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ABSTRACT - The aim of this paper is to study the macroecongrhzse which characterizes present-
day Romania, 15 years after the regime- changeeéddu into that regional context which Romania is
part of. The regional importance of this paperhiat tRomania is the biggest state of the southeaster
region as far as territory and population are coved For this reason the country’'s economic
development cannot be indifferent to the neighbmustates, as it can have positive or negativeaboci
effects on them. The Romanian society was pasdimgugh a slowly and difficult process of
democratization and economic liberalization dutimg nineties and the turn of the millenium, whiclsw

a similar way to the other post-socialist East pean countries. The NATO membership of Romania
and the imminent EU membership in 2007 are impogtmuli to make further progresses on the way to
functional capitalism and welfare. As an expresthefefficient economy policy at the end of theiglec
democratic administration the economical growtlRofmania rose to the incredible rate of 8.1%, while
the budget deficit was only 1.3%. In the autum2@®4 was elected a right, liberal coalition-goveemtn
which began his activity with a radical fiscal refointroducing a unique rate of taxes (16%). Irs thi
circumstances the possibility of the avalanchenefRDIs is a real expectance, but Romania stiletav
fulfill some other requirements, such as the redycf the almost generalized corruption and to taiin
the balance of the budget according to the agreewigmthe IMF, in order to became a major economic
competitor of the Central-Eastern European region.
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During the political regime change after 1989, mue historical process occurred. There was n@eig®
“recipe” for this process and several economic ktidollowed. The radical change of the whole secial
economic system was very painful because the fooo@munist states were used to a foreseeable/tabldic
plan- system and now they had to put up with thgredtictable factors. They had to learn how to cenamt the
side-effects of these factors and to adjust fatitdee extremely new circumstances.

In this adjustment race post-communist Romanidestdrom a very disadvantageous position because it
had had the most severe neo-Stalinist dictatorsimmmng all the satellite states in Eastern Europe.
Centralized control was extreme. This paternatiste-model kept the submissive population verryrtan
independent initiative and democracy. This is wihg tegeneration of civil society and the revivalttod
entrepreneurial spirit can be expected only decaftes 1989.

The aim of this paper is to study Romania’s predagtmacroeconomic phase in a regional contextland
years after the regime change. The regional impogtaf this paper is that Romania is the biggeshity of
Southeastern Europe as far as territory and papulatre concerned. That is why the country’s ecaaom
development is important for its neighbouring stalecan have positive or negative social effectshem.

According to some economic analysts, during thes,'9iter the socialist centrally plannedonomy
collapsed, the former communist states underwergcanomic decline that surpassed the shock caysed b
the Great Crisis in the early ‘30s. The generaligiincreased both social and territorial dispesitiThe latter
were clearly noticeable if one compared differgmies of settlements. The capital city and a feworeg
centers or municipalities emerged as centres adldpwmnent, unlike their rural surroundings.

The incredible decrease of the main macroeconomdicators led to an important decrease of the
standards of living and increased social and terait disparities. The economic data on these aspme
evident (table 1). They also point to the closatreh between the inflation rate and the publicdmidieficit
at the turn of the first two governmental cycle®9Q0-1993). This is because in Romania, as in other
countries of the region, putting the money-preswdok often solved the budgetary deficits (The bladil
Bank of Romania had a so-called quasi fiscal pplicy
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Table 1. Macroeconomic indicators of Romanian eaon the last one and a half decade (%).

Years Industrial production Budget balance Unemployment Inflation
1990 -19,0 1,0 1,3 51

1991 -22.,8 3,3 3,1 170,2
1992 -12,9 -4,6 8,2 210,4
1993 1,3 -0,4 10,1 256,1
1994 3,3 -1,9 10,9 136,8
1995 9,5 4,1 9,5 32,2
1996 -3,2 -5,8 6,5 56,9
1997 -5,9 -3,6 8,9 151,5
1998 -3,3 -2,9 10,4 40,7
1999 -9,0 -4.5 11,5 56,1
2000 8,2 -3,5 10,5 45,7
2001 6,5 -3,0 8,8 34,1
2002 6,0 -2,7 8,1 22,5
2003 4,5 -2,6 7,2 15,3
2004 4,6 -1,5 6,2 9,3

Source: www.insse.ro

The inflation rate was extremely high in Romaniacampared to the other countries of the former
communist block (113.8% was the average betwee®-1998). With the exception of the states of the
former USSR and the belligerent former Yugoslawaunntries in Southern Europe, this rate was a deicor
the region. The increasing inflation rate was fadiéd by artificially solving the budgetary defieind also
by a series of so-called “cost- push” factors. oeease in costs and the falls in income can piaaed by
the unbalanced foreign trade, the loss of exporkets, and the necessity to import energy sounaas f
Russia at world trade prices.

There also appeared an increased societal necessitpsume, which also influenced prices. Thighier
increased the demand for imports and the extembhlance as Romanian industry had a very unhealthy
structure with over-production of investment godidstead of good quality consumer goods. There also
existed the so-called ‘free-theft’, a phenomenorosehintensity increased after '89 but which was not
characteristic only of Romania. If we exaggeratdtla, we can say that it was a characteristithef entire
former communist block before and after the regehange. I'd like also to refer to J. Sgard (see Bal
1997), the economist who considers that in econitrase is a positive correlation between the irdlatiate
and the intensity of nibbling public assets, whgbometimes organized or even happens at stage-lev

Because of the high inflation rate economic proegdsecame unpredictable and scared off foreign
investors. Risks were high and reimbursement aafit pates couldn’t be calculated. The politicattiability
in Romania and in the Balkans contributed to tlitisation. The economic legislation was not favoeabl
either for foreign investments, which have a kelgron maintaining the external balance. Instead of
improving, the general image of the country becaren worse after 1989 and tipisychologicafactor also
had an important role in economy. Although the incenvertibility took place quite early (1991), ble
privatization was delayed. Instead, the inefficieoupon-based system was preferred in order tavallo
workers to have their share. The public utilitigstems, which attracted the foreign investors’ rdita,
were declared strategic branches. Thus privatizaiecame impossible and the inexistent profits of
privatization could not be redirected towards ecopoBecause of this lack of “fresh” functional dapiit
wasn't possible to transfer the western type mamagé technology, and innovation (the know-how).
Besides, although the law allowed the appearangarighte property, the constitution didn't stip@ats
inviolability and created an uncertain milieu foweéstors. It was only in 2003 when the Constitution
changed that private property received completal lpgptection. This might be the reason why todz804)
the Romanian foreign investment stock is only $illBon, though the dimension of the market, theah
and relatively well trained labour force, and Romanmediating role for other market regions repris
serious advantages. In this context Professor KSgp&éndor’'s remark that foreign investors are moy o
interested in cheap labour force, but also in t@nemic atmosphere, in reliability, investment orét and
market potential is very true. The economic atmesplis very well characterized by the data on giion.

It is needless to comment: this is a field, whies Hittle improved lately. Corruption is also ampanent
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discussion matter with the EU (especially the Heglel, perhaps governmental corruption). And thas c
seriously endanger Romania’s accession to the Hlithwis scheduled for 2007. If Romania does ndtl ful
this or any other condition, her becoming a fulgagnized EU member may be delayed for one year.

The economic production decrease at the begintitfged90s can be explained by the decline of the s
called peripheral branches. Among these are soarehes of light industry and those branches tawitly
not considered heavy industry, unlike power produact crude oil refining, coal mining, and some
engineering branches (Pasti V. — Miroiu M. — Gad., 1997). The absence of reform, of structurahncfes,
and privatization in these strategically importarénches led to the increase of the deficit. Théesthe
worst owner, could, by no means, make profitabése¢hbranches where there had been very few lay-offs
Subsidies and the huge salaries transformed thdsstrial giants into “black holes.” The NationaiRvay
Company can be included in these groups as itcégttaand used up all financial sources. On ther dtand,
for those people who managed to keep their jolesethstructures became islands of relative welfare o
existential security in a quickly impoverishing Bxyg. In order to illustrate the losses producedsbgne of
these structures, it's enough to take into conatter the fact that the industrial plant at Gata some
unprofitable oil refineries ‘produced’ 20% of thatdl budget deficit.

In the first transitional years Romanian economyg t@face another peculiarity of Eastern European
economic transition, namely stagflation, a peridditdte economic growth but rapidly increasing latfon.
Romanian governments could not take the sociat rigkthe shock therapy, there were such attempts, b
these were short-lived, and soon failed (the “ggopeconomic growth). Because reforms were delaftat
the first decrease phase during thiel transition period (1993-1996, the second govexmtal cycle), there
appeared an increase of industrial production hadihemployment rate started to decrease. All these
supported by some important governmental subsidiethe same time the inflation rate started desirgn
though it still remained high. The general improestntendency was negatively compensated by thetlgrow
of external debts, as the absence of structurarmef could not allow sustainable growth. Marketing
industrial goods was a problem because of their ppality caused by backward technology and low
productivity. Under such circumstances, the Romami@onomy produced “for stock” in this period. The
delay of privatisation led to rapid losses espécial the peripheral branches of industry not supgab by
subsidies. These state-owned companies, which didreceive subsidies, were selected according to
economic criteria and soon became unproductivethla period there appeared delays in payment,
companies fell into arrears with their employeesladges and the public budget. Nowadays these debts
represent almost 40% of the GDP. This cycle beclnmsvn as ‘the seven meagre years’ (1990- 1996),
during which the careless reform and economic fEslited to Romania’s present disadvantageous isituat
To quote Koran Janis, this type of delay is omissio

The third governmental cycle (1996-1997) startethweform plans but it soon lost its momentum. It
was a period characterized by governmental cridesler these circumstances, it was difficult to have
consistent economic policy, which would follow strprinciples. The rapid increase in inflation @OY was
relatively slowed down in 1998, but it was stilghi(35-56%). This was possible because public esgxen
were diminished and the adjustment of salariesrdaug to inflation was reduced as well. This hapzbas
a result of external pressure. The IMF refusedite the stand-by credit to Romania unless the aegunt
radically reduced its budget deficit. The attemijotgeform the industrial sector came true in 198fen
very many people were laid off. Among them thergenthe miners from the Jiu Valley who received
important compensations. However, social resistamckgovernmental inconsistency still didn’t alltive
structural reform of the industrial giants. In thease, there still were not enough lay-offs anlsilies
didn’t decrease. 1999 represented the lowest poittie decline of industry and living standardsr Hee
first time the government had to face cash problemmsn it came to paying public employees. On tineot
hand, there was the problem of the middle and gkari credit payments, whickere due, and this meant $
3 billion. This huge sum of money was paid withajrdifficulty as it represented 35% of Romania’p@x
profit for that year ($ 8, 5 billion). A direct nel of this process was that the foreign currertoglsfell from
$ 2 billion to $ 900 million. Within a year localrency had a 100% fall as compared to the US dolla
There appeared the pressure of financial specnldli896-1997), which Romania’s National Bank hardly
managed to contain. But a positive event occursedell, namely, local currency became fully connsbet
The bankruptcy of BANCOREX, a commercial bank, fil& event of such kind in Romania, only increased
problems as its consolidation required several rethdnillions of dollars. This also showed that the
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Romanian bank system was vulnerable and it didmttfion in a market context. It also showed thecf
of the slow privatisation of bank, i.e. giving citeoh a preferential basis.

After all these difficult years, stabilization begen 2000 when Mugur #sescu, former governor of the
National Bank, a pragmatic, politically independerdn, became Prime Minister. That year macroecanomi
indicators showed an increase in all fields, exjpecteased visibly (21.9%) and the industrial prctthn
also grew (8,2%), as compared to previous yearso@ly comment on these last data is that the filiais
producing profit were the export and cheap labauwcd branches of light industry. The investments of
serious multinational companies bringing capitadl &chnology and a real economic break-through were
still expected.

Fig. 1. The changes of Romanian GDP increase rating the last decade (%). © Der Fischer
Weltalmanach, 1996- 2001; A. Bal, 1997, www.insse.r

The country’s political stability increased afteANO’s intervention in Yugoslavia, as both Romania
and Bulgaria were invited to start negotiationshwitte EU in order to ensure stability in the Bakkan
Romania managed to finalize negotiations by thear2004. In March 2004, as a result of the inteamal
political changes (fight against terrorism) Romahe&came a NATO member and in the spring of 2005
Romania and the EU would sign the accession teeatis

The 2000 elections brought back the internal malitisituation of the early 1990s. The Romanian
Democratic Social Party, a central-left one, woa #hections. The fourth governmental cycle begdre T
name of the party had changed into Social DemacRdity since the early 1990’s. In the first yeathe
new government, economic improvement continuedoalih most of the Communist era industrial giants
still existed and endangered the sustainabditythe positive economic evolutions. The latestctbas
showed the political risks of economic collapse amaks impoverishment if extremist demagogues could
come to power. That is why, without external hedpplecially from the directly interested EU) Romania
catching up with the other European countries igligdeasible. In the past 12 years, mainly throutgh
hesitant economic policy, Romania used up all ésources and the population reached the end of thei
tether. People can no longer bear the burdengtbigfustructural changes.

International financial aid need not meet all neite=s as it leads to inefficiency. It need onlygart
the principal points of stres®therwise, lack of motivation will lead to delayiegonomic reforms further.

Before going on I'd like to return to the problerimternational debt. It is worth mentioning thatthis
case Romania had a very advantageous position thiediormer regime fell. Romania was the only countr
of the region with no international debt, thougisthad had important social costs in the previcesrs:
However, Romania couldn’t use its advantageoudipodbecause its economic collapse was more and mor
obvious as compared to the members of the Visedradn, for instance. International debt reached®2$ 1
billion in 1999, the year when $ 3 billion were ghdback. Between 1999-2001 the amount of debt was
stabilized at $ 9 billion. The import-based invesiits of the past years and the negative influehéareign
trade “managed” to increase the international deb$ 18 billion, in 2003. In the present internatb
context, this amount can be regarded as a fairhdgme, as it represents only 31.4% of the GDP,iand
slightly exceeds the annual export rate. In suttlagons, analysts consider that debt can increpge $ 25

! In 1989 Romania and Iran were the only ones nbaie@ external debts in the entire world
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billion without problems. This is also motivated the urgent highway investments which need capital
for which the national capital will surely not sig.

The social-democratic #$tase government had several achievements as fecoasmic reforms are
concerned. Consequently, in October 2004, though eértain critical observations, Romania receitresl
status of “functional market economyfom the EU. Another achievement of this governmeas the
closing-down of several unprofitable companies thedprivatisation of several heavy industry stroesu(oil
refineries and the metal works ingRe and Galg (SIDEX), the PETROM oil company. The privatisatiof
the regional energy distributors started. Conseityyen 2004, Romania had a serious amount of ftgpe
FDI (more than $ 2 billion, by the end of 2004).i'infusion of capital improved the general finaici
situation of the country and probably the intero@dl monetary institutes would revise Romania’s
classification as a ‘B’ category debtor. A completerivatised banking system is necessary, whiclildio
lead to its increased stability. This top servicarich as well as insurance agencies has stabgined the
bankruptcies in the early 1990s. Credit is givenagtordance with market values as both local and
international capital is present (Raiffeisen, HVEBN AMRO, ING, Citibank, Volksbank, Societé Général
etc.). This makes preferential crediting, so comnamming the previous years, impossible. Firstlye th
Romanian Commercial Bank (BCR) and CEC should eatised until the more competitive competition
doesn’t sweep them off the market. It is also vergortant to create better market conditions, aermal
increase is possible. The capitalization of the Raian banking system (hardly $ 20 billion) is dtilv as
compared to other countries in the region.
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Fig. 2. The Romanian foreign trade indicatorshie t990s (billion euros). © Romania’s Statistical
Yearbook, 1999.

By the end of 2004 the centre left government hadaged to limit salary increases. Also, in accocdan
with the monetary policy of the National Bank, ianmaged to keep the real value of the national nayre
relatively stable. As a result, in 2004 decreadgifigtion reached single figures (9.3 %) for thestfitime and
the long planned monetary reform (denomination)abee possible. Though present-day evolutions might
cause the nominal overvaluing of the local curremicig has to be avoided by all means in orderésqrve
and increase competitiveness. The low and remediatndget deficit (1.5% of GDP in 2004) is not worth
decreasing, as it would endanger economic growtis. inore important to go on and finish the streaitu
reforms already begun. Still the financial baladeécit is high (5.8% in 2004).

Another important step in stabilizing the functibn@arket economy is to decrease state subsidies (at
present they are 3.2% of the GDP, three times bitjga in the EU) and continue the privatisatioogesss.

All these are important chapters in the EU accedssentise.

Romania had important achievements in the creatianformational society. Between 2001-2003 the
number of Internet users increased five times mpmarison with the previous period, there are 1%6rivet
terminals for every 1.000 inhabitants, and evemdtherson has a mobile phone. But Romania is ity
much behind the other EU countries or the counthasaccessed to the EU in 2004. The number ehpst
granted in the EU is eight times greater than imRaia (0.7/1 million inhabitants). R&D funds ard% of
the GDP; a quarter of the sum spent by the EUntimber of researchers is five times smaller thaengt
average (880 researchers/1 million inhabitantsg. filmber of inhabitants attending some form ohingj is
three times lower than in the EU (1.3%). Thesecatdirs show the difficult way to reach the knowlkedg
based society model. The specific energy usellidigti times higher than in the EU, which is amlicator of
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inefficiency (CAPITAL, 2004 NR. 49). These indiceggoint out to structural backwardness and shaty th
in spite of its good economic results, Romaniamenuy still has a long way to go to get the charisties
of developed economies.

The elections at the end of 2004 brought aboutlgigad change, the centre-right coalition came to
power. In accordance with the IMF, which plays mpadrtant role in Romania’s international financitigg
government approved a major fiscal reform, valahfrthe ' of January 2005, namely the 16% taxation rate
for profit and personal income. This is a positignal for economic agents and foreign investocsibse of
the real taxation competition among the countrieghe region in order to attract foreign capital. the
future, these countries, and Romania as well, nimgsease competitive advantages more than comparati
advantages. In such a competition-improving econamilieu, foreign investment might increase a Ist a
salaries are still among the lowest in Eastern gird here is also the expectation that the “bladnaemy”
(about 40% of the GDP) will “whiten,” and under slkedegal circumstances tax income might increase af
a short period of decrease. Analysts considerttiimtast factor will change the employed-maintdimatio
by the end of the cycle (2008); the number of eygds will increase from the present 4.6 million5to
million. Planning for 2008 also includes an averageome increase from 144 euros to 244 euros, an
inflation decrease from the present 9.3% to 3%,thadlight increase of international debt from pinesent
31.4% to 32.2%, proportional to GDP. GDP will inese from 56 billion euros in 2004, to 89 billiorres
in 2008, a 6.5- 7% yearly increase rate. In 200/&ua registered a record breaking GDP increa8eléb
as a result of the extremely high agricultural prcitbn. International circumstances were favourdbte
some branches of industry (iron and steel indusiyal industry, construction), which led to anrease of
production and, subsequently, to the GDP incrdaseas agricultural production is seasonal, dependn
many subjective factors, the ambitious expectatfongeneral production in the following years segit
exaggerated, especially when taking into accowttakpectations of the EU are modest for the neat.y

Romania is an increasingly liberal minor economyvimg towards becoming a part of the world
economy. It depends very much on international ecoa processes/evolutions and obviously; its most
important relations are with the EU (75% of itssimational trade). As the Romanian economy’s Sustdd
development very much depends on the EU trendsnitonly be export-oriented. EU competition policy
might be an impediment for Romania’s new monetaticp, which is another instability factor. Thereayn
also be additional political risks because of gowsgntal instability taking into account the slight
parliamentary majority of the coalition now in pawe Romania. At the same time, capital transfeosnf
European funds will be “fertilizers.” (In 2005 Roma will get 800 million euros as pre-accessiordfih

As a conclusion, we can say that Romania’'s econ@gnypn a constrained path. Its short-term
development can be characterized as a quick anzessfal catch-up starting from a low point (possibl
economic miracle?), because the present fiscalegbimg market-oriented and performance-oriented; B
regional standards the amount of international delfirly good, the budget deficit has been susftdly
controlled until now, which can also ensure futgrewth. A stable government is absolutely necessary in
order to achieve success, but containing corrupfiyndeveloping capitalist relations in the econpmy
further decentralization, and the reduction of huc¥acy are also necessary.
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