensions of 

development

ÅThe 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.

ÅAlthough 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 environment is
(EurostatςGDP andbeyond).
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Unconventional approaches dispute the accuracy of the 
income per capita method in capturing all dimensions of 

development(2)
ÅThere is a discrepancy between the usual economic indicators, 

such as GDP per capita, on the one hand, and welfare and social 
progress, on the other, and this seems to increase(Stiglitzet al., 
2009)

ïfocusing on GDP growth has shifted awaythe attention from
debt problems before the 2008 financial crisis

ÅHousing, jobs, health, education, the environment, life 
satisfaction, safety and the balance between work and personal 
life are considered, in unconventional approaches, as important 
milestones in measuring the state of development of a country
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The necessityof quantifying as precise as possible the 
economic and social development

ÅIt is useful to valuethe gross domestic product per capita at 
purchasing power parity for developmentassessmentpurposes, 
but this macroeconomic indicatorneeds to be examined through:

1) the balance of income flows in relation to foreigners; this
would result in a more accurately assessment of the new 
value created by a state on the basis of gross national income

2) the featuresof the incomerepartition processbetweenthe
following phases:

a) Primary distribution between labor and capital

b) Redistribution through the general public budget

ÅThis 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, 
especially health and education, as well as infrastructure
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II. Evolution of development 
parameters in Romania
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Rapid economic growth of Romania in the last 16 years…

ÅGDP has risen 4.15 times, 
from € 41 billion in 2000 to € 
170 billion in 2016;

ÅHowever, the annual real 
GDP growth was highly 
volatile, as very strong 
growth rates before 2008 (at 
around 8%), were followed 
by a deep economic 
downturn in 2009 (-7%)
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Source: AMECO
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… more dynamic than in the main European 
economies
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Source: AMECO, ŀǳǘƘƻǊΩǎ ŎŀƭŎǳƭŀǘƛƻƴǎ
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The economic gap with the countries of the European Union 
has diminished …
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ÅOver the last 16 years, 
convergence in terms of GDP 
per capita (PPS) has cumulated 
33 pp (from 26% of the EU 
average in 2000 to 59% of the 
EU average in 2016)

ÅRomania's estimated 
economic catching-up pace (+2 
pp/year in terms of share in 
the EU average) would allow 
us to achieve a level of 70% in 
approximatively 5 years
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... but the ratio between gross national income and GDP has 
deteriorated

Source: Ameco, ŀǳǘƘƻǊΩǎ ŎŀƭŎǳƭŀǘƛƻƴǎ

ÅThe ratio of the gross national 
income, which represents the 
value added generated by 
Romanians both in the country 
and abroad, and GDP, which 
expresses the gross added value 
obtained in the country by both 
Romanians and foreigners, 
decreased by 1.9 pp, from 99.4% 
in the year 2000 to 97.5% in 2016

ïthe negative difference in absolute 
terms between GNI and GDP 
increased by EUR 4.8 billion
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Moreover, economic convergence has not been 
homogenous across the country’s regions

Source: Eurostat, ŀǳǘƘƻǊΩǎ ŎŀƭŎǳƭŀǘƛƻƴǎ

GDP per head of population across 
Romanian regions

ÅWe didn’t manage to ensure 

the same pace of convergence 

across all the Romania’s 

regions

ÅWhile the Capital region 

increased its GDP per capita 

by 50 pp, the North-East and 

South-West regions grew only 

by 11 pp25
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III. The effects of joining the 
European Union and the quality of 

economic policies
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Once legislative and institutional harmonization with EU 
standards progressed, foreign capital flows entered, boosting 

economic potential 

Source: Ameco, NBR, MPF
* Equity (intra-grouploans excluded)

ÅPotential growth increased from 2.6% in 

2002 to 4.9% in 2004 as Romania’s 

accession to both NATO and European 

Union became  clear to foreign investors 

ïStatistical data shows strong correlation 

of Romania’s potential growth with 

foreign direct investments

ÅHowever, in the years 2015 and 2016, 
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 
annual GDP
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However, FDIs did not land evenly across the regions

FDIs
(bn. EUR)

%FDIs

Total (2016) 70.1 100

Capital 42.0 59.9

Centre 6.4 9.1

West 5.6 8.0

South 4.9 6.9

North-West 4.1 5.9

South-East 3.5 4.9

South-West 2.1 3.0

North-East 1.6 2.3

Source: National Bank of Romania

ÅFDIs distribution across Romania’s 

regions has been highly 

concentrated, as the Bucharest 

region received 60 percent of the 

total amount;

ÅThe least developed regions, 

namely North-East and South-

West, received jointly less than a 

tenth of that amount

ÅWestern and central regions have 
registered significantly higher 
amounts of FDIs than eastern 
ones
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The robust progress recorded on the volume of economic activity has 
been characterized by a relatively modest degree of inclusion

Source: Eurostat, Ameco, ŀǳǘƘƻǊΩǎ ŎŀƭŎǳƭŀǘƛƻƴǎ

ÅReal convergence was only marginally 
reflected in the increase in the number of 
employees and partly in their purchasing 
power gains
ïThe number of employees increased 

between 2000 and 2016 with only 2.2% 
(+100 thousand persons), from 4.6 
million to 4.7 million people
ïThe 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 labor compensation increased from 9% 

of the EU average in 2000 to 22% of the 
EU average in 2016 (+13 pp), and

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 the former socialist states

ÅIn Romania, the share of labor has diminished significantly both 
as a share of GDP and in net national income and net value 
added compared to 2000

ïThis 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

Source: Ameco, ŀǳǘƘƻǊΩǎ ŎŀƭŎǳƭŀǘƛƻƴǎ όϝнллн)

Evolution of labor compensation - international benchmarks

18

  Romania Germany France USA Bulgaria Poland 
Share of labor compensation 
in 

2000 2016 2000 2016 2000 2016 2000 2016 2000 2016 2000 2016 

Gross domestic product 39% 34% 53% 51% 51% 52% 57% 54% 36% 42% 41% 38% 

Net national income 50% 43% 64% 60% 58% 62% 66% 62% 42% 49% 48% 45% 

Net value added  56% 48% 72% 70% 68% 73% 71% 68% 48% 58% 55% 49% 

Net value added adjusted 
with mixed income 

86%* 57% 78% 76% 77% 83% 76% 72% 59% 70% 71% 57% 

 



At the same time, labor has been staggered...

ÅWhichis reflectedby:

1) instability - uncertaintyabout 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 -
insufficient, irregular income,etc. (Guga,2016)
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…and emigration has increased substantially

Note: data on temporary emigrants is not available prior 2008
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ÅLabor force decreased by 24% 

(-2.8 mil. persons) between 

2000 and 2016, from 11.9 mil. 

pers. to 9.1 mil. pers.

ÅEstimates on emigration 

show that more than 3 mil. 

Romanians have left the 

country, most of them for 

southern EU member states
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Source: European Commission

Emigration towards some EU member states and other unfavorable 
demographic developments have significantly affected potential 

growth 

ÅThe contribution of labor to potential 
growth has been, generally, negative, 
its average value being around -1 pp; 
hence, potential growth was lower by 
1 pp due to emigration

ÅTherefore, the contribution of capital 
to potential economic growth is 
overwhelming in the case of Romania;  

ïThe direct contribution of the capital to 
potential growth had increased over the 
period 2000-2008, with an average 
contribution of 73% of potential growth 
in 2007 and 2008; after the crisis, the 
direct capital contribution decreased, 
reaching 22% in 2016.
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The engine of real convergence and economic 
development of the country is represented by capital

ÅThe 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)

ÅImproving the structure of gross fixed
capital formation through a more
focused orientation of investments in
the "equipment" categorycomparedto
the "construction" group and, at the
same time, 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 by entrepreneurs and
productivity, which allows for higher
production with relatively the same
numberof employees.
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The branch structure of Romanian economy reveals a 
low level of gross value added per employee

ÅEU Top(2016)
o Ireland(EUR 124.800)

o Luxembourg(EUR 114.700)

o Sweden(EUR 84.100)

o Denmark(EUR 83.500)

ÅRomania (EUR 18.000) –second-
last position in EU relatively 
low productivity compared with 
the rest of the member states
ïWeak technically-equipped 

agriculture 

ïIndustry with a low level of 
processing

ïReduced contribution in terms of 
GVA per employee in services 
sector relative to manufacturing

Source: Eurostat, AMECO

GVA per employee on main economic branches in 2016
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Intermediate consumption grew faster than the output, 
which resulted in lower gross value added and GDP growth 

ÅIn 2016, share of intermediate 
consumption in the value of production 
(55.1%) was 2.4 percentage points 
higher than in 2008 (52.7%), when the 
economic crisis started in our country.

ÅThis negative development indicates a 
relatively low level of economic 
complexity, a loose fiscal framework, as 
well as financial indiscipline, which is 
materialisedthrough price transfer 
actions and subjective expenses of 
firms, as can be seen from the numerous 
findings of the state's specialized 
agencies

ÅThe share of intermediate consumption 
in output is around 50% in developed 
countries 

Source: NIS
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Preserving the macroeconomic stability while growing 
economically has represented the key challenge

Source: Ameco
* - potential GDP in the case of output gap 
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ÅRomanian GDP almost tripled 

between 2002 and 2008 (from 

49 bn. Euro to 142 bn. Euro)

ÅAt the same time, the current 

account deficit rose by more 

than 4 times, from 3.3% to  

13.8%

ïEconomic overheating 

became substantial, as 

output gap reached +7.5% 

in 2008 from zero in 2002
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The redistribution phase has many dysfunctions 

26

ÅThedegreeof budgetaryrevenues’collectionis relatively low
due to financial indisciplineandtax evasion

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

ïThepoor prioritization of public investment

ïReducedefficiency of capital expenses,as a result of
non-compliancewith legalprocedures



With a small net income reported by firms, the state 
achieves a poor degree of efficiency in collection

27

Source: FiscalCouncil, AnnualReport 2016

60

72

85 86

60

65

70

75

80

85

90

95

2014 2015 2016

Value Added Tax 

Romania Poland Czech Republic Hungary

%

21

23

34

36

20

30

15

20

25

30

35

40

2014 2015 2016

Corporate tax

Romania Poland Czech Republic Hungary

%



Macroeconomic imbalances have been amplified by 
pro-cyclical fiscal and revenue policies

Source: Ameco, author's calculations
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ÅFiscal impulse, including salary 
increases in the budgetary 
sector, was the main factor of 
excess demand

ÅThis reached 3.3 percentage 
points in 2008, while the 
economy already evolved well
aboveits potential  (+7.5%) 

ïAgainst this backdrop, once the 
crisis started, painful economic 
adjustments were made, with the 
fiscal policy remaining, in this 
context, pro-cyclical
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Budgetexpenditures inefficiency →the accumulation of 
fixed capital at the public sector level was generally lower 

than the budget deficits

Source: Ameco, author'scalculations

ÅWhile budget deficits have 
cumulated about 55 billionEUR  in 
2007-2016, net fixed capital  
formation at the level of the 
government sector totaled only 
80% (EUR 44 billion) of this amount 
in the analyzed period

ïOnly 50% of the 87 billionEUR  
increase in the value of non-financial 
assets of the public sector(from 78 
billion EUR in 2006 to 164 billionEUR  
in 2016) was supported by net fixed 
capital formation, the other half 
being the result of the stock of 
assets’ revaluation
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IV. Pronouncedsocial disparities
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Source: Eurostat

ÅThe high degree of
polarization of the
Romanian income
compared to other
statesin the region can
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 10% 
households earn 
13.4 times more 
income than the 
poorest 10% 
households

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

2016

Ratio of the richest 10% and 
the poorest 10% by 

household income - 2016

Increased inequities in the distribution of population 
incomes
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Savings distribution in Romania demonstrates the high 
degree of social polarization

Source: FGDB, author'scalculations

ÅBy the end of 2016, the savings structure 
highlighted the following disparities:
τ62% 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);

ï8%of the depositors(0.5 million persons),representing
the averagesavingcategory,havedepositsrangingfrom
50 thousandlei to 227thousandlei and hold 34%of the
savingvalue(averagedepositof 100thousandlei);

ï1.63% 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);

ï0.13% of the depositors (about 10 thousand persons), 
with the highest amounts, have 14.4% of the savings (an 
average of 2.44 million lei / depositor), i.e. approx. 4 
times more than the first group of small depositors, 
totaling 3.9 million individuals.

3.91

0.63

1.19

0.49

0.09 0.01
3% 3%

19%

34%

26%

14%

0

1

2

3

4

0%

10%

20%

30%

40%

1
0

1
-5

0
0

0

5
0

0
1

-1
0

.0
0

0

1
0

.0
0

1
-5

0
.0

0
0

5
0

.0
0

1
-2

2
7

.0
5

5

2
2

7
.0

5
5

-1
.0

0
0

.0
0

0

җ
 
м
Φ
л
л
л
Φ
л
л
м

bǳƳŇǊ ŘŜǇƻƴŜƴǚƛ όǎŎΦ ŘǊΦύ

tƻƴŘŜǊŜ ǾŀƭƻǊƛŎŇ όǎŎΦ ǎǘΦύ

Persons
(mil.)

Distribution of depositors by deposit 
buckets (December 2016)

32



GDP growth was reflected only partially in the 
reduction in poverty

ÅRomania has a poverty risk 
and social exclusion rate of 
38.8% in 2016, the second 
highest level in the EU (with 
an average of 23.5%)

ÅWhile GDP rose by 36% in 
2016 compared to 2007 (from 
€ 125bn to € 170bn), the risk 
of poverty and social 
exclusion fell by only 17.5%

Source: Eurostat
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V. European Union standards on 
development 

34



The solutions adopted by major international institutions 
aimed at completing the conventional methodology with 

some additional criteria

ÅComposite indicator

ïUnited Nations → Human Development Index (HDI), based on 
life expectancy and education level, along with per capita 
income

o values ranging from 0 to 1; a state is considered to be 
developed if the level of IDU exceeds 80%

o uses the geometric mean as a method of aggregation; 

ÅSet of complementary indicators without aggregation mechanism

ïEuropean Commission → not any increase in economic growth 
leads to long-term development→ economic growth must be 
balanced, inclusive, environmentally friendly and smart → 100 
sustainable development indicators grouped into 17 categories.
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Growth - development correlation in Romania

Å While GDPgrew 4.1 times and GDPper capita increased2.3 times, the

humandevelopmentindex increasedby only 13.4%(from 70.7%in the year

2000to 80.2%in 2015);

Å Developmentin Romaniais slower than the economicgrowth due to:

ïThe relatively poor quality of growth (structural problems in the real

economy,the main force for GDPcreation)

ïDeficienciesin GDPrepartition, hamperedby obstruction of primary and

secondarydistribution channelsas a result of financial indiscipline and

illegalitiesin economy

o in the distribution plan, there is a disproportionate ratio between

wagesandprofit, in favorof the latter

o in the redistribution plan,there are insufficientfinancialtransfersand

socialassistancewithin the budget,dueto poor tax collection
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From the perspective of sustainable development indicators used 
by the European Commission, Romania still records weaknesses in 

basic conditions (1)

37

* Uparrow indicatesa favourableevolution. Downarrow denotesanunfavorableevolution.
Note: 1) unlessspecified, the last availabledate is 2015 or 2016; 2) comparedto 2007; 3)
comparedto 2000; 4) comparedto 2008.
Source: Eurostat,Sustainabledevelopmentin EU, 2017

ÅAlthough considerable 
progress has been 
made, Romania is at 
the bottom of the 
European rankings on 
various aspects of 
poverty risk and 
health care:
ҍ24% of the

population is
severelymaterially
deprived(-14 pp 
compared to2007), 
three times higher 
than EU average 
(8%) → 27th place
ҍlife expectancyat 

birth of 75 years
(from 71 yearsin 
2000), comparedto
81 yearsin EU → 
27th place

Category
Development indicator

–selection–

Last availabledate(1)
Previous
period

Evolution*
Romania

EU 
average

Place in 
EU28

1. Poverty

Severely materially deprived 
people(2)

24% 8% 27 38%

Population living in a dwelling 
with a leaking
roof, damp walls, floors or 
foundation(2)

13% 15% 11 30%

2. Good
health and
well-being

Life expectancy at birth(no. of 
years) (3)

75 81 27 71

Obesity rate(4) 9% 16% 1 8%

ÅBetter situationsthan the EUaveragewe registerat:
ҍ lower obesity rate (9% vs. 16%, the averagefor EUMember

States)→first placein the EU
ҍ living conditions (13% of the Romanianpopulation lives in a

damaged home, compared to an average of 15%) → 11th
place



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

basic conditions (2)
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ÅThe education system 
in Romania has serious 
problems:
ҍthe numberof early

leavers from 
education, although 
declining (from 23% 
in 2000 to 19% in 
2016), remains 
above the EU 
average (11%) → 
26th place
ҍ39% of the 

population has 
shortcomings in 
reading, almost 
double the other EU 
states (with an 
average of 20%) → 
27th place
ҍRomania ranks last 

in the EU in terms of 
tertiary education 
and adult 
participation in 
learning

Category
Development indicator

–selection–

Last availabledate(1)
Previous
period

Evolution*
Romania

EU 
average

Place in 
EU28

3. 
Education

Early leavers from education and 
training(3)

19% 11% 26 23%

Underachievementin reading(3) 39% 20% 27 41%

Tertiary educational attainment(3) 26% 39% 28 9%

Adult participation in learning(3) 1,2% 11% 28 0,9%

4. 
Sanitation

Population having neither a bath, 
nor a shower, norindoor flushing 
toilet in their household(2)

31% 2% 28 42%

Å Theproportion of the population without bath, showeror indoor
toilet in their householdhasdecreasedin recentyears(to 31%in
2015, from 42% in 2007to 11%), but remainsthe highest in the
EU→28th place

* Uparrow indicatesa favourableevolution. Downarrow denotesanunfavorableevolution.
Note: 1) unlessspecified, the last availabledate is 2015 or 2016; 2) comparedto 2007; 3)
comparedto 2000.
Source: Eurostat,Sustainabledevelopmentin EU, 2017
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ÅThe level of income 
inequality is at one of 
the highest rates in the 
EU: 
ҍ Income share of the 

bottom 40 % of the 
population is of only 
17% in Romania, 
with 4pp lower than 
EU average (21%) → 
28th place

ҍ Gini coefficientof 
disposableincome
raised to 37 in 2015 
(from 29 in 2000), 
above European 
average of 31 → 
Romania occupies 
27th place.

Category
Development indicator

–selection–

Last availabledate(1)
Previous
period

Evolution*
Romania

EU 
average

Place in 
EU28

7. Industry, 
innovation 

and 
infrastructure

Employment in high- and
medium-high technology
manufacturing sectors and
knowledge-intensiveservice 
sectors(4)

28% 46% 28 24%

8. Inequality

Gini coefficient of disposable
income(3)

37 31 27 29

Income share of the bottom     
40 % of the population (2)

17% 21% 28 17%

Å Employment in high- and medium-high technology
manufacturing sectors and knowledge-intensive service
sectorsremainswell below Europeanaverage (28%versus
46%, asof 2016)→28th place

Thereare alsoproblemsfor other major pillarsof economic 
development

* Uparrow indicatesa favourableevolution. Downarrow denotesanunfavorableevolution.
Note: 1) unlessspecified, the last availabledate is 2015 or 2016; 2) comparedto 2007; 3)
comparedto 2000; 4) comparedto 2008.
Source: Eurostat,Sustainabledevelopmentin EU, 2017



9. 
Sustainable
citiesand 

communities

Overcrowdingrate (2) 50% 17% 28 56%

Population reporting occurrence of 
crime, violence or
vandalism in their area (2)

13% 14% 20 15%

Difficulty in accessing public 
transport (% high orvery high), 
2012

24% 20% 21 NA NA

Recycling rate of municipal waste 
(2)

13% 45% 27 0%

10. 
Responsible
consumption

and 
production

Generation of waste excluding 
major mineral wastes (kg per 
capita) (5)

1037 1716 5 2311

Recycling and landfill rate of waste 
excluding majormineral waste 
(recovery rate) (6)

32% 55% 24 33%

The housing sustainability and the responsibility for production and 
consumption are relatively low
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ÅCities and communities 
in Romania have major 
deficiencies related to:
ҍovercrowdingrate → 

28th place
ҍoccurrenceof 

violence→ 20th place
ҍdifficulty in accessing 

public transport→ 
21st place
ҍrecycling rate of 

municipal waste → 
27th place

ÅAlthough the volume of 
waste is lower than 
European average (1 
tone per capita,
compared to1.7,
respectively the 5th 
place in EU), recycling
rate of waste is 
significantlylower (32% 
compared to 55% → 
24th place).

Category
Development indicator

–selection–

Last availabledate(1)
Previous
period

Evolution*
Romania

EU 
average

Place in 
EU28

*Up arrow indicates a favourable evolution. Down arrow denotes an unfavorable
evolution.
Note: 1) unlessspecified, the last availabledate is 2015or 2016; 2) comparedto 2007; 5)
comparedto 2006; 6) comparedto 2011.
Source: Eurostat,Sustainabledevelopmentin EU, 2017



VI. Final remarks
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Final remarks (1)

ÅRomania'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

ïTherelatively poor quality of growth (structural problemsin the
real economy,the main force for GDPcreation)

ïDeficienciesin GDPrepartition, hampered by obstruction of
primary and secondary distribution channels as a result of
financial indisciplineand illegalitiesin society:
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Å The relationship between economic growth and development reducing poverty 

is fractured in Romania by a real economy with:

ï Performances below citizens' aspirations on living standards

ï Strong financial indiscipline of firms

ï Frequent occurrences of tax evasion and corruption, phenomena found both in companies 
and in the implementation of the consolidated general budget

Å Significant disparities in income and population saving, materialized in a strong 
social polarization

Å The unfavorable developmentsabove occurred under the conditions of a weak
state action
ï the idea of a minimal state in Romania has been erroneously promoted

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

ï but, at the same time, the state must also manifest through strong institutions that develop 
effective economic and social strategies and sectoral policies

and

ï to issueappropriate rules and regulations, ensuring their firm application, to support the
balancedeconomicandsocialdevelopmentof the country and to ensurecitizens'confidence
in the market economyanddemocracy

Final remarks (2)

43



Final remarks (3)

ÅTheentrepreneurial initiative in Romaniais low

ïthe companiessector is underdevelopedin relation to the sizeof the
domestic market and compared to other former socialist European
countries → 2.2 SMEs per 100 inhabitants, compared to the EU
average of 4.5 firms and 9.4 units in the CzechRepublic; 7.5 in
Slovakia; 6.4 in Slovenia; 5.4 in Lithuania; 5.3 in Hungary; 5.2 in Latvia;
4.4 in Bulgaria; 4.1 in Poland,etc.

ÅThe Romanianfirms sector is dominated by small businesses,many of
which haveseriouscapitalizationproblems

φ 44%do not complywith the legalcapitalizationrequirements(276.5
thousand companieshave their own equity level less than half of
the subscribedsharecapital)

φ 42% have negative equity (268.5 thousand companieshave debt
higherthan total assets)

ÅA firm legislativeframework is the most effectiveway to ensurepayment
discipline, and economic agents often need a "nudge" for higher self-
control, as shown by Richard Thaler, the Nobel Prize-winner for the
economyin 2017.
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Final remarks (4)

Å 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
stimulates individual action, canoperate with high efficiency (Akerlof
andShiller, 2016)

Å Reforming post-communist kleptocratic states is a very different
challenge from transition. Low level of civil society development
leavesthis transformation of the state unchecked,aspopulation that
is victim of exactions of the kleptocratic state remains relatively
passiveand fatalistic (GerardRoland,2017).
ïReactionagainstkleptocratic state is not only about level of activity of civil

society,it is alsoabout culture andvaluesinsidesociety.

ïEU accessionprovided an external check on the formation of kleptocratic
states. Thiseffect wasstrongerbefore entry than afterwards.

Å Entrepreneurshipis likely to be discouragedin an environment in
which firms with political influenceearn rents at the expenseof more
efficient or more innovative firms that lack influence (World
DevelopmentReport2017).
ïBytilting the playingfield, suchcapturecanalsomakegrowth lessinclusive
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Final remarks (5)
ÅTransitioningfrom a growth model basedon factor accumulation to a growth

model based on productivity and innovation may require a different set of
institutions (WorldDevelopmentReport2017).
ÅModernization is 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,
development is a processoriented towards increasingsocialwelfare, identified
by the quality of population consumption in areas ranging from housing to
training for jobs with high productivity and income, and security of well-being
both at youngeragesandat the third age.
ÅEconomicdevelopment is not a gift. This is achieved through the combined

action of the private initiative and the public policiesof the state. Theexistence
of strong institutions is the best indicator of the structural developmentand of
the capacityof a nation to createlong-term well-being(Isărescu, 2016).
ÅEnsuringmacro-stabilization as the economyrecoversthe gap comparedto the

developed countries was a major challenge in Romania (2004-2008) →
maintaining the trend of GDPgrowth and GNI per capita was affected by the
accumulationof macroeconomicimbalances,which were amplified by the pro-
cyclicalfiscalandrevenuepolicies
ïThereare reservesto improve the tax systemandmechanismsto improve the settlement of the tax

burden in relation to the contributing power and to increasethe level of revenuecollection for the
budget
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Final remarks (6)

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

ïthe development assumes,in advance,the formulation of a social
project (Golding,2016)

ÅThe 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

ïThe European funds used by Romania were localized to a low
degreein grossfixed capital formation and, to a lesserextent, in the
private economy (out of which, at a reduced level in industry,
transport andconstruction)

ïTo 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 goodsandservicesrelated to them.
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Final remarks (7)

ÅThe low quality and efficiency of public policies in Romaniawere
reflected in the slow pace of infrastructure improvement, high
income disparities in society,weak quality of health and education
systems

ÅTheassessmentof Romania'slevel of development is closer to 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

ÅIndicators that reflect not only the creation of GDP, but also its
effective distribution for increasing the living standard of the
citizens (wages,health, education, infrastructure, innovation), are
the most appropriate to adequatelyassessthe developmentlevel of
a country.
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Thank you for your attention!


